THE  INDUSTRIAL  REORGANIZATION  ACT 


HEARINGS 

BEFORE  THE 

SUBCOMMITTEE  ON 
ANTITBUST  AND  MONOPOLY 

OF  THE 

COMMITTEE  ON  THE  JUDICIARY 
UNITED  STATES  SENATE 

NINETY-THIED  CONGRESS 

SECOND  SESSION 
ON 

S.  1167 


PART  5 

The  Communications  Industry 


JUNE  20,  21,  25,  27,   1974 


Printed  for  the  use  of  the  Committee  on  the  Judiciary 
(Pursuant  tcS.  Res.  255,  Section  4) 


FRANKLIN  PirPCH  LAW  CENTER 

Concord,  New   Hampshire  03301 

ON  DEPOSIT    JAM  9- 1975 


Boston  Public  Library 
Boston,  MA  02116 


THE  INDUSTRIAL  REORGANIZATION  ACT 


HEARINGS 

BEFORE  THE 

SUBCOMMITTEE  ON 
ANTITRUST  AND  MONOPOLY 

OF  THE 

COMMITTEE  ON  THE  JUDICIARY 
UNITED  STATES  SENATE 

NINETY-THIRD  CONGRESS 

SECOND   SESSION 
ON 

S.  1167 


PART  5 

The  Communications  Industry 


JUNE   20.    21,    25,    27,    1974 


Printed  for  the  use  of  the  Committee  on  the  Judiciary 

(Pursuant  to  S.  Res.  255,   Section  4) 


U.S.  GOVERNMENT  PRINTING  OFFICE 
O  WASHINGTON   :   1974 


For  sale  by  the  Superintendent  of  Documents,  U.S.  Government  Printing  Office 
Washington,  D.C.  20402  -  Price  $9.80 


COMMITTEE  ON  THE  JUDICIARY 

JAMES  O.  EASTLAND,  Mississippi,   Chairman 


JOHN  L.  McCLELLAN,  Arkansas 
SAM  J.  ERVIN,  Jr.,  Nortli  Carolina 
PHILIP  A.  HART,  Micliigan 
EDWARD  M.   KENNEDY,  Massacliusetts 
BIRCH  BAYH,   Indiana 
ROBERT  C.   BYRD,  West  Virginia 
QUENTIN  N.   BURDICK,   Nortli  Dakota 
JOHN  TUNNEY,  California 


ROMAN  L.  HRUSKA,  Nebraska 
HIRAM  L.  FONG,  Hawaii 
HUGH   SCOTT,  Pennsylvania 
STROM  THURMOND,   South   Carolina 
MARLOW  W.   COOK,   Kentucky 
CHARLES  McC.   MATHIAS,  JR.,  Maryland 
EDWARD  J.  GURNEY,  Florida 


Subcommittee  on  Antitrust  and  Monopoly 
HART,  Michigan,   Chairman 


PHILIP  A 
JOHN  L.  McCLELLAN,   Arkansas 
SAM  J.  ERVIN,  Jr.,  North  Carolina 
EDWARD  M.   KENNEDY,  Massachusetts 
JOHN  TUNNEY,  California 


ROMAN   L.   HRUSKA,  Nebraska 
HIRAM  L.   FONG,   Hawaii 
STROM  THURMOND,  South  Carolina 
EDWARD  J.   GURNEY,   Florida 


Howard  E.  O'Leary,  Staff  Director  and  Chief  Counsel 


CONTENTS 


Dates  Hearing  Held 

PART  5  Page 

June  20,  1974 2735 

June  21,  1974 2755 

June  25,  1974 3067 

June  27,  1974 3727 

PART   6 

July  9,  1974 3837 

Julv30,  1974 3995 

July  31,  1974 4317 

Oral  Statements 

Ashorn,  Julie  A.,  travel  agent,  Knox  International  Tours,  Inc.,  Houston, 

Tex 2736 

Baker,  William  O.,  president,  Bell  Telephone  Laboratories,  Inc.,  Murray 

Hill,  N.J 4317,4345 

Colter,  Cyrus  J.,  former  commissioner,  Illinois  Commerce  Commisison.  3805,  3996 
Craver,  Theodore  F.,  director  of  trade  regulations,  Litton  Industries,  Inc., 

Beverly  Hills,  Calif 3728 

Crosland,  Edward  B.,  senior  vice  president,  A.T.  &  T.,  New  York,  N.Y.__     4317 

Feiner,  Robert  L.,  president,  Phonetele,  Inc.,  Van  Nuys,  Calif 3503 

Fletcher,   Stephen  H.,   vice  president,   general  counsel,   Western   Electric 

Co.,  New  York,  N.Y 4317 

Fox,    Ronald   B.,   vice  president,   marketing,    TPI,   Inc.,    Grand   Rapids, 

Mich.;  accompanied  by  W.  H.  Borghesani,  counsel 3288 

Hart,  Hon.  Philip  A.,  a  U.S.  Senator  from  the  State  of  Michigan,  opening 

statement 2735 

Hough,  Richard  R.,  president.  Long  Lines  Department,  A.T.  &  T.,  New 

York,  N.Y 4317,4333 

Huntley,     C.     M.,    director,    telecommunications.     Continental    Airlines, 

Inc 2974 

Kelly,  Thomas  L.,  Jr.,  president,  TIE/Communications,  Inc 3067 

La  Blanc,  Robert  E.,  Salomon  Bros.,  New  York,  N.Y.;  accompanied  by 

Win  Himsworth 3914 

McDermott,   Frank  A.,  Jr.,   vice  president  and  comptroller,   New   York 

Telephone  Co.,  New  York,  N.Y 4062 

Massick,  James  W.,  president,  Truckweld  Equipment  Co.,  Seattle,  Wash._  2755 
Nathan,  Robert  R.,  Robert  R.  Nathan  Associates,  Inc.,  Washington,  D.C.  3954 
Rostow,   Eugene  V.,   Sterling  professor  of  law  and  public  affairs,    Yale 

University,  New  Haven,  Conn 4009 

Thrun,  Wolfgang  M.,  president,  Thrun  Chevrolet,  Inc.,  Des  Moines,  Iowa.      2760 

Trienens,  Howard  J.,  attorney,  Sidney  &  Austin,  Chicago,  111 4317,4338 

Wilbourn,  Hugh  R.,  Jr.,  first  vice  president,  U.S.  Independent  Telephone 
Association,  chairman  of  the  board.  Allied  Telephone  Co.;  accompanied 
by  William  C.  Mott,  executive  vice  president,  U.S.  Independent  Tele- 
phone Association 4297 

Whitehead,  Clay  T.,  director,  Office  of  Telecommunications  Policy,  Execu- 
tive Office  of  the  President,  accompanied  by  John  Eger,  Deputy  Director.     3837 

(III) 


IV 

Material  Received  for  the  Record 

Page 
American  Can  Co.,  Arthur  R.  Byrne,  letter  to  subcommittee  transmitting 

prepared  statement 4828 

Ashorn,  Julie  A.,  travel  agent,  Knox  International  Travel  Agency,  Inc., 
Houston,  Tex.,  material  relating  to  the  testimony  of: 

Exhibit  1. — Letter  from  Steven  Guess  to  Mr.  Hoverstock  re  cancella- 
tion of  business  after  discontinuing  service 2742 

Exhibit  la. — A.T.  &  T.  response  to  testimony  of  Mrs.    Ashorn 2742 

Exhibit  2. — Prepared  statement  of  Edward  Burge _.  . 2743 

Exhibit  2a. — Letter  from  Edward  Burge  responding  to  questions  by 

subcommittee  in  letter  of  July  3,  1974 . 2745 

Exhibit  2b. — A.T.  &  T.  response  to  Tropicana  Lodge  statement 2746 

Exhibit  3. — Letter  from  Edward  Burge  to  PUC  of  the  United  States 

requesting  relief  from  paying  interface  tariffs 2747 

Exhibit  4. — Memo  from  Mr.  Quam  to  Mr.  Howard  re  P.T.  &  T.  tariff 

violations  (Tropicana  Lodge  et  al.) 2747 

Exhibit  5. — Letter  from  Mr.  Brown  to  FCC  re  troubles  with  Nevada 

Bell 2748 

Exhibit  6. — Letter  from  Mr.  Corry  to  Mr.  Hoverstock  re  purchase  of 

internal  wiring _    2749 

Exhibit  7. — Letter  from  Western  Machinery  Co.  to  Areata  Communi- 
cations re  trouble  with  Mountain  Bell  since  discontinuing  service..     2750 
Exhibit  8.— Gulf-States  Telephone  Co.  Letters  re  Southern  Bell  at- 
tempts to  .solicit  Gulf-States  customers 2751 

Exhibit  9. — Letter  from  Gulf-States  Telephone  Co.  to  A.T.  &  T.  re 
A.T.  &  T.  position  on  organized  boycotts  of  companies  using  non- 
Bell  equipment .    ._      2752 

Exhibit  10. — Illinois  Bell  memo  re  company  policy  regarding  em- 
ployees engaged  in  assisting  competing  firms 2753 

Exhibit  11. — Southwestern  Bell  Letter  re  company  policy  regarding 

competing  firms 2753 

Baker,  William  O.,  president.  Bell  Telephone  Laboratories,  Inc.,  Murray 
Hill,  N.J. ;  for  material  relating  to  the  testimony  of,  see  Crosland,  Edward 
B.,  below. 
Burge,  Edward,  owner,  Tropicana  Lodge,  Fresno,  Cahf.: 

A.T.  &  T.  response  to  Tropicana  Lodge  statement 2746 

Letter  from  Mr.  Quam  to  Mr.  Howard  re  P.T.  &  T.  tariff  violations. .  .     2747 
Letter  to  PUC  of  the  United  States  requesting  relief  from  paying 

tariffs --     2747 

Letter  to  subcommittee  responding  to  questions  by  subcommittee  in 

letter  of  July  3,  1974 2745 

Prepared  statement 2743 

Byrne,  Arthur  R.,  American  Can  Co.,  letter  to  subcommittee  transmitting 

prepared  statement 4828 

Colter,   Cyrus  J.,  former  commissioner,   Illinois   Commerce  Commission; 
material  relating  to  the  testimony  of: 

Exhibit  1 . — Prepared  statement 3809 

Exhibit  2. — Study  of  W.  K.  Jones  re  interconnection  of  customer- 
owned  equipment  with  telephone  network 3813 

Exhibit  3.— Letter  from  Mountain  Bell  to  El  Paso  Telephone  Co.  re 
terms  and  conditions  for  providing  STC  list  14  as  an  interface  de- 
vice       3834 

Exhibit  4. — Prepared  statement  of  Frank  Rodio,  Jr 3836 

Exhibit  5. — Order  of  Illinois  Commerce  Commission  re  complaint  as  to 

Touch-Tone  surcharge —     4006 

Exhibit  6.— Illinois  Bell  Telephone  Co.  Touch-Tone  cost  study ._     4009 

Consulting   Communications  Engineers,   Inc.,    C.   Raymond   Kraus,  pre- 
pared statement 4767 

Cosgrove,  John  S.,  Tate  Communications: 

Comments  on  NARUC  report 4613 

Letter  to  subcommittee  citing  Bell  System  harassment  and  acts  of 

reciprocity 4831 

Craver,  Theodore  F.,  director.  Trade  Regulations,  Litton  Industries,  Inc., 
Beverly  Hills,  Calif.;  material  relating  to  the  testimony  of: 

Exhibit  1. — Prepared  statement 3755 


Graver.  Theodore  F.— Continued  ^"^® 

Exhibit  2.— Excerpt  from  "Federal  Advisory  Committees,"  first  an- 
nual report  of  the  President  to  the  Congress,  re  professional  em- 
plovees  involved  in  regulation  of  the  communications  industry 3783 

Exhibit  3. — Library   of   Congress  survey  re  number  of  professional 

employees  involved  in  regulation  of  communications 3785 

Exhibit  4. — Illinois  Commerce  Commission  petition  to  suspend,  and 

complaint  as  to,  proposed  tariff  re  Com-Key  718 3789 

Exhibit  5. — Prepared  testimony  of  Frank  E.  Fitzpatrick,  Litton  Sys- 
tems, before  California  PUC" interface  investigation 3792 

Exhibit  6.— Position  statement  of  Litton  Systems  before  California 

PUC  interface  investigation 3798 

Exhibit   7. — New    York   PUC  staff  report  on   Rochester   Telephone 

Corp.  interconnect  device 3799 

Crosland,  Edward  B.,  senior  vice  president,  A.T.  &  T.,  New  York,  N.Y.; 
material  relating  to  the  testimony  of: 

Exhibit  1.— Prepared  statement  of  Howard  W.  Johnson 4392 

Exhibit  2.— Prepared  statement  of  Dr.  J.  M.  Brown 4394 

Exhibit  3. — Bell  System  response  to  statement  of  Computer  Industry 

Association f  f  ?^ 

Exhibit  4.— Prepared  statement  of  Mr.  Crosland 4411 

Study  of  revenues  and  costs  of  residence  telephone  service 4428 

Exhibit  5".— Prepared  statement  of  Mr.  Hough 4434 

Exhibit  6.— Prepared  statement  of  Mr.  Trienens 4441 

Exhibit  7.— Prepared  statement  of  Mr.  Baker 4445 

Exhibit  8.— Prepared  statement  of  Mr.  Walker 4459 

Exhibit  9. — NARUC  report  after  investigation 4460 

Exhibit  9a.— Comments  of  John  S.  Cosgrove  on  NARUC  report 4613 

Exhibit  10.— Letter  from  A.T.  &  T.  listing  actions  commenced  against 

A.T.  &  T.  involving  antitrust  issues,  subsequent  to  Carterfone 4616 

Exhibit  11. — Summary  of  minutes  of  A.T.  &  T.  Customer  Products 

Council  meeting  re  lag  in  modems  design 4617 

Exhibit  12. — A.T.  &  T.  correspondence  re  rates  for  Com-Key  718  and 

1434 - 4617 

Exhibit  13. — Summary  of  minutes  of  A.T.  &  T.  Presidents'  Confer- 
ence of  Nov.  12,  1970,  re  competition 4618 

Exliibit  14.— Michigan  Bell  publication  on  competition 4619 

Exhibit  15.— National  Academy  of  Engineering  article  entitled  "Tele- 
communications   Research    in    Foreign    Countries" 4619 

Exhibit    16. — Article   concerning   European    communications   quaUty 

to  surpass  United  States  by  early  eighties 4625 

Exhibit  17. — Material  prepared  for  the  use  of  Southwestern    Bell  at 

Presidents'  Conference  of  October  30-November  8,  1971 4627 

Exhibit  18. — Materials  prepared  for  use  at  Presidents'   Conference  of 

May  1972 4630 

Exhibit  19.— Closing  remarks  of  J.    D.  deButts  at  EPC/Presidents 

meeting  of  August  17,  1972 4646 

Exhibit  20.— Speech  of  Paul  M.  Lund  on  public  relations 4647 

Exhibit  21.— Excerpts  of  testimony  of  R.  E.  Hough,  FCC  document 

No.  19129,  A.T.  &  T.  interstate  rate  case 4652 

Exhibit  22.— Stanford  Research  Institute  report  re  insight  into  tele- 
phone interconnection  industry 4654 

Exhibit   23.— Testimony   of    Yog  Varma   before    New    York   Public 

Service  Commission i 4682 

Exhibit    24. — Michigan    Public    Service    opinion    re    Michigan    Bell 

revision  of  schedule  of  rates  and  charges 4684 

Exhibit  25. — New  York  State  Public  Service  Commission  memo  re 

tariff  revisions  for  New  York  Telephone  Co.  call  diverter  equipment.     4686 

Exhibit  26.— New  York  State  PUC  letter  re  staff  report  on  inter- 
connection      4705 

Exhibit   27. — A.T.    &    T.    "General    Business    Customer   Study"    re 

customer  complaints  and  desires 4703 

Exhibit  28. — California  PUC  complaint  re  tariffs  covering  hospital 

interphone  system  service 4705 

Exhibit  29. — Report  on  interconnection  and  competition,  J.  S.  Brown, 

Southern  New  England  Telephone  Co 4705 

Exhibit  30.— Study  of  A.T.  &  T.  headquarters  personnel 4709 


VI 

Crosland.  Edward  B. — Continued  Page 
Exhibit  31. — A.T.  &  T.  steering  committee  report  and  recommenda- 
tions re  license  contract  study 4713 

Exhibit  31a. — Letter  from  McKinsey  &  Co.  re  competitive  challenge 

in  business  terminal  equipment 47 14 

Exhibit  32— Statement  of  Mr.  Simon 4728 

Exhibit  33. — A.T.  &  T.  document  re  pohcy  regarding  supplying  of 

information  needed  by  commissions 4729 

Exhibit  34. — Rhode  Island  PUC  report  and  order  re  tariff  filings  made 

by  N.E.T.  &  T 4731 

Exhibit  35. — A.T.  &   T.   letter  re  key  telephone  systems — modular 

panels 4733 

Exhibit  36. — Bell  Labs  memo  re  short  range  customer  switching  study 

final  reports 4733 

Exhibit  37. — Letter  from  Ben  Wiggins  transmitting  materials  re  keep- 
ing telephone  rates  in  economic  reach  of  individual  users 4734 

Exhibit  38. — Statement  of  Computer  Industry  Association 4740 

Exhibit39.— A.T.  &T.  letter  re  number  of  PBX's  in  service 4747 

Response  of  Bell  System  to  prepared  statement  of  Data  Transmis- 
sion Co  4763 

Data  Transmission  Co.,  prepared  statement 4751 

Bell  System  response  to  above 4763 

Edmonds,  C.  M.,  Colorado  House  of  Representatives,  letter  to  the  sub- 
committee transmitting  statement 4749 

Elgin  Electronics,  Inc.,  E.  S.  Willis,  president,  letters  to  the  subcommittee 

re  delivery  schedules  of  Elgin  couplers 3441 

Feiner,  Robert  L.,  president,  Phonetele,  Inc.,  Van  Nuys,  Calif.;  material 
relating  to  the  testimony  of: 

Exhibit  1. — Prepared  statement 3520 

Exhibit  2. — History  of  Rice  International  Corp.  difficulty  in  marketing 

product  because  of  inability  in  obtaining  interface  devices 3654 

Exhibit  3. — Letter  from  ^Ir.  Feiner  re  FCC  assistance  in  marketing 

equipment 3720 

Exhibit  4. — Ad  from  PSA  magazine  re  buying  new  phone  systems 3725 

See  also  exhibit  2,  page  4188. 
Fletcher,  Stephen  H.,  vice  president,  general  counsel.  Western  Electric  Co., 
New  York,  N.Y. ;  for  material  relating  to  the  testimony  of,  see  Crosland, 
Edward  B.,  above. 
Fox,  Ronald  B.,  vice  president.  Marketing,  TPI,  Inc.,  Grand  Rapids, 
Mich.,  accompanied  by  W.  H.  Borghesani,  counsel;  material  relating  to 
the  testimony  of: 

Exhibit  1. — Prepared  statement 3305 

Exhibit  2. — Letters  from  Elgin  Electronics  re  delivery  schedules  for 

Elgin  couplers 3441 

Exhibit  3. — Correspondence  re  requests  to  Mountain  Bell  to  supply 

STC-list  14  interconnecting  units 3443 

Exhibit  4. — Letter  to  Jim  Korte  re  Point  West  decision  to  stay  with 

Michigan  Bell 3444 

Exhibit  5. — Paper  re  telephone  company  relations  with  independent 

communications  consultants 3445 

Exhibit  6. — Memo  re  review  of  existing  Bell  System  practice  as  a 

result  of  complaints  received  from  interconnect  companies 3454 

Exhibit  7. — Excerpts  from  minutes  of  A.T.  &  T.   Customer  Product 

Council  meeting  of  June  20,  1974 3455 

Exhibit  8. — Memo  re  subscriber  reactions  to  Bell  System's  position  on 

interconnection  and  competition 3455 

Exhibit  9. — Michigan   Bell  memo  re   "How  Can   We  Increase   Our 

Wins?" 3459 

Exhibit  10. — Letter  from  Y  Center  of  Battle  Creek,  Mich.,  re  pay- 
ment of  pledge  by  Michigan  Bell 3461 

Exhibit  11. — A.T.  &  T.  listing  of  officers  and  directors  of  associated 

companies 3462 

Exhibit  12.— A.T.  &  T.  memo  re  leasing  versus  ownership  of  capital 

assets 3491 

Exhibit  13. — Illinois  Bell  memo  re  program  to  detect  unauthorized 

equipment 3493 

Exhibit  14. — A.T.  &  T.  letter  to  Mr.  Ricks  re  policy  on  selling  equip- 
ment to  outside  parties 3499 


vn 

Fox,  Ronald  B. — Continued  Page 
Exhibit  15. — Letter  from  W.  H.  Springer  to  FCC  re  sale  price  of  exist- 
ing telephone  facilities  in  Chicago 3500 

Exhibit  16. — Letter  from  Mr.  McKersie  re  Michigan  Bell's  denial  of 

acts  of  reciprocit}-  involving  TPI  and  Van  Ess  Co 3501 

Exhibit  17. — Affidavits  of  Mr.  Gietzen  and  Mr.  Tillema  re  cancellation 

of  Van  Ess  Co.  contract  with  TPI 3502 

HaUingby,  Paul,  Jr.,  statement  on  behalf  ofA.T.  &  T .S.\     3944 

Hough,  Richard  R.,  president,  Long  Lines  Department,  A.T.  &  T.,  New 
York,   X.Y. :  for  material  relating  to  the  testimony  of,  see  Crosland, 
Edward  B.,  above. 
Huntley,  C.  :M.,  director.  Telecommunications,  Continental  Airlines,  Inc.; 
material  relating  to  the  testimony  of: 

Exhibit  1. — ^Attachments  to  ^Ir.  Huntley's  prepared  statement 2991 

Exhibit  2. — CCE  Newsletter  excerpt ". 3001 

Exhibit  3. — Documents  re  actions  taken  against  MCI  and  customers.     3002 
Exhibit  4. — Statement   of   Telecommunications   Association  of   New 

Jersey  re  interconnect  industry 3060 

Exhibit  5. — Minutes  of  ACCTS 'meeting  of  April  fs,  1972 3062 

Johnson,  Howard  W.,  chairman  of  the  corporation,  MIT,  prepared  state- 
ment on  behalf  of  A.T.  &  T 4392 

Jones,  William  K.,  deputy  chairman,  New  York  State  Pubhc  Service  Com- 
mission, study  re  interconnect  of  customer-owned  equipment  with  tele- 
phone network 3813 

Kelly,  Thomas  L.,  Jr.,  president,  TIE/Communications,  Inc.;  material 
relating  to  the  testimony  of: 

Exhibit  1. — Prepared'statement 3089 

Exhibit  2. — A.T.  &  T.  memo  comparison  cost  of  Corn-Key  718  with 

basic  Nitsuko  system . 3208 

Exhibit    3. — New   Jersey    Bell    Telephone    Co.    memo   re   negotiated 

guidelines,  package  rate  introduction 3208 

Exhibit  4. — Letter  from  Department  of  Public  Utilities  of  New  Jersey 

re  Com-Key  718  and  1434 "_     3209 

Exhibit  5. — A.T.  &  T.  statistical  data  on  competitive  analysis — kev 

1972 :._.._..:      3212 

Exhibit  6. — Minutes  of  lOA  and  12A  Communication  Systems  Coor- 
dinating Group  mef tings '_ 132 13 

Exhibit  7. — Letter  from  Mr.  Hulse  to  Mr.  Schiavoni  re  loss  of  kev 

telephone  systems  to  competition ".      3215 

Exhibit  8. — Letter  from  Mr.  Nickelsen  to  Mr.  Schiavoni  transmitting 

list  of  problems  and/or  suggestions  for  Com-Kev  718 L 3216 

Exhibit  9. — Letter  to  Mr.  Schiavoni  from  New  York  Telephone  indi- 
cating number  of  400D  kev  telephone  units  repaired  and  amount 

spent 3218 

Exhibit  10. — Letter  to  ]Mr.  Schaefer  re  kev  telephone  system   1973 

projects : \ 3219 

Exhibit  11. — Letter  to  ]SIr.  Schiavoni  from  Bell  Labs  re  new  design  for 

key  set 3220 

Exhibit  12. — Letter  from  Mr.  Simoneau  to  ]\Ir.  Horak  re  new  product 

strategy  program  for  key  telephone  service 3220 

Exhibit  13. — Letter  from  ^Ir.  Williamson  to  operating  vice  presidents 

re  purchase  of  non-Bell  PBX's 3222 

Exliibit   14. — A.T.  &  T.  task  force  report  re  key  telephone  service 

losses _' 3223 

Exhibit  15. — Letter  to   Mr.  Deutsche   from   Mr.   Schiavoni  re  4000 

KTU  repair  charge 3232 

Exhibit  16. — Bell  Labs  memo  re  551B  key  service  unit  fire  analysis. _     3233 
Exhibit    17. — Letter  from  Mr.  Schiavoni  to  Mr.  Corgan  re  key  system 

funding — new  products 3234 

Exhibit  18. — Letter  to  'Mr.  Schiavoni  from  Mr.  Nette  re  keeping  the 

key  systems  competitive 3235 

Exhibit    19.— Letter  from    Mr.    Schaefer  to    ^Ir.    Ross   re  new  look 

packaged  key  systems 3235 

Exhibit    20. — Letter  from    Mr.    Anderson  to    Mr.    Schiavoni  re   key 

telephone  losses  of  New  England  Telephone A     3237 

Exhibit  21.— Com-Key  718  rate  comparisons 3237 

Exhibit    22. — Ohio    Bell    article    entitled    "An    Introduction    to    the 

Com-Key  718" 3241 


VIII 

Kelly.  Thomas  L.— Continued  Page 

Exhibit  23. — Chapter  6  of  final  report  of  President's  Task  Force  on 

Communications  Policy 3244 

Exhibit    24. — Testimony    of    Southern    Pacific    Communications    Co. 

before  NARUC _' 3260 

Exhibit  25. — Letter  from  Northwestern  Bell  to  A.T.  &  T.  transmitting 

list  of  key  feature  needs 3270 

Exhibit  26.— A.T.  &  T.  memo  re  introduction  of  BTS  718  and  BTS 

1434 3270 

Exhibit  27.— Excerpts  from  Dittberner  report  of  1968 3273 

Exhibit  28. — Excerpt  from   "Scenarios  of  Economic  Impact:  Inter- 
connection' ' 3282 

Exhibit   29. — Letter  from   A.T.   &   T.   concerning   Dittberner  report 

excerpts  received  for  the  record 3283 

Kraus,  C.  Raymond,  Consulting  Communications  Engineers,  Inc.,  prepared 

statement 4767 

La  Blanc,  Robert  E.,  Solomon  Bros.,  New  York,  N.Y.,  accompanied  by 
Win  Hims worth,  material  relating  to  the  testimony  of: 

Exhibit  1 . — Prepared  statement 3937 

Exhibit  2. — Letter  from  Mr.  La  Blanc  transmitting  selected  financial 

data  on  Western  Electric 3943 

Exhibit  3. — Prepared  statement  of  Paul  Hallingby,  Jr 3944 

Exhibit  4. — Letter  from   Mr.    Whitman  transmitting  his  comments 

concerning  exhibits  2  and  3  supra 3953 

Library  of  Congress,  Congressional  Research  Service,  survey  re  number  of 

professional  employees  involved  in  regulation  of  communications 3785 

Excerpt  from  "Federal  Advisory  Committees" 3783 

Lund,  Paul  M.,  speech  on  public  relations 4647 

McDermott,  Frank  A.,  Jr.,  vice  president  and  comptroller.  New  York 
Telephone  Co.,  New  York,  N.Y.;  material  relating  to  the  testimony 
of: 

Exhibit  1. — Prepared  statement 4081 

Exhibit  2. — Letter  from  Mr.  Feiner  responding  to  the  prepared  state- 
ment of  Mr.  McDermott 4188 

Exhibit  3. — Letter  from  A.T.  &  T.  transmitting  additional  material 

as  part  of  prepared  statement  of  Mr.  McDermott 4190 

Exhibit  4. — Excerpts  from  minutes  of  A.T.  &  T.  Presidents  Conference 

of  May  8-12,  1972 4196 

Exhibit  5. — Letter  to  Mr.  Kirkpatrick  from  Mr.  Williamson  re  Nippon 

Electric  Co.  NA-4-09  PBX 4198 

Exhibit  6. — Summaries  of  A.T.  &  T.  Customer  Products  Council  and 

Executive  Policy  Committee  meetings 4199 

Exhibit  7. — New  Jersey  Bell  memo  re  package  rates  for  key  telephone 

service 4202 

Exhibit  8. — A.T.  &  T.  memos  re  purchase  of  PBX's  other  than  Western 

Electric  manufacture 4203 

Exhibit  9. — Correspondence  between  Illinois  Bell  and  Barbara  Hirsch 

re  alleged  harassment  after  obtaining  interconnect  equipment 4204 

Exhibit   10. — Southern   New  England  Telephone  Co.   publication  re 

competitive  threat  of  PBAX's 4206 

Exhibit  11. — Letters  from  Southern  New  England  Telephone  Co.  and 

A.T.  &  T.  re  purchase  of  non-W^estern  manufacture  PBX  equip- 
ment      4208 

Exhibit  12. — A.T.  &  T.  correspondence  re  automatic  call  diverters 4209 

Exhibit  13. — A.T.  &  T.  memo  re  future  monetary  value  of  PABX 

segment  of  interconnect  industry 4211 

Exhibit  14. — Pacific  Telephone  manual  comparing  Bell  with  non-Bell 

equipment 4213 

Exhibit  15. — Excerpts  from  Bell  Labs  final  report  on  "Short  Range 

Customer  Switching  Studv" 4286 

Exhibit  16.— A.T.  &  T.  study  on  hotel-motel  systems 4286 

Exhibit     17. — Correspondence     between     Areata     Communications, 

Weyerhaeuser  Co.,  and  Pacific  Northwest  Bell  re  cost  for  purchase 

of  cable/hardware 4286 

Exhibit   18. — Letter  from  Radad  Electric  Co.  to  Pacific  Northwest 

Bell  re  consumer  information  pamphlet  on  interconnect 4288 

Exhibit   19. — Letter  from   Langford  Interconnect  Telephone   Co.  to 

NATA  re  customer  problems  with  long  distance  calls 4290 


rx 

McDermott,  Frank  A.,  Jr. — Contiimed  Page 

Exhibit  20. — Excerpt  from  Michigan  Bell  Telephone  manual  on  rates _     4290 
Exhibit  21.— Closing  remark  of  H.  I.  Romnes  at  A.T.  &  T.  President's 

Conference,  Nov.  12,  1970 4291 

Exhibit  22. — Excepts  from  A.T.  &  T.  publication  re  function  of  A.T.  & 

T.  marketing  organization 4291 

Exhibit  23. — Section  from  Bell  sales  manual  re  toll  diverting  equip- 
ment       4293 

Exhibit  24.— Remarks  of  J.  W.  Schaefer  and  J.  D.  Custy 4293 

MCI  Telecommunications  Corp.,  Washington,  D.C.,  documents  re  actions     , 

of  A.T.  &  T.  allegedly  taken  against  MCI  and  customers 3002 

NARUC  report  after  investigation 4460 

Nathan,  Robert  R.,  consulting  economist,  Robert  R.,  Nathan  Associates 
Inc.,  Washington,  D.C. ;  material  relating  to  the  testimony  of: 

Exhibit  1. — Prepared  statement .' 3971 

Exhibit    2. — Remarks    of    Bernard    Strassburg    before    7th    Annual 

Digitronic  Users  Association  Conference  and  Seminar 3987 

Exhibit    3. — Remarks    of    Bernard    Strassburg    before    1974    Annual 

Convention  of  North  American  Telephone  Association 3990 

Exhibit  4.— Memo  re  PBX  vehicle  selection 3993 

National  Academy  of  Engineering,  article  entitled  "Telecommunications 

Research  in  Foreign  Countries" 4619 

Penisten,  Glenn  E.,  president,  chief  executive  officer,  DATRAN: 

Letter  to   Eugene   Rostow  re   Mr.    Rostow's  testimony  before  sub- 
committee       4057 

Reply  of  Mr.  Rostow  to  above  letter 4059 

Peterfreund  Associates,  Inc.,  study  of  A.T.  &  T.  headquarters  personnel. _     4709 
Presidents  Task  Force  on  Communications  Policy,  final  report  of,  excerpt 

(chapter  6) 3244 

Rice  International  Corp.,  Miami,  Fla.,  Charles  F.  Rice,  president,  letter 
to  subcommittee  re  difficulty  of  Rice  International  in  marketing  product 

because  of  inability  in  obtaining  interface  devices 3654 

Rodio,  Frank,  Jr.,  planning  aide,  planning  department,  Camden  County, 

N.J :.      3836 

Rostow,    Eugene  V.,   Sterling  professor  of  law  and   public  affairs,    Yale 
University,  New  Haven,  Conn.;  material  relating  to  the  testimony  of: 

Exhibit  1. — Attachments  to  prepared  statements ^ 4050 

Exhibit  2. — Comments  of  Glenn  E.  Penisten,  DATRAN,  concerning 

testimony  of  Mr.  Rostow 4057 

Exhibit  3. — Reply  of  Air.  Rostow  to  comments  of  Mr.  Penisten,  above.     4059 

Exhibit  4.— S.  3580  as  introduced  by  Senator  Magnuson 4062 

Simon,  Norton,  Los  Angeles,  Calif.,  ])repared  statement 4728 

Stanford  Research  Institute  report  re  insight  into  telephone  interconnection 

industry 465  4 

Strassburg,  Bernard,  Chief,  Common  Carrier  Bureau,  FCC: 

Remarks  before  7th  Annual  Digitronics  Users  Association  Conference 

and  Seminar,  New  Orelans,  La.,  October  16,  1974 3  971 

Remarks  before  1974  Annual  Convention  of  North  American  Tele- 
phone Association,  Washington,  D.C,  March  22,  1974 3990 

Subcommittee  on  Antitrust  and  Monopoly,  letters  and  documents  provided 

to  the  subcommittee  re  the  Bell  System  and  interconnection 2766 

Thrun,  Wolfgang  M.,  president,  Thrun  Chevrolet,  Inc.,  Des  Moines,  Iowa; 
material  relating  to  the  testimony  of: 

Exhibit  1. — Copy  of  contract  between  Thrun  Chevrolet  and  North- 
western Bell  Telephone  Co 2763 

Exhibit  la. — A.T.  &  T.  response  to  testimony  of  Mr.  Thrun 2765 

Exhibit  2. — Letters  and  documents  provided  to  the  subcommittee 

re  Bell  System  and  interconnect 2766 

Exhibit  3. — Letter  froin  Irene   Spradling  re  problems  with   North- 
western Bell 2969 

Exhibit  4. — Excerpts  from  CWA  Union  publication 2970 

Exhibit  5. — Minutes  of  CWA  local  (Des  Moines,  Iowa)  meeting  of 

Oct.  11,  1973 2971 

Exhibit  6. — CWA-Southern  Bell  contract  clauses  indicating  ability  of 

company  to  remove  material  from  bulletin  board 2972 

Exhibit  7. — Transcript  of  CWA  Local  1170  tape  recorded  telephone 

message 2974 


Page 
Trienens,  Howard  J.,  attorney,  Sidney  &  Austin,  Chicago,  111. ;  for  material 

relating  to  the  testimony  of,  see  Crosland,  Edward  B.,  above. 
Varma,    Yog,    testimony  before   New    York    Public   Service    Commission 

(excerpts) 4682 

Walker,  Richard,  partner,  Regulated  Industries  Division,  Arthur  Ander- 
son &  Co.,  prepared  statement 4459 

Whitman,  M.  J.,  M.  J.  Whitman  &  Co.,  Inc.,  letter  to  the  Committee 
concerning  testimony  and  statement   of   Robert   La   Blanc   and   Paul 

Hallingby 3953 

Whitehead,  Clay  T.,  Director,  Office  of  Telecommunications  Policy, 
Executive  Office  of  the  President,  accompanied  by  John  Eger,  Deputy 
Director;  material  relating  to  the  testimony  of: 

Exhibit  1. — Paper  by  R.  Gabel  presented  at  Telecommunications 
Policy  Research  Conference  re  regulated  and  unregulated  tele- 
communications services 3857 

Exhibit  2. — Article  by  Richard  Gable  re  past  and  future  of  inter- 
connection      387 1 

Exhibit  3. — Article  by  Richard   Gabel  re  "The  Early   Competitive 

Era  in  Telephone  Communications,  1893-1920" 3890 

Exhibit  4. — Address  by  S.  A.  Lasher  re  "Telecom  of  the  Future  From 

a  Regulatory  Viewpoint" 3910 

Exhibit  5. — Correspondence  between  Senator  Hurska  and  the  White 

House  re  testimony  of  Clay  Whitehead 3913 

Wiggins,  Ben  T.,  president,  NARUC,  letter  to  the  chairman  transmitting 

materials  re  keeping  telephone  rates  in  economic  reach  of  users 4734 

Wilbourn,  Hugh  R.,  Jr.,  first  vice  president,  U.S.  Independent  Telephone 
Association,  chairman  of  the  board,  AUied  Telephone  Co.,  accompanied 
by  William  C.  Mott,  executive  vice  president,  USITA;  material  relating 
to  the  testimony  of: 

Exhibit  1. — Prepared  statement 4309 

Exhibit   2. — Rochester   Telephone    Corp.    statement  re   interconnect 

competition 4316 

Y  Center  of  Battle  Creek,  Mich.,  Harold  W.  Sundberg,  president,  letter 

re  payment  of  pledge  by  Michigan  Bell 3461 


THE  INDUSTRIAL  REORGANIZATION  ACT  (S.  1167) 
(The  Communications  Industry) 


THURSDAY,   JUNE   20,    1974 

U.S.  Senate, 
Subcommittee  on  Antitrust  and  Monopoly, 

OF  the  Committee  on  the  Judiciary, 

Washington,  D.G. 

The  subcommittee  met  at  10:05  a.m.,  in  room  1114,  Dirksen  Senate 
Office  Building,  Hon.  Philip  A.  Hart  (chainnan  of  the  subcommit- 
tee) presiding. 

Present :  Senators  Hart  and  Hruska. 

Staff  present:  Howard  E.  O'ljeary,  Jr.,  chief  counsel;  Gerald 
Hellennan,  special  financial  adviser;  Janice  Williams,  chief  clerk; 
Peter  N.  Ohumbris,  minority  chief  counsel ;  and  Charles  E.  Kern  II, 
minority  counsel. 

Senator  Hart.  The  committee  will  be  in  order. 

Today  we  are  returning  to  our  examination  of  the  problems  and 
business  practices  arising  out  of  the  new  competition  which  the  phone 
companies,  A.T.  &  T.  and  others,  are  facing. 

At  an  earlier  set  of  hearings  we  discussed  the  general  scope  of  this 
new  competition  which  comes  principally  out  of  new  technology  and 
two  FCC  decisions.  First,  the  technology  opened  the  doors  for  users  to 
attach  non-Bell  equipment  to  their  lines,  PBX's  and  answering 
devices.  The  second  allowed  non-Bell  companies  to  transmit  voice  or 
data. 

Each  has  led  to  the  founding  of  several  hundreds  of  new  oom- 
paniies. 

Competition  of  this  type  is  a  new  thing  for  A.T.  &  T.  It  has  been 
considered  a  natural  monopoly.  It  is  accustomed  to  being  the  princi- 
pal, if  not  the  sole  supplier  of  these  services  as  well  as  which  equip- 
ment will  be  available. 

At  earlier  hearings  several  witnesses  suggested  tliat  A.T.  &  T.'s 
metihods  of  meeting  this  new  competition  raised  some  serious  ques- 
tions of  possible  antitrust  violations.  The  suggestion  was  made  that 
the  phone  company  had  a  natural  tendency  to  engage  in  these  prac- 
tices because  of  its  structure  and  its  dominant  position. 
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Ideas  were  suggested  as  to  liow,  whetlier  under  the  Reorganization 
Act  wliicli  the  subcommittee  is  considering  or  present  law,  the  Bell 
System  could  be  restructured.  Some  recommended  the  divestiture  of 
A.T.  &  T.  Long  Lines,  and  others  the  spinning  off  of  Western  Electric. 

Since  the  last  set  of  hearings  the  subcommittee  has  developed  more 
detailed  information  on  competitive  practices  of  this  industry  and 
how  they  are  affecting  businesses  and  the  consumer. 

During  these  hearings  we  will  examine  some  of  the  allegations  of 
anticompetitive  practices,  and  tlien  in  July  A.T.  &  T.  will  be  asked 
to  respond  to  these  allegations,  or  will  be  given  the  opportunity  to 
respond. 

It  had  been  our  intention  to  hear  from  five  witnesses  today.  How- 
ever, earlier  in  the  week  the  full  committee  of  the  Judiciary  scheduled 
a  meeting  to  begin  at  10 :30.  Under  the  rules  we  would  be  required  to 
suspend  at  that  time. 

Our  one  witness  this  morning,  however,  was  under  an  especially 
difficult  travel  obligation  and  it  was  agi^eed  that  we  would  receive 
her  testimony.  I  am  gratefid  to  Senator  Hruska  for  his  willingness 
to  do  this  at  the  cost  of  inconvenience  to  his  own  schedule. 

Our  witness  is  INIrs.  Julie  A.  Ashorn.  Mrs.  Ashorn  is  employed  as 
a  travel  agent  for  Knox  International  Tours  in  Houston,  Tex.  She 
is  appearing  here  today  pureuant  to  a  snbpena  issued  by  the  sub- 
committee. 

Good  morning. 

I  understand  that  a  written  statement  had  been  prepared  by  counsel 
for  Knox  International  Tours.  He  is  located  in  Tulsa.  And  that  the 
statement  hasn't  yet  caught  up  with  us. 

Let  me  see  if,  based  on  the  questions  that  the  staff  has  developed, 
we  can  get  into  the  record  the  information  which  is  of  interest  to  the 
subcommittee  by  a  few  general  questions. 

Directing  your  attention  to  the  period  from  January  1974  through 
May  of  1974.  what  was  your  responsibility  and  assignment  for  Knox 
International  Tours  ? 

STATEMENT    OF    JULIE    A.    ASHORN,    TRAVEL    AGENT,    KNOX 
INTERNATIONAL  TOURS,  HOUSTON,  TEX. 

Mrs.  AsHORX.  I  routed  and  booked  and  wix>te  airline  tickets  for 
Southwestern  Bell  Telephone. 

Senator  Hart.  I'm  going  to  ask  Mr.  O'Leary,  who  developed  the 
questions,  to  ask  them.  I  think  that  would  be  much  more  effective. 

Mr.  O'Leary.  ^Irs.  Ashorn.  would  you  give  us  a  little  background 
with  respect  to  the  relationship  between  Knox  International  Tours 
and  Southwestern  Bell,  how  you  happened  to  be  making  these  travel 
arrangements  for  Southwestern,  or  for  Bell  personnel? 

Mrs.  AsiiORX.  Bell  has  an  office  next  door  to  our  office  on  Long 
Point  Road  in  Houston,  and  the  supervisors  would  come  into  our 
office  and  order  travel  for  themselves  and  told  us  that  they  would  be 
moving  a  lot  of  people  from  other  parts  of  the  country  into  Houston 
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on  a  temporary  basis,  and  they  would  be  going  to  their  respective 
cities  every  tliird  or  fourth  week,  depending  upon  the  contract  tliey 
signed  with  Southwestern  BelL 

And  they  were  looking  for  some  way  to  expedite  the  movement  of 
these  people,  to  help  them  out,  to  give  them  as  few  problems  as 
possible. 

And  we  said  there  was  a  way  that  we  could  set  it  up,  that  we  could 
help  them  m  their  routings  and  writing  their  tickets.  And  conse- 
quently we  got  the  contract. 

Mr.  O'Leary.  Let  me  see  if  I  understand  this. 

You  indicate  that  people  from  otlier  parts  of  the  countiy  who 
were  Bell  employees  were  coming  into  Houston  to  work  at  this  con- 
trol center  which  was  close  to  your  travel  agency.  Is  that  correct « 

Mm.  AsHORN.  Yes. 

Mr  O'Leary.  And  approximatelv  how  many  people  are  we  talk- 
ing about,  wlio  came  from  other  parts  of  the  Bell  System  to  Houston 
during  January  through  May  of  1974  ? 

Mrs  AsHORx.  There  were  approximately  1,000  people  that  were 
brought  down,  but  they  had  them  set  up  in  three  separate  divisions 
in  Houston,  a  north,  a  south,  and  a  west  division. 

We  were,  responsible  for  the  west  di\asion  which  had  the  manor 
portion  of  the  people  who  were  brought  in,  and  we  were  talkino- 
about  450,  maybe  500  men.  ^ 

Mr.  O'Leary.  And  these  people  had  the  option,  the  450  to  500  men, 
ot  going  iiome  every  third  weekend:  is  that  correct? 
Mrs.  AsHORN.  Every  third  or  fourth  weekend. 

.r.¥y'  ^l^^^'V-  ^^"  ^^^^6  ^^^e  ^^a^^e]  arrangements  for  these  450  or 
500  individuals  ? 
^Irs.  AsHORx,  Yes. 

^i,^^I'i?'^^'^^^'"  -^^  ^'^"  ^^^^^^  ^^^y  ^^^^'^  ^^  approximately  how  much 
the  dollar  volume  of  this  Bell  account  would  be  on  a  monthly  basis 
tor  Knox  International  Tours  ? 

Mre.  AsHORx.  Well,  in  Februarv  and  IMarch  it  was  $61,000  for  1 
month  and  $60,000  for  the  other  month. 

Mr.  O'Leary.  Did  there  come  a  time  when  you  had  a  telephone 
conversation  with  an  employee  of  Southwesterii  Bell  about  the  use 
ot  Continental  Airlines  for  these  people? 

Mrs.  AsHORx.  Yes,  sir. 

Mr.  O'Leary.  Would  you  tell  us  who  that  person  was? 

Mm.  Ashorx.  That  was  INfr.  Bill  Comfort,  who  is  super^dsor  in 
charge  of  the  control  center  and  taking  care  of  the  borrowed  people's 
travel.  '-     ^ 

Mr.  O'Leary.  Wlien  you  say  "borrowed  people"  you  are  referrino- 
to  these  450  to  500  who  would  be  going  home  over  1  month's  time*? 
Mrs.  Ashorx.  Yes. 

Mr    O'Leary.   Approximately   when   did   this   conversation   take 
place? 
Mrs.  Ashorx.  It  was  in  the  early  part  of  March. 
Mr.  O'Leary.  1974? 
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Mrs.  AsHORN.  Yes. 

Mr.  O'Leary.  To  the  best  of  your  recollection,  tell  us  what  was 
said. 

Mrs.  AsHORN.  IMr.  Comfort,  told  me  not  to  book  Continental  Air- 
lines, and  I  asked  liim  why.  And  he  said  that-  Continental  Airlines 
had  removed  Sonthwestern  Bell  equipment  from  their  offices  and  had 
installed  a  competitor's  equipment  hooked  up  to  their  computers. 

ISIr.  O'Leary.  What,  if  anything,  did  he  say  with  respect  to  doing 
business  with  Continental  because  they  put  this  competitor's  equip- 
ment in? 

Mrs.  AsHORX.  He  said  he  didn't  want  me  to  book  on  that  airline 
because  of  them  having  removed  from  their  office  the  Bell  equipment. 

Mr.  O'Leary.  Did  you  have  any  additional  conversiations  with  Mr. 
Comfort  on  this  subject;  namely,  not  booking  Continental  Airlines? 

Mrs.  AsHORX.  Yes,  sir.  About  3  days  later  I  had  occasion  to  speak 
to  him,  and  I  asked  him  to  what  extent  to  not  book  on  the  airlines. 
And  he  clanfied  it,  that  if  there  were  two  carriers  going  at  the  same 
time,  maybe  15  or  30  minutes  apart,  then  I  was  to  book  the  oth^r 
carrier  and  not  Continental.  However,  at  the  same  time,  I  was  not  to 
inconvenience  the  man  by  making  liim  change  planes  or  getting  him 
in  at  a  very  unreasonable  hour. 

Mr.  O'Leary.  Do  you  recall  anything  else  l^eing  said  at  this  second 
conversation  ? 

Mrs.  Ashorx.  Well,  he  mentioned  that  one  of  the  supervisors,  a 
Mr.  Adldns,  became  very  upset  when  he  saw  the  Continental  ticket 
jackets  laying  on  the  girl's  desk  that  disbursed  these  tickets  to  the 
supervisors. 

Mr.  O'Leary.  And  what,  if  anything,  did  you  say  when  he  men- 
tioned this  about  Mr.  Adkins  being  upset? 

Mrs.  AsiroRN.  Well  I  told  him  we  could  always  take  the  Continen- 
tal tickets  and  put  them  in  another  carrier's  ticket  jacket. 

fLaughter.] 

Mr.  O'Leary.  Thank  you,  ISIrs.  Ashorn.  I  have  no  further  ques- 
tions, Mr.  Chairman. 

Senator  Hart.  Senator  Hruska. 

Senator  Hrtjska.  Mrs.  Ashorn,  how  long  have  you  been  working 
for  Knox  International  Tours  ? 

Mrs.  AsHORx.  Well,  at  this  particular  time  I  came  back  to  Knox 
in  October  of  1978,  and  I'm  currently  employed. 

Senator  Hruska.  Had  you  been  with  them  before? 

Mrs.  AsHORX.  Yes,  sir.  Approximately  a  year  and  a  half.  And  I 
left  for  1  vear's  time  and  went  with  another  agency  and  then 
returned  to  Knox. 

Senator  Hruska.  Are  you  still  emploved  by  Knox  International 
Tours? 

Mrs.  AsHORx.  Yes,  sir. 

Senator  Hruska.  You  are  on  vacation? 

Mrs.  AsTTORX.  Not  yet. 

Senator  Hruska.  You  say  the  bidk  of  the  tickets  were  for  these 
people  who  commuted.  Wiere  did  they  commute  from? 
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Mrs.  AsHORN.  Well,  they  were  brought  in  fi-om  New  York  Bell, 
Pennsylvania  Bell  Ohio  Bell,  Rocky  Mountain  Bell.  They  came 
from  the  State  of  "Washington. 

Senator  Hruska.  I  see;  from  Houston  to  these  different  points? 

Mrs.  AsHORN.  Yes. 

Senator  Hruska.  And  how  long  had  these  tickets  been  procured 
from  the  Continental  Airlines,  to  which  you  refer? 

INIrs.  AsHORX.  I  don't  understand. 

Senator  Hruska.  Well,  you  say  that  these  tickets  had  been'pur- 
c^iased  and  the  bookings  luid  been  made  by  your  tour  agency  on  the 
Continental  Airlines  for  the  purpose  of  these  travels.  How  long  had 
that  been  the  arrangement  ? 

Well,  let's  take  a  regular  weekend:  12  people  would  come  to  you 
and  say  "We  want  to  go  home,"  and  you  bought  for  them  and  booked 
for  them  space  on  Continental  Airlines,  is  that  true? 

Mrs.  AsHORx.  No,  sir;  we  write  the  tickets  ourselves.  We  don't 
buy  them  from  Continental  Airlines. 

Senator  Hruska.  You  do  what  ? 

]\Irs.  AsHORX.  We  write  the  tickets  ourselves.  We  have  ticket  stock 
in  our  office. 

Senator  Hruska.  Yes;  but  you  book  the  space  for  them? 

Mre.  AsHORX,  Yes,  sir. 

Senator  Hruska.  Well,  now,  did  you  book  that  space  on  Continen- 
tal Airlines? 

]Mrs.  AsHORX.  Yes;  I  booked  space  on  Continental. 

Senator  Hruska.  Did  you  book  space  on  other  airlines  as  well? 

Mrs.  AsHORX.  Yes,  sir.  On  American,  Braniff,  Delta,  Eastern,  all 
of  the  carriers. 

Senator  Hruska.  And  you  used  your  judgment  where  you  wanted 
to  place  the  bookings? 

Mrs.  AsHORX.  Yes,  sir;  in  most  instances;  yes. 

Senator  Hruska.  Are  the  Continental  Airlines  complaining  alx)ut 
this,  these  occurrences  that  you  testified  to. 

]\Irs.  AsHORx.  I  don't  know  what  Continental  is  doing. 

Senator  Hruska.  You  don't  know  that? 

IMrs.  AsHORX.  No. 

Senator  Hruska.  Have  they  ever  contacted  you  and  wondered  why 
$60,000  wortli  of  business  that  used  to  come  in,  no  longer  came  in 
from  your  tour  agency  ? 

Mrs.  AsiioRx.  Continental  wasn't  getting  the  entire  $60,000.  Con- 
tinental doesn't  have  the  routings  up  to  New  York,  for  instance, 
thev  don't  have  the  routings 

Senator  Hruska.  T\niatever  amount  there  was,  there  was  a  drop  in 
business  and  they  never  complained  to  you? 

Mrs.  AsHORX'^.  Not  to  me ;  no,  sir. 

Senator  Hruska,  Has  the  staff  contacted  Continental? 

Senator  Hart.  Continental  was  one  of  the  five  witnesses  scheduled, 
and  are  here  todav. 
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Senator  Hruska.  And  they  will  testify  tomorrow.  Well  that's  fine. 
Then  we'll  get  some  more  details  from  them. 

Apparently,  there  are  alternate  routes  on  some  of  these  travels, 
are  there  not  ? 

^Mrs.  AsHORx.  Yes,  sir. 

Senator  Hruska.  For  example,  to  Denver;  what  lines  could  you 
take  to  Denver  from  Houston  ? 

ISIrs.  AsHORX.  Continental,  Texas  International. 

Senator  Hruska.  Braniff  International,  Western? 

Mrs.  AsHORX.  Not  out  of  Houston.  I  don't  know  if  Braniff  goes  to 
Denver  or  not. 

Senator  Hruska.  Are  the  fares  on  alternate  routes  the  same  ? 

Mrs.  AsHORX.  Approximately;  yes.  Continental  does  have- 

Senator  Hruska.  "Wliat  charges  does  the  tour  agency  receive  for 
your  services  ? 

Mrs.  AsHORX.  We  make  no  charge  for  our  ser\'ices.  We're  paid  by 
the  airlines,  in  effect. 

Senator  Hruska.  What  charges  do  you  make  to  the  airlines  ? 

Mrs.  AsTiORX.  They  give  us  7  percent  of  each  ticket  that  is  written, 
of  the  base  fare. 

Senator  Hruska.  And  that  is  a  standard  arrangement  as  to  all  air- 
lines ;  is  it  not  ? 

Mrs.  AsHORx.  That's  right. 

Senator  Hruska.  As  a  matter  of  fact,  to  all  tour  agencies? 

Mrs.  AsHORX.  Yes,  sir. 

Sena-tor  Hruska.  Is  the  service  any  different  on  these  different 
airlines? 

Mrs.  AsHORX.  Yes,  they  are. 

Senator  Hruska.  It's  different? 

Mrs.  AsHORX.  Yes. 

Senator  Hruska.  Is  Continental  better  or  worse  than  the  other 
airlines  ? 

Mrs.  AsHORX.  Continental  is  one  of  the  better  carriers. 

Senator  Hruska.  The  equipment  is  better? 

Mrs.  AsHORx.  Not  particularly.  They're  an  on-time  service,  and 
their  in-flight  service  is  exceptionally  good,  as  opposed  to  Braniff, 

sav. 

Senator  Hruska.  If  there  were  two  or  three  alternates  to  a  given 
citv  how  would  vou  choose  one  airline  over  another? 

Mrs.  AsHORX.Well,  it  would  depend  on  whether  or  not  the  man 
was  able  to  leave  at  8  o'clock  in  the  morning  or  at  5  o'clock  in  the 
evening,  and  whether  or  not  he  would  have  to  change  planes,  and 
through  which  citv  he  would  have  to  change. 

For  instance,  I  would  not  send  him  through  O'Hare  Airport  if 
there  were  anv  other  alternaite. 

Senator  Hruska.  You  find  me  in  sympathy  with  that.  I  avoid 
O'Hare  as  much  as  I  can,  too. 

Mrs.  AsTiORX.  Dulles  is  getting  just  as  bad. 


2741 

Senator  Hruska.  But  wluat  if  the  routes  are  just  about  the  same 
and  the  connections  were  about  the  same  and  the  times  were  about 
the  same?  How  did  you  make  a  decision  to  use  one  airline  rather 
tlian  another? 

]Mrs.  AsHORN,  I  put  them  on  the  best  carrier.  And  whether  or  not 
there  was  meal  service  involved. 

Senator  Hruska.  Is  there  an  official  rating  as  to  which  is  the  best 
carrier?  And  could  a  tour  agency  be  charged  with  discrimination? 
They  might  tliink  Continental  is"  the  best,  but  Braniff  might  think 
that  Braniff  is  the  best  ?  Have  you  ever  met  with  complaints  like  that? 

]Mrs.  AsHORx.  This  is  a  personal  opinion  from  having  flown  the 
diiferent  carriers. 

Senator  Hruska.  Somebody  must  make  the  choice.  And  until  you 
get  a  complaint  you  use  your  own  judgment? 

]\Irs.  Ashorx.  Yes,  sir. 

Senator  Hruska.  Unless  you  get  instructions  to  the  contrary. 

]\Irs.  Ashorx.  That's  right. 

Senator  Hruska.  And  this  time  you  got  instructions  to  the  con- 
trary and  tried  to  cany  them  out ;  is  that  right  ? 

!Mrs.  Ashorx.  Yes,  sir. 

Senator  Hruska.  T  think  that's  all,  INIr.  Chairman. 

Thank  you  for  coming. 

Senator  Hart.  As  far  as  revenue  to  the  travel  agency,  at  least  in 
the  case  of  your  agency,  is  there  any  difference  to  you  whether  t^lie 
booking  is  with  carrier  A  or  carrier  B  ? 

Mrs.  AsHORX'.  None  whatsoever. 

ISIr.  Hellermax.  One  fiu-ther  question,  if  I  may. 

"\\niat  impact  did  ISIr.  Comfort's  first  phone  call  have  on  you  with 
respect  to  booking  on  Continental  Airlines? 

Mrs.  Ashorx.  Well  I  tried  not  to  book  Continental  Airlines.  I 
didn't  know  exactly  to  what  extent  I  was  supposed  to  go,  just  how 
far  I  was  supposed  to  go  not  to  book  Continental.  Was  it  a  total  "no" 
or  "possibly?"  So  that's  why  I  asked  for  clarifioation  several  days 
later. 

At  the  time  I  apparently  did  not  have  enough  travel  orders  from 
control  center  to  where  I  was  us'ing  Continental  routings,  but  in  the 
meantime  I  guess  I  did  receive  quite  a  large  stack  that  could  involve 
Continental  routings.  And  T  did  need  further  clarification  as  to  what 
I  should  do  with  that  number  of  men. 

Mr.  HELLER:vrAX.  Were  you  ever  told  by  other  Bell  personnel  that 
Bell  people  stopped  doing  business  with  other  companies  or  hotels, 
motels,  if  they  purchased  their  own  telephone  equipment? 

]Mrs.  Ashorx.  Yes.  There  was  a  Bell  supervisor  from  Pennsylvania 
who  related  to  me  they  were  to  have  a  very  large  seminar  in  a  Holi- 
day Inn  in  Pennsylvania,  and  it  was  very  close  to  their  particular 
location  where,  if  they  were  ha\ang  a  school  or  something,  they 
would  rent  a  meeting  room  of  some  type.  And  when  they  discovered 
that  they  had  taken  out  Southwestern  Bell  equipment,  they  moved 
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the  biitire  meeting,  or  seminar,  down  the  street;  whidi  was  quite 
inconvenient  for  the  Southwestern  Bell  people. 

Mr.  Hellerman.  Thank  you. 

No  further  questions. 

Senator  Hruska.  Mrs.  Ashorn,  if  after  reading  the  statement,  we 
have  any  further  questions  may  we  correspond  with  you  and  ask  the 
questions  and  expect  a  reply  from  you  ? 

Mrs.  Ashorn.  All  right.  . 

Senator  Hruska.  Does  the  staff  think  it  is  all  right?  [Laughter.] 

Apparently  so.  And  that's  a  good  source  of  getting  advice. 

Senator  Hart.  You  should  come  to  our  next,  meeting.  They  don't 
always  think  before  tliey  talk.  [Laughter.] 

Mrs.  AsHORN.  I  have  the  same  problem. 

Senator  Hart.  We  are  adjourned,  to  resume  at  9 :30  a.m.,  tomorrow 
in  room  2226,  Dirksen  Senator  Office  Building. 

Thank  you  very  much. 

[Whereupon,  at  10:28  a.m.,  the  subcommittee  adjourned,  to  recon- 
vene at  9  :30  a.m.,  June  21,  1974,  in  room  2226,  Dirksen  Senate  Office 
Building.] 

[The  following  was  received  for  the  record.  Testimony  resumes  on 
p.  2755.] 

Exhibit  1.— Letter  From  Mr.  Guess  to  Mr.  Hoverstock  Be  Cancellation  of  Busi- 
ness After  Discontinuing  Service 

April  9,  1971. 

Mr.  N.  K.  Hoverstock, 
General  Manager, 
Southwestern  Bell  Telephone  Co., 
Houston,  Tex. 

Dear  Mk.  Hoverstock  :  I  was  astounded  to  get  your  message  via  your  secre- 
tary cancelling  your  air-line  tickets.  She  said  you  didn't  intend  to  do  business 
with  a  eomi>any  that  was  not  doing  l)usiness  with  Southwestern  Bell.  In  light 
of  your  commercial,  "We  may  be  the  only  telephone  company,  but  try  not  to 
•ict'if  and  in  view  of  the  fact  that  I  still  do  a  substantial  business  with  South- 
western Bell  using  phone  numbers  62&-2990,  .524-0852  and  52&-2247  and  all  my 
employees  and  friends  use  vour  company,  I  think  it  was  unwise  to  risk  the 
amount  of  business  I  could  divert  for  the  small  amount  of  business  your  com- 
pany did  with  us. 
Sincerely 

International  Travel  Agency,  Inc., 
Steven  Guess,  President. 


Exhibit  la.— A.T.  d  T.  Response  to  Testimony  of  Mrs.  Ashorn 

Southwestern  Bell  said  that  the  company  does  not  have  a  policy  of  favoring 
one  air  carrier  over  another.  The  company  said  an  investigation,  made  after 
Mrs  Ashorn's  testimonv  this  morning,  does  indicate  that  an  individual,  acting 
upon  his  own,  had  instructed  the  supervisor  to  inform  her  to  favor  another 
carrier  if  the  schedules  were  virtually  the  same  and  it  would  not  inconvenience 
the  employee.  ^       ,         ,        -r.  t,  , 

The  investigation  also  disclosed  that  to  date  this  year  Southw^estern  Bell  has 
spent  about  $7.5,000  with  Continental  Airlines.  The  company  said  that  $48,000 
(if  that  total  was  handled  by  the  Knox  Agency.  There  is  no  basis  for  comparison 
with  the  prior  year,  because  the  men  were  not  brought  in  from  other  companies 
to  help  improve  the  quality  of  service  in  the  Greater  Houston  area  until  after 
mid-year. 
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Exhibit  2. — Prepared  Statement  of  Edward  Burge 
Prepared  Statement  of  Edward  Burge,  Owner,  Tropicana  Lodge,  Fresno,  Calif. 

The  Tropicana  Lodge  has  115  sleeping  roms  of  which  five  are  suites.  It  has 
Catering  accommodations  to  serve  400  people.  It  has  full  restaurant,  dining  room, 
coffee  shop,  and  night  club  facilities. 

I  opened  the  Tropicana  Lodge  in  October,  1962  at  which  time  I  was  required 
to  pay  a  $5,000  deposit  for  telephone  installation.  This  deposit  remained  with 
the  telephone  company  for  a  period  of  approximately  five  (5)  years  with  no 
interest  on  my  money.  I  enjoyed  very  good  service  from  the  telephone  coinpany 
and  had  a  monthly  bill  to  the  company  of  between  $2,600  to  $3,000.  This  service 
continued  for  approximately  11  Vz  years  at  which  time  the  enlargement  of  the 
htbby  was  required  by  Northern  California  Automobile  Club,  Triple  A,  and 
Best  Western  in  order  for  me  to  retain  my  excellent  rating.  I  then  asked  the 
telephone  company  to  update  my  equipment.  They  refused  and  I  started  negoti- 
ations with  Scott-Buttner  Communications,  Inc.  to  install  my  own  telephone 
system ;  the  benefits  of  which  are,  less  space  which  was  badly  needed  to  enlarge 
n'ly  lobby.  My  new  telephone  system  would  also  encomi^ass  more  features  such 
as  no  operators,  per  se,  more  control  on  telephone  calls,  a  savings  in  cost,  and, 
of  course,  in  10  years  owning  this  system  outright.  Some  of  the  problems  I 
encountered  with  the  telephone  company  are  as  follows:  The  telephone  com- 
pany charged  $1200  as  a  termination  charge  or  disconnecting  charge  for  my  old 
system.  Pacific  Telephone  and  Telegraph  Company  of  whom  I  enjoyed  approxi- 
mately $30,000  a  year  bu.siness  boycotted  my  place  of  business  and  to  date,  do 
not  put  any  of  their  people  in  my  motel,  they  do  not  book  any  more  Evaluation 
Boards,  Christmas  Parties,  they  do  not  attend  Happy  Hours  in  the  cocktail 
lounge,  and  I  get  feedback  from  any  people  employed  by  the  telephone  company 
that  they  were  told  not  to  patronize  the  Tropicana  Lodge.  My  ex-manager,  Mr. 
Dave  Stephenson,  left  my  place  of  business  and  was  managing  the  Hilton  Inn 
in  Bakersfield  from  January,  1973  through  August,  1973,  and  had  as  his  guests 
several  key  people  from  the  telephone  company  in  Fresno  and  meeting  with 
them  one  evening  he  was  told  by  a  Mr.  Jack  Tranberg  and  Hank  Dittmar, 
(Pacific  Telephone  Executives),  that  the  telephone  company  would  not  be 
using  the  Tropicana  Lodge  any  more  because  we  did  not  have  their  equipment. 
Similar  statements  have  come  from  other  key  people  with  Pacific  Telephone 
Company. 

Recently,  I  purchased  advertising  at  the  local  airport  here  in  Fresno  which 
required  a  direct  line  from  the  airport  to  my  lobby.  I  requested  on  many  occa- 
sions that  the  direct  line  be  in.stalled  and  to  date,  nothing  has  been  done,  even 
though  my  contract  with  the  advertising  company  has  been  going  on  with  a 
$110  a  month  payment  for  approximately  three  months.  The  telephone  company 
came  to  my  lobby  and  removed  the  only  pay  telephone  that  my  gue.sts  could  use 
for  outside  calls.  They  told  me  that  this  i>ay  phone  was  not  producing  enough 
revenue — this  after  12  years  of  being  installed  on  my  property-  Then  I  was 
told  they  could  only  leave  this  pay  phone  installed  with  an  exorbitant  monthly 
charge.  However,  they  left  the  booth  in  the  lobby  ! 

With  my  new  telephone  sy.stem  there  is  an  interconnect  device  of  which  I 
am  told  is  a  protector  system  to  protect  telephone  company  equipment.  Engi- 
neers and  electrician  specialists  have  informed  me  that  this  device  is  abso- 
lutely unnecessary  due  to  the  fact  that  telephone  equipment  is  protected  and 
also  'my  private  telephone  system  encompasses  telephone  protector  equipment. 
This  device  causes  untold  problems  with  my  telephone  system.  Some  incoming 
calls  are  delayed  5  to  10  minutes  and  a  special  operator  is  required.  The  service 
people  with  Scott-Buttner  were  called  because  of  these  troubles  and  we  were 
told  that  it  is  a  telephone  company  equipment  trouble  and  Scott-Buttner  in 
turn  has  to  call  the  telephone  company  and  undue  delay  is  caused  in  service  to 
my  guests.  The  interdevice  has  a  monthly  rental  cost  of  $374.10. 

After  many  many  years  of  paying  my  bill  on  time  to  the  telephone  company, 
they  now  demand  payment  even  before  I  have  a  chance  to  voucher  the  bill  to 
be  paid  to  them.  At  the  time  of  the  in.stallation  of  my  new  telephone  system  I 
asked  that  touch  tone  facilities  be  in.stalled  and  was  told  that  this  feature  was 
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not  available  until  May,  1973.  However,  I  had  a  private  line  telephone  installed 
in  the  Catering  Office  that  had  the  touch  tone  feature.  To  this  date,  the  tele- 
phone company  still  has  not  incorporated  a  touch  tone  feature  for  my  system. 
In  view  of  all  of  the  above,  it  is  humbly  requested  that  this  committee  look 
into  unfair  business  practices  being  performed  by  the  local  telephone  company 
iu  Fresno,  California. 

Respectfully  submitted, 

Edward  Bxjrge. 

Enclosures : 

May  6,  1974. 

Mr.  Wes  Eckels, 
Pacific  Telephone  Co. 
Fresno,  Calif. 

Dear  Wes  :  Please  install  a  direct  line  from  the  Fresno  Airport  to  the  Tropi- 
cana  Lodge.  Their  address  is  4061  North  Blackstone  Avenue.  Our  understanding 
is  that  it  will  take  about  two  weeks  after  you  receive  this  letter  for  installation. 

If  you  have  any  questions  regarding  location  of  the  phone  at  the  Tropicana 
Lodge,  please  contact  Mrs.  Burge  at  222-5641.  As  per  her  request  she  would 
like  a  beige  phone.  Also  she  is  already  paying  for  advertising.  A  response  to 
this  letter  as  soon  as  possible  would  be  appreciated. 

If  you  have  any  other  questions,  please  do  not  hesitate  to  call  me  at  486-3403. 
Thank  you. 

Sincerely, 

Mary  Laney, 
Customer  Service  Representative. 

The  Pacific  Telephone  &  Telegraph  Co. 
Mr.  Bob  Quam, 
Scott-Buttner  Corp. 
Fresno,  Calif. 

Dear   Bob:    I   have   been   advised   by    our   Division   Traffic   people   that    the 
earliest  possible  relief  date  for  Touch-Tone  service  is  either  the  224  or  226 
prefixes  is  May,  1973. 
Sincerely, 

Wes  Eckels, 
Communication  Consultant. 


!     !" 
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Exhibit.  2a.— Letter  From  Edward  Burge  Responding  to  Questions  by 
Subcommittee  in  Letter  of  ^  July  3,  1974 

Teopicana  Lodge, 
Fresno,  Calif.,  July  12,  1974. 
Hon.  Philip  A.  Hart,  Chairman, 
Suhcommfttee  on  Antitrust  and  Monopoly, 
Washington,  B.C. 

Dear  Senator  Hart  :  Pursuant  to  your  request  in  your  letter  of  July  3,  1974, 
I  am  responding  to  the  questions  you  have  enumerated  below. 

l.(Q)  How  much  space  did  the  Pacific  Telephone  and  Telegraph  equipment 
occupy  as  compared  with  your  new  telephone  system? 

(a)  The  P.T.  &  T.  equipment  occupied  a  room  14'  16'.  The  new  telephone 
system  occupies  2'  4'. 

2.  (Q)  In  your  statement,  you  represent  that  you  paid  a  $1,200  termination 
charge  to  Pacific  Telephone  and  Telegraph  for  e(iuii)ment  which  you  have  used 
for  approximately  twelve  years.  Is  this  termination  charge  a  standard  practice 
by  Pacific  Telepln)ne  and  Telegraph? 

(a)  To  my  knowledge,  I  believe  it  is  so. 

3.  (Q)  Was  your  motel,  in  fact,  known  locally  as  a  telephone  company  place? 
(a)  Yes. 

4.  (Q)  There  is  another  motel  located  next  to  yours.  Did  the  Pacific  Tele- 
phone and  Telegraph  personnel  who  used  to  frequent  your  facilities  begin  doing 
business  with  that  motel  after  you  acquired  your  telephone  system?  If  so,  how 
do  you  know  it? 

(a)  It  was  stated  to  me  verbally,  and  in  the  statement  I  submitted  to  the 
Sub-Committee,  I  included  pictures  of  the  telephone  company's  trucks. 

5.  (Q)  Have  you  recently  attempted  to  solicit  Pacific  Telephone  and  Tele- 
graph personnel  to  use  your  facilities  again? 

(a)  Yes. 

6.  (Q)  What  was  the  resi)onse  to  any  such  attempt? 

(a)  Mr.  Echols  of  the  company  told  me  that  tlie  Telephone  Company  could 
stay  where  they  wanted. 

7.  (Q)  With  respect  to  your  problems  in  obtaining  a  direct  line  between 
your  motel  and  the  airport,  how  long  do  you  think  it  should  take  to  have  this 
line  installed? 

(a)  I  would  say  approximately  two  weeks.  Our  original  request  for  this 
service  was  made  in  April  and  as  of  this  date,  we  still  do  not  have  the  direct 
line. 

8.  (Q)  Do  other  motels  located  in  your  general  vicinity  have  direct  lines  to 
the  airport  ? 

(a)  Yes. 

9.  (Q)  In  connection  with  the  pay  telephone  which  Pacific  Telephone  and 
Telegraph  Company  removed  from  your  lobby,  do  you  have  any  additional 
thoughts  as  to  why  they  removed  the  telephone? 

(a)  Only  that  it  would  put  more  of  a  load  on  my  telephone  sy.stem. 

10.  (Q)  In  connection  with  the  manner  in  which  you  pay  your  telephone  bill, 
did  you  mean  by  your  statement  that  up  until  the  time  you  purchased  your 
telephone  system,  the  telephone  company  did  not  bother  you  if  you  paid  your 
bill  ten  or  so  days  late,  but  that  it  now  insists  on  immediate  payment? 

(a)  Immediate  pwiyment  is  demanded  when  the  statement  is  received,  without 
allo\^^ng  any  time  to  voucher  long  distance  calls  and  charges  to  determine 
what  is  due  to  them  and  what  is  not  due  to  them. 

11.  (Q)  To  your  knowledge,  have  other  motels  in  the  Fresno  area  purchased 
their  own  telephone  equipment? 

(a)  Yes.  The  Piccadilly  Inn,  Ramada  Inn,  Village  Inn,  Sheraton  Inn,  are 
ju!»t  a  few. 

12.  (Q)  If  so,  did  Pacific  Telephone  and  Telegraph  personnel  continue  doing 
busine.ss  with  those  motels  after  the  installation  of  their  own  telephone 
equipment. 

(a)  Not  to  my  knowledge. 

13.  (Q)  What  is  your  opinion  as  to  the  size  and  influence  of  the  Bell  System? 
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(a)  Much  too  large  for  this  community,  therefore  wielding  an  unfair  influ- 
ence over  the  general  public.  The  Bell  Telephone  System  has  a  complete  monop- 
oly and  as  such  can  dictate  its  own  terms  over  a  captive  community. 

Thank  you  for  the  opportunity  of  answering  your  questions.  I  am  ready  and 
willing  to  cooperate  in  any  avenue  you  request. 
Very  truly  yours, 

Edwakd  H.  Buege, 

Owner. 

Parties  hooked  here  from  1968-72  by  telephone  company 

1968: 

Jan.  10 20pp  May  4 15pp 

Jan  10 26pp  May  6 20pp 

Jan.  19 29pp  May  9 22pp 

Jan.  30 25pp  May  16 15pp 

Jan.  31 30pp  May  18 llpp 

Feb.  12 21pp  June  1 lOpp 

Feb  12 50pp  June  15 15pp 

Feb  15 25pp  June  20 25pp 

Apr.  1 56pp  July  9 25pp 

May  25 55pp  July  9 25pp 

June  13 30pp  July  10 25pp 

June  26 35pp  Aug.  18 20i>p 

June  28 35pp  Sept.  8 50pp 

July  23 20pp  Sept.  24 25pp 

July  23 50pp  Sept.  28 20pp 

July  23 50pp  Oct.  9 15pp 

Sept.  11 50pp  Oct.  12 15pp 

Sept.  30 30pp  Oct.  14 15pp 

Oct  22 40i>i3  Oct.  15 20pp 

Oct.  22 22i>p  Oct.  22 30pp 

Oct.  29 60pp  Nov.  9 15pp 

Nov.  5 20pp  Nov.  30 15pp 

Nov.  5 30pp  1970: 

Nov  6 30pp  Jan.  11 30pp 

Nov  15 14pp     Feb.  15 30pp 

Dec.  2 20pp  Mar.   23 15pp 

Dec  11 50pp  June  2,  8  a.m 30pp 

Dec.  11 40pp  June  2,  7  p.m 25pp 

Dec.  24 25pp  June  8 30pp 

1969:  June  14 25i>p 

Feb.  5,  1:30  pm 35pp  Oct.  17 30pp 

Feb.  5,  6  p.m 35pp  Oct.  18 30pp 

Feb.  9 ^5pp  Oct.  19 30pp 

Feb.  28 30pp    1971 : 

Mar.   9 15pp  Jan.  14 30pp 

Mar.   23 20i>p  Feb.  9 24pp 

Mar.   28 34pp  Apr.    8 30pp 

Apr.  6 15pp  Apr.    8 30pp 

Apr.    11 15pp  May    16 25pp 

Apr.    17 15pp    1972: 

Apr.  20 15pp  Jan.  13 30pp 

Mav    1 15pp  May  15 20pp 


Exhibit  2b.— A. T.  d  T.  Response  to  Tropicano  Lodge  statement 

Pacific  Telephone  said  its  employees  have  and  do  patronize  the  Tropicana 
Lodge.  The  company  said  that  just  last  week,  for  example,  a  luncheon  meeting 
of  some  30  employees  being  honored  for  long  service  with  the  company,  was 
held  there.  A  number  of  new  hotels  and  motels  in  the  area  could  account  for 
any  reduction  in  business  the  Tropicana  has  experienced,  the  company  added. 

The  comi^any  added  that  there  is  no  evidence  to  substantiate  his  rambling 
charges  about  "discriminating  against  him  in  billing  or  service. 
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Exhibit  3. — Letter  From  Edward  Bttrge  to  PVC  of  the  United  States  Requesting 
Relief  Fro^i  Paying  Interface  Tariff 

Tropicana  Lodge, 
Fresno,  Calif.,  January  4,  1974. 
Re  Case  No.  9625 
Mr.  William  E.  Johnson, 

Secretary,  Public  Utilities  Commission  of  the  United  States, 
San  Francisco,  Calif. 

Dear  Mr.  Johnson  :  My  company  is  using  a  private  telephone  system  which 
is  connected  to  the  Pacific  Telephone  public  system  by  an  interface  device.  I  am 
paying  a  monthly  rental  charge  of  $312.60  for  this  device.  The  public  telephone 
company  maintains  this  device  is  necessary  to  protect  their  equipment.  Listed 
below  is  my  position  on  this  matter : 

(a)  The  device  is  unnecessary  for  the  operation  of  my  private  telephone 
erjuipment. 

(b)  The  interface  device  is  an  actual  and  potential  source  of  trouble  for  the 
manufacturers  of  my  telephone  equipment. 

(c)  The  interface  device  is  redundant  and  duplicates  protective  functions 
already  incorporated  into  the  equipment. 

(d)  When  Pacific  Telephone  and  Telegraph  Company  employs  technically 
comparable  or  identical  equipment  no  interface  devices  are  required ;  this 
constitutes  an  ineciuitable  practice. 

(e)  This  equipment  could  be  certified  by  a  registered  engineer  as  meeting 
standards  assuring  no  harm  to  the  public  network. 

In  view  of  all  the  above  I  am  requesting  that  I  be  relieved  from  paying  the 
monthly  interface  tariffs. 
Sincerely, 

Edward  Burge, 

President. 


Exhibit  4. — Memo  From  Mr.  Quam  to  Mr.  Howard  Re  P.  T.  &  T.  Tariff 
Violations    {Tropicana  Lodge,   et   al.) 

SCOTT-BUTTNER  COMMUNICATIONS,  INC., 

Oakland,  Calif. 
Memorandum  To  :  Pat  Howard. 
From :  Bob  Quam. 
Date :  December  14,  1973. 
Subject :  P.  T.  &  T.  Tariflf  Violations. 

TROPICANA  LODGE 

The  Tropicana  experienced  a  severe  drop  in  P.  T.  &  T.  business  upon  installa- 
tion of  their  private  system.  It  was  the  main  facility  for  meetings,  etc. 

Api>roximately  one  week  later,  I  was  at  the  Airport  Marina  Motel  and  Mr. 
Joe  Sobel,  who  was  the  manager  at  that  time,  stopped  by  our  table  and  said. 
"I  understand  you  have  completed  the  installation  at  the  Tropicana,"  and  I  said. 
"Yes  we  have."  He  said,  "I  know,  I  received  a  call  from  P.  T.  &  T.  and  they  said 
we  would  be  receiving  all  of  the  P.  T.  «&;  T.  business  since  the  Tropicana  Lodge 
put  in  a  private  system. 

DAVID  &  SONS 

After  David  &  Sons  advised  the  Telephone  Company  they  were  going  to  use 
the  TR/32,  Gene  Pelletier  asked  John  Fritz  if  he  could  show  John  their  new 
Electronic  Pulse  System.  John  said  fine.  When  Pelletier  met  with  John,  he 
presented  the  Northern  Electric  Pulse  System  and  told  John  it  would  do  every- 
thing that  the  TR/32  did.  John  Fritz  was  not  taken  in.  The  violations  were 
offering  non-tariffed  items  and  mi.'»representation  by  saying  the  Pulse  System 
ha*  all  of  the  features  of  the  TR/32. 

J.  MITCHELL  EMPLOYMENT  SERVICE 

Jayme  Mitchell  was  moving  into  a  new  ofiice  facility  and  called  the  Telephone 
ComiMny  and  requested  a  representative  come  out  to  make  arrangements  for 
the  move.  The  Telephone  Company  refused  to  come  out  and  said  they  could 
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handle  it  over  the  phone.  She  said  no,  she  wanted  to  see  a  representative.  They 
refused  again  and  quoted  her  prices  over  the  phone. 

At  that  time,  one  of  her  employee's  advised  her  of  our  services,  so  she  called. 
We  met  with  her  and  made  arrangements  for  a  small  system.  ^Yhen  the  Tele- 
phone Company  received  the  letter  of  agency,  Gene  Pelletier  called  and  re- 
quested a  meeting.  They  met  with  her  and  convinced  her  to  break  her  order 
to  us  even  though  they  were  aware  she  had  signed  a  contract  and  given  us 
a  deposit. 

CONTINENTAL  TITLE 

We  received  the  signed  contract,  deposit  check,  and  letter  of  agency  from 
Mr.  Lee  Newhaus.  When  the  Telephone  Comi>any  received  the  letter  of  agency, 
they  called  him  and  requested  to  meet  with  him.  He  called  us  and  we  had  a 
joint  meeting  with  Mr.  Newhaus.  Gene  Pelletier  and  John  Brock  of  P.  T.  &  T., 
and  Dick  Dillon  &  myself.  During  that  meeting,  they  implied  we  misrepresented 
the  true  cost  of  our  service,  that  P.  T.  &  T.  would  up-date  their  existing  756/4A 
to  give  them  all  of  the  features  available  on  the  Plessey  805,  and  asked  Mr. 
Newhaus  to  withhold  final  decision  for  a  few  months  so  they  could  present  one 
of  their  new  electronics  systems. 


dairyman's  cooperative  creamery  association 
You  have  Dick's  report  on  Dairyman's. 


Bob  Quam. 


Exhibit  5.— Letter  From  Mr.  Brown  to  FCC  Re  Troubles  With  Nevada  Bell 

Advanced  Investment  Management, 

August  28,  1913. 
Federal  Communications  Commission, 
Common  Carrier  Bureau, 
Washington,  B.C. 
(Att:  Mr.  Kelly  Griffith) 

Gentlemen  :  When  I  called  you  yesterday  I  was  outraged  by  Nevada  Bell's 
letter  of  August  23rd.  Of  interest,  however,  are  also  their  letters  of  January  9, 
1973,  and  December  7,  1972,  and  the  following : 

The  equipment  in  question  is  the  Dictaphone  "Ansafone  540"  which  is — 
as  I  understand  it — equal  in  all  respects  and  made  by  the  same  manufacturer 
as  the  "Code-a-phone  360". 

When  we  were  setting  up  the  office  in  September  1972  Nevada  Bell's  market- 
ing man's  attitude  was  that  I  .shouldn't  own  equipment.  I  was  told  pointedly 
several  times  that  they  lease  such  equipment  and  that  it  is  "more  trouble 
free".  My  response  was  that  I'm  not  about  to  throw  out  what  I  already  paid 
for— and"  that  I  had  a  right  to  own  rather  than  lease.  I  was  then  informed : 
"You'll  pay  us  one  way  or  another — you'll  need  couplers"  ...  I  asked  them  to 
double  check,  since  I  was  told  that  there  was  a  Court  ruling  and  an  FCC  letter 
asking  companies  not  to  require  couplers  in  instances  where  the  same  equip- 
ment would  be  installed  by  the  coini>any  without  one. 

Shortly  thereafter  an  installer  showed  up.  I  asked  him  how  soon  I'll  be  able 
to  use  the  unit  again— and  he  said,  "I  don't  know.  After  I  install  the  coupler 
vou'll  need  a  special  gadget  to  connect  to  it  ..."  I  told  him,  "do  not  put  me 
out  of  business — you're  here  to  connec't,  not  to  disconnect !"  He  telephoned 
someone,  and  left  without  installing  anything. 

The  second  installer  came  some  two  weeks  later;  I  asked  if  he  came  to 
"connect  or  disconnect".  He  came  to  "put  a  beep  device  on"  my  unit.  I  asked 
him  to  check  with  his  superiors,  he  did,  took  the  beepers  and  left.  Mr.  H.  Deva- 
nev's  letter  of  December  7,  1972  followed. 

i  asked  for  an  immediate  meeting  with  Mr.  Edwards  (the  General  Manager). 
Met  with  him  on  December  14th.  Bell  acknowledged  I'd  not  "cancelled"  any- 
thing, and  that  there  was  no  justification  for  that  letter.  I  pointed  out  to  Mr. 
Edwards  that  in  addition  to  attempts  to  a)  disconnect  my  device;  b)  interfere 
with  mv  message  via  the  beep  tone;  there  was  also;  c)  refusal  to  correct  my 
address"  (only  bills  were  sent  to  the  proper  address)  and  d)  my  inability  to 
get  Nevada  Bell's  information  service  to  admit  my  business  existed. 

I  stated  that  this  amounted— from  my  vlewpoint-^'o  deliberate  harassment, 
and  that  I  wanted  it  stopped.  Mr.  Edwards  assured  me  that  I'll  never  hear 
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from  Devaney  again,  aud  that  proper  couplers  will  be  installed  without  disrup- 
tion. 

Next  came  the  January  9th  letter  (still  to  the  wrong  address— it  took  a 
threat  of  court  action  to  get  the  address  and  information  connected  months 
later ) .  I  heard  nothing  further  until  the  letter  of  August  23rd. 

Neither  letter  states  that  a  procurement  by  me  of  the  "15  prong"  connector 
cable  is  the  only  requirement  for  putting  this  matter  to  rest. 

Indeed,  reciuiring  a  15  proug  exotic  connection  for  a  2  wire  device  is  either 
technical  overlvill  or  deliberate  harassment — ^both  designed  to  circumvent  court 
decisions.  This  equipment  has  been  connected  on  two  wires  for  more  than 
eleven  months,  and  clearly  needs  no  "15  prong"  cable.  Neither  has  it  caused 
interference,  nor  produced  danger  for  personnel  .  .  . 

I  firmly  believe  now  that  this  company  has  been  and  is  using  its  monopoly 
position    to    harass    into    surrender    anyone    who    dares    to    buy— rather    than 
lease  their  equipment — and  I  formally  request  that  you  protect  me  (and  others) 
from  such  brazen  abuse  of  their  power. 
Very  truly  yours, 

Lawrence  G.  Brown, 

Principal. 


Exhibit  6. — Letter  from  Mr.  Carry  to  Mr.  Hoverstock  Be  Purchase  of  Internal 

Wiring 

May  11,  1971. 
Re  International  Travel  Agency,  Inc., 
3412  Audubon,  526-5555, 
Section  214(a)  of  the  Communications  Act. 
Mr.  N.  K.  Hoverstock, 
General  Manager 
Southwestern  Bell  Telephone  Co. 
Houston,  Tex. 

Dear  Mr.  Hoverstock:  On  March  19,  1971  we  requested  the  price  for  pur- 
chase of  the  internal  telephone  wiring  at  the  above  address. 

On  April  23,  1971  we  wei'e  informed  by  your  Mr.  Rudy  Eddins  that  you  would 
not  sell  the  internal  telephone  wiring. 

In  our  opinion,  telephone  companies  have  at  best  a  revocable  license  to  use 
tlie  customer's  premi.ses  for  such  internal  wiring  as  may  be  needed  to  provide 
service  to  the  customer.  That  license  may  be  i-evoked  when  the  customer  chooses 
to  terminate  his  use  of  Bell-provided  equipment  and  to  provide  his  own.  When 
a  customer  decides  to  switch  from  Bell  equipment  to  his  own  equipment,  he  can 
require  Bell  to  remove  all  of  its  equipment  and  wiring. 

The  expense  of  removing  internal  wiring,  which  frequently  is  between  walls 
and  under  cai-peting,  and  of  restoring  the  premises  to  their  original  condition 
after  removing  such  wiring,  can  be  quite  expensive.  In  almost  all  cases,  the 
salvage  value  of  that  wiring  will  be  negligible.  Thus.  uix)n  termination  by  the 
customer  of  Bell-provided  service,  Bell  may  be  fa^^ed  with  a  sul)stantial  net 
expen.se.  If  the  customer  purchases  the  internal  \A-iring.  however.  Bell  not  only 
is  spared  the  expense  of  removing  its  wiring,  but  is  offered  an  oi>i)ortunity  to 
realize  compensation  for  the  wiring. 

Since  the  ('i)iniiiission  exercises  jurisdiction  over  the  interstate  rates  of  the 
Bell  system,  that  jurisdiction  extends  to  consideration  of  unnecessary  expenses 
which  may  be  absorbed  by  Bell  comi>anies  and  unreasonably  passed  on  to  users 
of  intervstate  toll  service.  Additionally,  the  disposition  of  internal  wiring  upon 
termination  by  a  customer  of.  Bell-provided  equipment  used  in  connection  with 
interstate  service  is  a  practice  in  connection  with  interstate  communication  by 
wire  and  is  therefore  covered  by  Section  201(b)  of  the  Communications  Act.  It 
is  particularly  so  if  the  carrier's  practice  is  designed  in  part  to  restrict  the 
customer's  freedom  to  substitute  his  own  equipment  for  that  of  the  telephone 
company.  Cf.  Carterfone.  Pursuant  to  Section  205(a),  the  Commission  can  order 
the  Bell  companies  to  follow  a  reasonable  practice  in  connection  with  interstate 
service. 

The  Bell  companies,  and  therefore  their  subscribers,  will  be  injured  by  the 
unreasonable  absorption  of  the  expense  of  removing  internal  \A-iring.  The  only 
possible  benefit  to  the  Bell  companies  of  such  a  practice  would  be  the  anti- 
competitive effect  upon  independent  suppliers  of  equipment,  a  benefit  which 
is  obviously  contrary  to  the  antitrust  laws.  The  Commission  can  thus  insist  that 
Bell  not  absorb  this  expense  if  a  reasonable  alternative  is  available. 
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If  Bell  absolutely  refused  to  sell  its  wiring  no  matter  what  price  were  offered, 
its  absorption  of  the  expense  of  removing  the  wiring  would  clearly  be  unreason- 
able No  distinction  should  be  drawn  between  an  outright  refusal  to  sell  and 
a  willingness  to  sell  only  at  an  unreasonably  high  price.  Thus,  in  considering 
th-'  manner  in  which  Bell  disposes  of  internal  wiring,  the  Commission  can  and 
should  require  that  Bell  offer  to  sell  this  wire  at  a  reasonable  price.  Only  if 
such  wiring  is  offered  to  the  customer  at  a  reasonable  price  can  Bell  justify 
absorbing  the  cost  of  removing  the  wiring  if  it  is  not  purchased. 

The  question,  therefore,  is  whether  Bell's  policy  for  pricing  internal  wiring 
is  reasonable.  The  asking  price  for  such  facilities  should  be  determined  in 
accordance  with  structural  value.  This  would  ordinarily  be  reproduction  cost 
new,  determined  or  estimated  on  the  basis  of  equipment,  material,  and  installa- 
tion'costs,  less  the  allowance  for  the  physical  and  functional  depreciation  which 
may  have' occurred  in  the  plant  offered  for  sale. 

Areata  has  no  quarrel  with  the  concept  of  "structural  value,"  provided  all 
factors  affecting  value  are  included.  We  object  to  the  Bell  pricing  policy 
because  it  fails  to  include  as  a  factor  the  value  to  the  telephone  company  of 
saving  and  expense  of  removing  that  internal  wiring  which  the  customer 
offers  to  buy.  ,  ,     ^       .,,  ,, 

In  most  cases,  the  cost  of  removing  the  wire  (less  salvage  value)  will  be 
equal  to  or  greater  than  the  cost  of  installing  such  wire.  Allowing  these  costs 
to  cancel  each  other  would  therefore  be  beneficial  to  Bell. 

If  the  wiring  is  usable  at  all,  the  deduction  for  "functional  depreciation' 
would  be  a  negligible  item  in  any  event,  and  thus  as  a  practical  matter,  the 
only  factor  left  is  the  readily  ascertainable  replacement  value  of  the  wire, 
new.  We  suggest  this  value  as  the  reasonable  price  for  the  transfer  of  existing 
internal  wiring.  _       ^,      .   ^         ,   ^  ,     v. 

This  is  to  request  for  the  second  time  the  price  for  the  internal  telephone 
wiring  at  the  above  job  site  and  confirm  our  intentions  to  purchase  same. 
Very  truly  yours, 

ARCATA  Communications,  Inc., 
James  R.  Corry. 

Enclosures.  _  ^ 

Southwestern  Bell  Telephone  Co., 

Houston,  Tex.,  May  11,  1911. 
Mr.  James  R.  Corry, 
ARCATA  Communications,  Inc., 
Houston,  Tex. 

Dear  Mr.  Corry  :  In  reference  to  your  letter  of  May  11,  1971,  and  after  due 
consideration,  our  position  remains  the  same.  We  do  not  elect  to  sell  our  inside 
wiring  to  provide  service  to  International  Travel  Agency. 
Thank  you  for  your  interest  in  this  regard. 

Sincerely,  ^^  ^^  „ 

N.  K.  HOVERSTOCK. 

Southern  Bell  Telephone  Co.. 

April  23,  1911. 

Mr.  E.  Starn  : 

Areata  Communications,  Inc., 

Houston,  Tex. 

Dear  Mr.  Starns  :  Per  your  request,  this  confirms  our  conversation  of  4-20-71. 
Our  Engineers  made  the  decision  not  to  sell  our  inside  cable  at  International 
Travel  Agency. 

Sincerely,  ^         _ 

Ruby  Eddins, 
Communications  Representative. 


Exhibit  7.— Letter  From   Western  Machinery   Co.  to  Areata   Commtinioations 
Re  Trouble  With  Mountain  Bell  ^ince  Discontinuing  Service 

October  4,  1971. 
Arcata  Communications. 
Phoenix,  Aris. 
(Attention:  Mr.  C.  Ellis  Edenfield) 

Dear  Mr.  Edenfield:  We  today  received  a  letter  from  Mountain  Bell  per 
copy  attached.  We  also  received  out  monthly  invoice  from  Mountain  Bell  which 
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looks  like  they  have  mixed  up  in  such  a  way  it  is  going  to  very  difficult  to 
check  out  the  long  distance  phone  calls.  This  has  never  been  done  in  the  past. 
It  has  always  been  neat  and  in  order.  Are  we  to  expect  that  Mountain  Bell  is 
taking  "revenge"  for  our  discontinuing  their  service?  If  this  is  the  case,  we 
ask  that  we  possibly  get  together  again  before  we  proceed  any  further  with 
the  Areata  System. 

Yours  very  truly, 

Western  Machinery  Co. 


Exhibit  S.— Gulf-States  Telephone  Co.  Letters  Re  Southern  Bell  Attempts  to 
Solieit  Gulf-States  Customers 

Gulf-States  Telephone  Co., 
Pensacola,  Fla.,  May  23,  1972. 
Mr.  W.  "Bob"  Roberts, 
President, 

Gulf -States  Telephone  Co., 
Mobile,  Ala. 

Dear  Mr.  Roberts  :  On  May  IS,  1972,  I  delivered  a  letter  to  Mr.  W.  S.  Turner, 
District  Marketing  INIanager  for  Southern  Bell  Telephone  Co.  at  Pensacola, 
Florida.  That  letter  was  signed  by  Mr.  Harry  W.  Thompson,  President  of 
Thrifty  Traveler.  Inc.  and  advised  the  telephone  company  that  he  had  signed 
a  contract  with  our  company  to  install  a  PABX  Sysitem  in  his  new  motel. 

On  May  19,  1972,  Carl  Bonner,  a  Southern  Bell  Communication  Consultant, 
visited  Mr.  Thompson  and  tried  to  convince  him  to  cancel  the  contract  that  he 
had  signed  with  our  company.  At  this  time  it  is  difficult  to  evaluate  the  damage 
that  our  company  has  suffered  from  Mr.  Bonner's  actions. 

In  addition  to  the  above,  on  May  19,  1972  I  aLso  delivered  a  letter  to  Mr. 
Turner  frcmi  Hector  Manufacturing  &  Supply  Co.  That  letter  advised  that 
R.  M.  Brown  of  Gulf-States  Telei)hone  Co.  had  been  appointed  as  their  Commu- 
nications Consultant  and  that  all  telephone  service  requirements  should  be 
handled  direct  with  Mr.  Brown  until  notifie<l  otherwise. 

On  May  22,  1972,  Mr.  Windham.  Pre.sident  of  Hector  Manufacturing  &  Supply 
Co.,  was'  contacted  by  Bill  Farris,  Communication  Consultant  for  Southern 
Bell.  Mr.  Farris  advised  him  that  he  would  see  Mr.  Windham  on  May  23,  1972, 
to  discu.ss  the  telephone  system  that  Mr.  Windham  was  purchasing  from  Gulf- 
States  Telephone  Co.  He  stated  that  Southern  Bell  "had  something  better  to 
offer". 

Assessment  of  actual  damages  in  this  case  is  also  difficult  to  evaluate  at  this 
point.  I  will  follow  both  cases  closely  and  keep  you  advised  of  developments. 

As  you  know,  these  actions  by  Southern  Bell  are  in  direct  violation  of  their 
own  Company  policy  as  set  forth  in  a  letter  from  Mr.  Stan  Damkroger,  Assist- 
ant Vice  President,  Marketing,  A.  T.  and  T.  Co..  dated  June  25,  1971.  That  letter 
was  transmitted  to  Mr.  Turner  by  Mr.  J.  L.  Knight,  General  Sales  Manager, 
North  Florida  Area,  Southern  Bell  Telephone  Co.,  on  July  27.  1971. 

Due  to  the  nature  of  Southern  Bell's  activities  and  the  potential  damages  to 
our  company's  legal   position   in   the   market,    I    suggest   that    we   initiate   the 
strongest  possible  actions  to  eliminate  these  problems  in  the  future. 
Yours  very  truly, 

Robert  M.  Brown, 

Vice  President. 

Gulf-States  Telephone  Co., 

MoUle,  Ala.,  May  25,  1972. 
Mr.  L.  E.  Rast, 

President,  Southern  Bell  Telephone  d  Telegraph  Co., 
Atlanta,  Ga. 

Dear  Mb.  Rast  :  I  wish  to  bring  to  your  attention  facts  which  I  feel  are  of 
vital  concern  to  Southern  Bell  Telephone  &  Telegraph  Company. 

Attached  plea.se  find  two  signed  statements  which  I  have  received  today 
from  two  of  our  executives  in  the  Florida  Panhandle  area.  These  statements 
indicate  unethical  and  illegal  attempts  to  restrain  competition  by  your  people 
in  the  Pensacola  and  Panama  City.  Florida  areas. 

As  your  firm  is  the  public  utility  in  the  areas  in  question  and  our  firm  is 
forced  to  bring  to  your  firm   (our  competitor),  privileged  information  relative 
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to  line  service,  interface  and  interconnection  arrangements,  we  feel  a  great 
sense  of  injustice  when  the  privileged  information  which  is  delivered  to  the 
public  utility  aspect  of  your  business  is  used  immediately  and  illegally  to  com- 
pete against  our  firm. 

I  believe  you  will  find  the  enclosed  statements  self-explanatory.  I  am  today 
directing  extensive  correspondence  to  the  Acting  Attorney  General,  Antitrust 
Division  of  the  Department  of  Justice,  Washington,  D.C.,  requesting  that  imme- 
diate action  be  brought  against  Southern  Bell  for  restraint  of  trade  and  con- 
tinuing violations  of  Antitrust  laws. 

I  am  directing  also  to  Mr.  John  deButt.s,  President  of  AT&T,  the  same  sets 
of  facts  I  am  providing  you  at  this  point.  If  the  pattern  of  activity  we  are 
experiencing  in  dealing  with  your  people  in  Panama  City  and  Pensacola  is  in 
keeping  with  the  policy  of  Southern  Bell  or  AT&T  we  would  certainly  ai>preci- 
ate  a  reply  indicating  this  fact. 

I  met  personally  with  Mr.  AV.  S.  Turner,  District  Marketing  Manager  for 
Southern  Bell  in  Pensacola  and  he  stated  to  me  that  he  was  following  policy 
directives  "to  the  letter"  and  that  we  could  exi>ect  continuing  attempts  to  "un- 
hook" our  cu.stomers  by  Southern  Bell  Marketing  people. 

Our  attorneys  have  advised  us  to  take  strong  decisive  action  immediately  in 
order  to  protect  our  firm's  right  to  compete  fairly  in  the  Florida  Panhandle 
area.  I  will  meet  with  them  again  in  the  next  few  days  to  hear  their  further 
recommendations  regarding  possible  litigation  against  Southern   Bell. 

At  this  point,  two  of  the  three  customers  involved  in  this  specific  case,  have 
indicated  to  us  that  they  have  no  intention  of  changing  their  decisions  because 
of  the  tactics  employed  by  Southern  Bell.  One  customer  has  now  indicated 
confusion  because  of  questions  raised  by  Southern  Bell's  tactics  and  has  delayed 
contract  finalization  with  us  until  Friday. 

I  can  assure  you  that  we  will  seek  legal  damages  in  the  courts  for  a  substan- 
tial sum  in  the  event  this  customer  elects  to  cancel  his  verbal  commitment  to 
us  as  a  result  of  your  firm's  tactics. 
Very  truly  yours, 

W.  "Bob"  Roberts, 

President. 


Exhibit  9.— Letter  From  Gulf-States  Telephone  Co.  to  A.T.  d  T.  Re  A.T.  &  T. 
Position  on  Organized  Boycotts  of  Companies   Using  Non-Bell  Equipment 

October,  25,  1972. 
Mr.  John  D.  DeButts, 
President, 

American  Telephone  d  Telegraph  Corp.  (ATdT), 
New  York,  N.Y. 

Dear  Mr.  DeButts  :  I  wish  to  bring  to  your  attention  today,  a  matter  which 
I  feel  is  of  a  most  serious  nature. 

Earlier  today,  a  customer  of  our  company  in  Columbus,  Georgia  was  contacted 
by  a  Southern  Bell  employee  and  told  that  effective  today,  all  Southern  Bell 
employees  would  affect  a  boycott  of  three  automobile  dealers  in  the  Columbus 
area  that  had  purchased  privately-owned  ITT  telephone  systems  from  our  firm. 
The  Southern  Bell  employee  further  stated  that  this  boycott  on  the  part  of 
Southern  Bell  employees  would  be  extended  to  cover  any  company  in  the 
Columltus  area  that  elected  to  deal  with  Gulf-States  Telephone  Company  instead 
of  Southern  Bell.  The  employee  also  stated  that  this  boycott  was  placed  into 
effect  today,  under  a  management  directive  issued  by  top  management  in  South- 
ern Bell's  Columbus.  Georgia  office. 

I  would  like  to  know  what  AT&T's  position  is  on  organized  boycotts  of  com- 
pany's using  non-Bell  equipment ;  whether  you  endorse  this  policy  or  not.  It  not, 
what  action  you  plan  to  take  in  the  alrove  described  situation. 

I  would  certainly  appreciate  a  reply  at  your  earliest  convenience. 
Sincerely    yours, 

Gulf-States  Telephone  Co. 
W.  "Bob"  Roberts, 
President. 
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Exhibit    10.— IlUnois    Bell   Memo   Re   Company   Policy   Regarding   Employees 
Engaged  in  Assisting  Competing  Firms 

Illinois  Bell, 
Chicago,  III.,  March  1971. 

To  All  Illinois  Bell  Telephone  People 

Your  future  and  mine  are  closely  tied  to  Illinois  Bell's  fortunes.  Every  sale 
we  make  adds  revenues  especially  neeiled  in  today's  economic  climate.  This 
provides  the  base  on  which  we  cjin  pro-sper  as  a  company  and  as  an  individual. 
Every  sale  we  lose,  on  the  other  hand,  affects  us  all  unfavorably,  the  unions 
with"  which  we  have  contracts,  our  fellow  employees,  our  share  owners,  and 
our  customers,  ^ince  your  family,  too,  has  a  stake  in  the  company's  future,  I'm 
\\riting  you  at  home. 

We  always  have  had  competition,  especially  in  business  services.  Today,  be- 
cause of  regulatory  decisions,  competition  is  gre<iter  than  ever.  Others  are  now 
free  to  sell  communications  equipment,  including  switchboards,  and  with  certain 
restrictions  connect  it  to  our  network.  They  can  establish  communications  sys- 
tems for  our  customers  which  carry  messages,  data  and  other  types  of  signals. 
These  developments  are  new,  and  cannot  help  l>ut  have  some  effect  on  our 
business. 

We  know  we  can  compete  successfully.  We  are  doing  so.  We  believe  we  have 
the  superior  know-how,  best  equipment  and  most  reliable  service  to  cope  with 
any  c<inii)etitive  challenge.  But  we  must  sell  hard  and  serve  better,  and  all  our 
efforts  mu.st  be  directe<l  at  furthering  the  company's  interests.  If  you  hear 
of  a  customer  being  approached  by  a  competitor,  you  can  help  our  sales  effort 
by  letting  vour  supervise >r  know  about  it. 

'  A  few  firms  have  approached  telephone  people  and  have  asked  them  to  use 
their  Bell  System-ac(|uired  knowledge,  training  and  experience  to  connect  and 
maintain  their  competitive  equipment.  Some  of  these  firms  have  attempted 
subterfuge  and  bribery  for  these  skills,  as  well  as  to  obtain  company  records 
they  fe^  will  be  useful  to  them.  I'm  sorry  to  say  that  a  few  of  our  employees 
have  accepted  these  offers. 

Telephone  peoijle  who  assi-st  competitors  are  acting  unethically,  perhaps  un- 
knowinglv.   Such  acts  are  definite  conflicts  of  interest.  To  accept  wages  and 
benefits  from  Illinois  Bell  and  at  the  same  time  receive  payment  from  those 
who  are  competing  against  us  can  only  hurt  us  all. 
Thus,  we  have  established  the  following  policy  : 

Any   employee  engaging  in  activities  to  promote  or  as.sist   in   the  sale, 
maintenance.  "repairrde.sign,  construction  or  installation  of  communications 
equipment  or  systems  competitive  with  services  provided  by   Illinois  Bell 
will  be  subject"  to  immediate  suspension  and  possible  dismissal.   Further, 
Illinois  Bell  will  initiate  appropriate  legal  proceedings  against  such  indi- 
vidual whenever  circumstances  warrant. 
It  is  onlv  fair  to  make  the  company's  position  clear  on  this  question,  should 
you  be  approached  by  a  competing  firm.  Each  of  us  must  guard  against  even 
accidentally  disclosing  any  information  which  will  help  competing  organizations. 
Should  anybody  outside  the  company  ask  you  for  such  information,  I  urge  you 
to  report  it  to  your  supervisor  immediately. 

J.  B.  Gable. 


Exhibit  11.— SoutlnceHtern  Bell  Letter  to  Employees  Re  Company  Policy 
Regarding  Competing  Firms 

Southwestern  Bell. 
St.  Louis,  Mo.,  September  11,  1972. 
De.\r  Fellow  Employees  :  As  you  know.   Southwestern  Bell  is  facing  ever- 
increasing  comi>etition  for  communications  business.  And  with  this  competition, 
come    new    challenges    which    affect   not   only   the   company,    but   each   of   us 
individually. 

There  already  is  a  wide  array  of  communications  equipment  that  competing 
firms  now  sell  and  interconnect  with  the  Bell  System  network.  Moreover,  regu- 
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latory  decisions  also  have  opened  tlie  way  for  competing  communications  systems 
to  set  up  and  carry  messages,  data  and  other  types  of  signals  for  customers. 

While  these  developments  cannot  help  hut  affect  our  business,  I  am  proud  to 
see  we  are  meeting  this  competition  successfully. 

There  is  growing  concern,  however,  for  yet  another  competitive  challenge- 
one  you  may  not  have  heard  about. 

A  few  competing  firms  have  asked  Bell  people  to  use  their  knowledge,  training 
and  experience  off-hours  to  connect  and  maintain  competitive  equipment. 

Telephone  people  who  assist  competitors  are  acting  unethically.  Such  acts  are 

conflicts  of  interest.  To  accept  wages  and  benefits  from  Southwestern  Bell  and 

at  the  same  time  receive  payment  from  our  competitors,  can  only  hurt  us  all. 

It  is  only  fair  to  make  our  company's  position  clear  on  this  question,  should  you 

be  approached  by  a  competing  firm  : 

Any   employee  engaging  in  activities  to  promote  or  assist  in   the   sale, 
planning,  purchase,  construction,  installation  or  maintenance  of  communica- 
tions equipment  or  systems  competitive  with   services  provided  by   South- 
western Bell  will  be  subject  to  discii)line.  which  may  include  dismissal  for 
mi.'^conduct.  Furthermore,  Southwestern  Bell  may  initiate  appropriate  legal 
proceedings  against  such  individual  whenever  circumstances  warrant. 
The  wording  is  concise  and  to  the  point.  Furthermore,  should  anyone  outside 
the  company  request  information  or  assistance  such  as  that  outlined  in  the  above 
statement,  I  urge  you  to  report  it  to  your  supervisor.  It  is  up  to  each  of  us  to 
guard  against  even  accidental  disclosure  of  such  information  which  would  help 
a  competing  company. 

Throughout  our  history,  telephone  people  have  earned  a  high  reputation  for 
integrit.v.  If  l)ut  to  the  test,  I  am  confident  our  conduct  will  continue  to  reflect 
the  higli  ethical  standards  that  are  so  vital  to  our  business. 
Sincerely, 

A.  S.  Alston, 

President. 


THE  INDUSTRIAL  REORGANIZATION  ACT  (S.  1167) 
(The  Communications  Industry) 


FRIDAY,   JUNE   21,    1974 

U.S.  Senate, 
Subcommittee  on  the  Antitrust  and  Monopoly 

OF  the  Committee  on  the  Judiciary, 

Washington.,  B.C. 

The  subcommittee  met  at  9 :35  a.m.,  in  room  2228,  Dirksen  Senate 
Office  Building,  Hon.  Pliilip  A.  Hart  (chairman  of  the  subcommit- 
tee) presiding. 

Present :  Senators  Hart  and  Hruska. 

Staff  present:  Howard  E.  O'Leary,  Jr.,  chief  counsel;  Gerald 
Hellerman,  special  financial  adviser;  Janice  Williams,  chief  clerk; 
Peter  N.  Chumbris,  minority  chief  counsel ;  and  Charles  E.  Kern  IT, 
minority  counsel. 

Senator  Hart.  The  committee  will  be  in  order. 

We  will  call  as  our  first  witness  this  morning,  Mr.  Massick. 

Mr.  Massick  speaks  as  president  of  the  Truckweld  Equipment  Co. 

Mr.  Massick,  we  welcome  you. 

STATEMENT   OF  JAMES  W.   MASSICK,   PRESIDENT,   TRUCKWELD 
EQUIPMENT  CO.,  SEATTLE,  WASH. 

Mr.  Massick.  Thank  vou.  Senator. 

Pursuant  to  tlie  request  by  the  Senate  subcommittee,  T  herewith 
tender  the  following  statement  concerning  the  transactions  of  Truck- 
weld  Equipment  Co.  with  Pacific  Northwest  Bell  Telephone  Co. 
durino:1972.  ^^    ^, 

Truckweld  Equipment  Co.  located  at  789  9th  Avenue  North, 
Seattle,  Wash.  98109,  had  a  communications  system  consisting  of 
about  40  phones  rented  from  Pacific  Northwest  Bell  Telephone  Co. 
at  a  total  cost,  including  lines,  of  approximately  $255  per  month. 
Also,  Truckweld  Equipment  Co.  for  7  years  had  a  Terry  phone 
system,  which  is  essentiallv  an  inner-com]:)any  intercom  between  the 
sales  department,  shop,  office,  and  manufacturing  plant  at  a  cost  of 
$220  per  month.  The  two  communications  systems  were  independent 
of  each  other,  which  necessitated  handling  two  phones  if  there  was 
an  incoming  call  and  a  person  wanted  to  call  within  the  company  in 
order  to  talk  to  somebody  concerning  the  incoming  call. 
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Areata  Communications  Co.  sent  a  letter  to  Truckweld  Equipment 
Co.  on  approximately  December  8,  1971,  wliich  was  generally  in  the 
nature  of  a  sales  letter,  indicating  their  willingness  to  analyze  the 
present  communications  system  of  Truckweld  Equipment  Co.  Pur- 
suant to  the  letter  of  Areata,  a  sales  representative  from  Areata  did 
visit  Truckweld  Equipment  Co.  and  offer  on  approximately  Decem- 
ber 13, 1971,  to  plan  a  detailed  communications  system  for  Truckweld 
Equipment  Co. 

A  written  proposal  from  Areata  was  sent  to  Truckweld  Equipment 
Co.  on  approximately  December  27,  1971.  In  order  to  completely 
analyze  the  existing  eommunications  system.  Areata  had  to  obtain 
the  frequency  of  incoming  calls;  and  in  order  to  do  so,  it  had  to 
obtain  permission  from  Pacific  Northwest  Bell. 

As  soon  as  Areata  made  inquiry  to  obtain  permission  from  Pacific 
Northwest  Bell  for  tlie  liistory  of  the  frequency  of  the  calls,  a  eom- 
munications consultant  from  Pacific  Northwest  Bell  sought  an  inter- 
view with  Truelvweld  Equipment  Co.  for  the  purpose  of  making  a 
counterproposal. 

In  fact,  in  March  1972,  Pacific  Northwest  Bell  Telephone  did  pre- 
sent its  analysis  and  recommendations  for  a  complete  communica- 
tions system.  However,  the  proposal  submitted  by  Pacific  Northwest 
Bell  for  the  communications  system  was  at  greater  cost  than  Arcata's 
proposed  changes  and  Pacific  Northwest  Bell  couldn't  combine  the 
two  present  telephone  systems  into  one,  as  could  Areata. 

It  was  thus  concluded  by  management  of  Truckweld  Equipment 
Co.  that  Arcata's  system  was  better  operationally  and  financially  for 
Truckweld;  and  in  May  1972  it  was  decided  by  the  management  of 
Truckweld  Equipment  Co.  to  install  the  proposed  Areata  system, 
which  was  completed  in  June  1972. 

Virtually  the  same  day  that  the  Areata  eommunications  system  was 
installed.  Pacific  Northwest  Bell  Telephone  ceased  having  Truckweld 
Equipment  Co.  work  on  their  equipment,  and  purchase  new  equip- 
ment from  Truckweld.  Truckweld  Equipment  Co.  since  1956  has  sold 
new  equipment  to  the  Bell  System,  and  had  over  the  years  done  a 
substantial  amount  of  shopwork  on  the  truck  equipment  of  Pacific 
Northwest  Bell  Telephone. 

On  practically  the  same  day  that  the  Areata  communications 
system  was  completed  in  June  1972  Pacific  Northwest  Bell  Telephone 
removed  all  of  the  equipment  that  it  had  being  repaired  in  the  shop 
of  Truckweld  Equipment  Co.  In  fact,  there  was  a  piece  of  equipment 
in  process  in  Truckweld  l^elonging  to  Pacific  Northwest  Bell  that  was 
partially  completed,  and  that  was  taken  out  of  the  shop  of  Truck- 
weld Equipment  Co.  with  the  work  not  completed  on  the  day  that 
the  Areata  eommunications  system  was  finally  installed.  In  response 
to  why  the  Pacific  Northwest  Bell  Telephone  equipment  was  being 
taken  so  abruptly  out  of  the  shop  of  Truckweld,  an  employee  of 
Pacific  Northwest  Bell  Telephone  stated  that,  "Since  you  peoj)le  are 
no  longer  going  to  buy  telephone  service  from  us,  we  are  going  to 
take  the  equipment  out  of  your  shop." 

Since  June  of  1972  there  have  been  no  purchases  of  equipment  by 
Pacific  Northwest  Bell  Telephone  from  Truckweld  Equipment  Co. 
and  there  have  been  no  repairs  in  the  shop  of  Truclcweld  Equipment 
Co.  on  the  equipment  belonging  to  Pacific  Northwest  Bell.  Pacific 
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Northwest  Bell  has  purchased  replacement  parts  for  equipment  pre- 
viously sold  by  Truckweld  Equipment  Co.  to  Bell. 

The  following  table  shows  the  sales  by  Truckweld  Equipment  Co. 
of  merchandise  to  Pacific  Northwest  Bell  Telephone  from  1969 
through  1972,  which  comprised  new  equipment,  repairs,  and  mainte- 
nance in  the  shop,  plus  replacement  parts. 


January                    -  4.03  91.07  221.93  255.82 

February"  385.70  827.50  5,782.94  9.92 

March 415.01  26,807.49  799.07  2,268.25 

April  "-' 1,464.39  3,812.05  627.71  1,078.68 

May""'                         .-  54.97  3,409.19  2,154.49  1,442.52 

June - .-  643.26  4,634.72  492.72  3,722.36 

July                                   14,825.14  1,576.37  869.42 

August "     133.49  1,462.65  781.74 

September           127.54  1,953.11  2,151.21  

October..". 613.22  11,763.02  19,270.50 

November                      11,498.40  514.80  3,644.54 

December"""'.".:.. 7,129.77  825.43  1,643.24 


Total 22,519.78  70,926.17  39,146.46  9,646.97 

Mr.  Massick.  In  summary,  in  1969  we  sold  approximately  $22,500 
worth  of  merchandise. 

In  1970,  we  sold  $70,900. 

In  1971,  we  sold  $39,146. 

And  in  the  first  6  months  of  1972,  we  sold  $9,600. 

The  following  is  a  table  showing  the  sales  by  Truckweld  Equipment 
Co.  to  Pacific  Northwest  Bell  since  June  1972,  which  comprised  only 
replacement  parts  and  a  previously  leased  item  of  equipment  being  sold 
to  Pacific  Northwest  Bell  Telephone. 

1972: 

August $2,  312.  00 

September 893.  60 

October 2,  333.  86 

November 1,  022.  21 

December 893.  71 

Total .- 7,  445.  38 

1973: 

January 1,  355.  17 

February 875.  20 

March 6,  806.  82 

April 6.71 

May 40.  01 

June 101.  28 

July , 1,  502.  28 

August 17.  33 

September 153.  40 

October 995.45 

November 

December 

11,853.65 

Mr.  Massick.  In  the  last  6  months  of  1972  we  sold  approximately 
$6,000. 

The  fact  of  the  matter  is  Pacific  Northwest  Bell  Telephone  has 
suffered  an  approximate  loss  of  $34  per  month  because  of  the  switch- 
over to  Areata  communications  system. 

39-887— 74— Pt. 
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The  monthly  billing  from  Pacific  Northwest  Bell  Telephone  to 
Truckweld  Equipment  Co.  for  the  phone  lines,  excluding  all  long 
distance  calls,  runs  approximately  $285  per  month. 

I  might  add  our  long  distance  calls  range  between  $1,200  and  $1,300 
a  month. 

Because  of  Arcata's  one  communication  system,  the  Terry  phone 
system  was  able  to  be  eliminated  with  an  approximate  saving  of 
about  $220  per  month. 

Senator  Hart.  Hoav  often  were  you  visited  by  Northwest  people 
before  your  company  began  to  consider  the  purchase  of  iis  own 
telephone  system? 

Mr.  Massick.  We  were  never  contacted — if  I  understand  your 
question. 

Senator  Hart.  I  am  really  trying  to  find  out  what  kind  of  iitten- 
tion  was  paid  to  you  before. 

Mr.  Massick.  By  Pacific  Northwest  Bell's  so-called  communications 
consultant  ? 

Senator  Hart.  Yes. 

My.  Massick.  We  never  saw  the  individual  imtil  this  matter  came 
up.  We  were  visited  quite  regularly  during  the  appraisal  of  the  two 
systems:  and  once  the  matter  had  been  decided,  we  have  not  seen  the 
individual  for  the  last  2  years. 

He  was  there  only  during  the  period  of  equipment  evaluation. 

I  might  also  add  that  the  Areata  representative  was  in  our  plant 
on  a  continuing  basis  monitoring  the  system  that  they  did  install. 
We  have  been  extremely  pleased  with  what  we  have.  To  my  knowl- 
edge, the  Bell  System  is  not  yet  as  able  to  come  up  with  a  system 
comparable  to  the  Areata  system. 

I  might  expand  somewhat  on  the  overall  relationship  with  the  tele- 
phone company.  Our  company  is  basically  a  manufacturer  and  dis- 
tributor of  custom  truck  bodies.  These  range  from  dump  trucks  to 
fire  engines  to  perhaps  garbage  trucks  to  aerial  ladders,  that  type  of 
thing. 

Our  total  utility  business  represents  less  than  a  third  of  our  overall 
volume.  I  might  add  that  after  reading  the  article  in  the  newspaper 
last  night,  that  our  customers,  as  of  today,  iiiclude  Seattle  City  Light, 
Tacoma  City  Light.  Puget  Sound  Power  &  Light,  the  State  of  Wash- 
ington, virtually  every  pul)lic  utility  district  in  Washington,  the 
State  of  Alaska,  and  the  cities  of  Anchorage  and  Fairbanks,  Alaska. 

A  large  majority  of  the  still  privately  owned  telephone  systems 
within  the  State  of  Washington  also  are  included. 

Pacific  Northwest  Bell's  overall  volume  with  us  is  less  than  1  per 
cent  of  our  total  business. 

We  have  had  very,  very  little  to  do  with  the  Bell  telephone  system 
per  se  in  the  last  21/^  years. 

Senator  Hart.  Mr.  O'Leary  ? 

Mr.  O'Leart.  Mr.  Massick.  at  the  bottom  of  page  3  of  your  state- 
ment, you  indicate  that  the  telephone  company  now  purchases  re- 
placement parts  from  you. 

Mr.  Massick.  That's  correct. 
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Mr.  O'Leary.  Are  these  parts  available  elsewhere,  or  readily  avail- 
able elsewhere  ? 

Mr.  Massick.  No,  they  are  not.  They  are  parts  by  and  large  for 
aerial  equipment  that  we  distribute ;  and  there  is  one  distributor  in  a 
given  area,  such  as  Washington,  or  Oregon,  the  State  of  Alaska. 

Mr.  O'Leary.  It  appears  in  March  of  1973  you  did  $6,606  worth  of 
business  with  Pacific  Bell  ? 

]Mr.  Massick.  Yes.  That  was  the  sale  of  a  leased  item  of  equipmjent 
to  them  that  they  wished  to  exercise. 

Mr.  O'Leary.  Can  you  enlarge  on  that  ? 

Mr.  INIassick.  Yes.  We  had  manufactured  and  leased  to  them  a 
large  trailer  that  we  called  a  reel  trailer  to  haul  reels  of  underground 
cable.  That  item  had  been  on  lease  and  they  wished  to  exercise  the 
purchase  option,  and  did  so. 

INIr.  O'Leary.  That  equipment  had  been  previously  leased  to  Pacific 
Northwest  Bell  prior  to  you  putting  in  your  own  telephone  equip- 
ment ? 

]Mr.  Massick.  Yes. 

INIr.  O'Leary.  With  respect  to  your  telephone  system  that  you  now 
have,  are  you  satisfied  with  the  equipment  in  service? 

INIr.  INIassick.  Absolutely.  Extremely  so. 

jNIr.  O'Leary.  What,  if  anything,  can  you  tell  us  about  its  flexi- 
bility? 

Mr.  ]Massick.  The  one  instrument  that  we  have  has  six  incoming 
telephone  lines,  plus  two  internal  communication  lines,  and  two 
internal  page  lines. 

In  other  words,  I  can  receive  an  incoming  call,  have  a  question  for 
an  individual  in  the  plant,  page  him,  have  him  answer  me  on  a 
private  internal  communication  line,  satisfy  any  question  that  I 
might  have,  and  then  go  back  to  the  incoming  call,  all  in  the  same 
instrument. 

Mr.  O'Leary.  I  talce  it  that  you  prefer  this  equipment  to  what 
which  the  telephone  company  was  capable  of  providing  ? 

Mr.  Massick.  Absolutely. 

Mr.  O'Leary.  With  respect  to  your  own  telephone  service;  have 
you  been  able  to  get  satisfactory  service  and  maintenance  ? 

Mr.  Massick.  Yes,  I  have. 

The  system  itself  is  maintained  by  the  Areata  Communication  Co. 
whenever  there  is  a  problem  with  it.  The  maintenance  has  just  been 
outstanding. 

IMr.  O'Leary.  I  have  no  further  questions,  Mr.  Chairman. 

Senator  Hruska  [presiding].  Mr.  Chumbris? 

Ml-.  Chumbris.  INIr.  Chairman,  ma^'-  I  ask  for  the  record  that  a 
press  release  that  was  issued  yesterday  by  A.T.  &  T.,  which  was 
reported  partly  in  the  Washington  Post  this  morning,  be  made  part 
of  this  record  as  a  policy  of  the  corporation  ? 

Senator  Hruska.  In  this  regard  ? 

Mr.  Chumbris.  Yes. 

Senator  Hruska.  Very  well.  Without  objection  it  will  be  in  the 
record. 
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Senator  Hruska.  There  being  no  further  questions,  we  thank  you 
for  appearing. 
Mr.  Massick.  Thank  you. 
[The  following  was  received  for  the  record :] 

MATERIAL  RELATING  TO  THE  TESTIMONY  OF  MR.  MASSICK 
Exhibit  1. — Release  of  A.T.  &  T.  Re  Testimony  of  Mr.  Massick 

Pacific  Northwest  Bell  said  that  there's  been  no  change  in  the  company's 
business  relationship  with  the  Truck  weld  Equipment  Company.  The  company 
has — and  does — consider  Truckweld  a  source  of  supply  for  certain  products  and 
services.  It  said  that  the  amount  of  supplies  purchased  from  Truckweld  in  the 
past  two  years  has  dropped  for  two  reasons :  a  downturn  in  a  number  of  busi- 
ness factors  that  caused  a  cutback  in  expenditures  (for  example,  in  the  summer 
of  '72  when  Pacific  Northwest  Bell  started  reducing  expenditures  at  Truck- 
weld, it  also  released  some  600  employees)  ;  and  Truckweld's  loss  of  three 
franchises  that  cover  equipment  Pacific  Northwest  Bell  would  normally  con- 
sider and  use. 

Senator  Hruska.  Our  next  witness  is  Mr.  Thrun  of  Thrun 
Chevrolet. 

Mr.  Thrun,  you  have  submitted  a  statement  to  the  committee.  You 
may  proceed  with  it. 

STATEMENT    OF    WOLFGANG    M.    THRUN,    PRESIDENT,    THRUN 
CHEVROLET,  INC.,  DES  MOINES,  IOWA 

Mr.  Thrun.  Gentlemen,  on  or  about  the  10th  of  October  1973  I  got 
in  touch  with  Northwestern  Bell  in  Des  Moines,  Iowa,  in  regard  to  a 
new  phone  system,  as  our  present  system  was  inadequate.  Two  gentle- 
men from  Northwestern  Bell  came  to  my  dealership,  one  of  whom 
was  Daryl  Petersen,  communications  representative  in  the  marketing 
department. 

I  inquired  about  the  system  "300,"  since  I  was  familiar  with  it. 
Northwestern  Bell  studied  our  operation  for  our  needs,  some  engi- 
neers checked  locations  for  the  equipment,  and  a  proposal  was  made. 
Northwestern  Bell  decided  that  the  "200"  system  was  adequate  for 
our  present  and  future  needs. 

We  decided  to  enter  into  a  written  and  signed  contract  with  North- 
western Bell,  a  copy  of  which  is  enclosed. 

[See  exhibit  1  at  the  end  of  Mr.  Thrun's  oral  testimony.] 
Mr.  Thrun.  About  4  or  5  days  after  the  order  and  contract  was 
signed  with  Northwestern  Bell,  INIr.  Petorpen  and  anotlier  represent- 
ative came  to  see  me.  They  told  me  that  they  had  some  good  news 
and  some  bad  news.  I  was  informed  the  good  news  was  that  the 
system  could  be  installed  about  30  to  45  days  sooner  than  originally 
thought.  The  bad  news  was  that  the  installation  charges  would  be 
$2,800  instead  of  $510  and  the  monthly  charge  would  be  about  $874 
a  month  instead  of  $635.  My  reaction  to  this  was  very  negative. 

I  asked  about  the  contract  that  we  had  signed  and  I  was  told  that 
Northwestern  Bell  would  naturally  release  me  from  it.  My  comment 
was  that  I  would  rather  have  them  comply  with  it.  But  this  they 
could  not  do.  Before  they  left  I  told  them  that  I  was  aware  of  other 
systems  on  the  market  and  I  would  check  into  it.  They  seemed  to  be 
relieved  as  to  the  outcome  of  our  conversation.  After  they  were  gone 
I  called  my  attorney,  Kobert  Dreher,  told  him  the  story  and  asked 
him  to  get  me  released  from  my  contract  with  Northwestern  Bell.  He 
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felt  this  would  not  be  a  problem  since  we  knew  the  legal  counsel  of 
Northwestern  Bell. 

From  this  point  I  started  negotiations  with  Sound,  Inc.,  whose 
representative  is  Joe  Emmerson.  I  found  out  that  I  could  lease- 
purchase  a  better  and  more  versatile  system  for  less  expense  from 
Sound,  Inc.  In  the  meantime,  I  was  called  upon  by  Northwestern 
Bell  in  a  number  of  meetings  with  dijfferent  people,  one  of  wliom 
was  Mr.  W.  R.  Vogel.  The  following  proposals  for  the  "200"  system 
were  made  to  me : 

(1)  To  help  me,  Northwestern  Bell  would  spread  the  installation 
cost  over  a  12-month  period ; 

(2)  Northwestern  Bell  was  working  on  a  new  billing  system  over  a 
longer  period  of  time,  like  a  falling  curve ; 

(3)  Price  reductions  were  offered ;  and 

(4)  Assignment  of  special  repairmen  to  our  account. 

In  the  meantime,  my  attorney  informed  me  that  he  had  obtained  a 
signed  release  from  Northwestern  Bell  on  the  original  contract. 

The  next  stand  Mr.  Vogel  took  was  that  Northwestern  Bell  would 
hold  me  to  my  original  contract.  I  informed  Mr.  Vogel  that  I  had  a 
release  from  it,  and  he  was  very  surprised  since  he  was  not  aware  of 
it. 

Nortliwestern  Bell's  next  proposal  was  to  install  a  Sound.  Inc., 
system  for  less  money,  approximately  $12  less  a  month  than  Sound, 
Inc.'s  proposal.  At  this  time  I  told  Mr.  Vogel  that  my  credibility  in 
Northwestern  Bell  was  shot,  and  I  would  use  smoke  signals  before  I 
would  do  business  with  Northwestern  Bell. 

He  said  he  was  surprised  at  my  thinking,  since  he  was  sure  that  all 
car  dealers  were  "wheelers  and  dealers."  I  told  him  the  deijliugs  are 
over  with  a  signed  contract.  He  said  he  was  sorry,  but  Northwestern 
Bell  could  not  afford  to  have  me  like  the  new  system,  "Sound," 
because  other  dealers  might  change  their  systems  also. 

During  this  period  Northwestern  Bell  had  bid  requests  for  npprox- 
imately  100  new  vehicles.  Because  of  all  this  going  on,  we  did  not  bid 
on  their  bid  request. 

On  the  day  of  the  opening  of  the  bids,  my  new  car  manager  was 
called  by  Northwestern  Bell  and  told  we  were  given  24  more  hours  if 
we  wanted  to  submit  a  bid  on  the  vehicles.  We  declined  the  offer. 

From  December  1973  to  about  the  middle  of  February  1974  my 
managers  informed  me  that  some  of  our  customers  who  workod  for 
Northwestern  Bell  were  told  by  Telco  Credit  Union  to  buy  cars  from 
dealers  that  had  Northwestern  Bell  equipment.  Since  about  the 
middle  of  February  we  have  had  no  more  of  it  and  have  begun  to  do 
some  business  with  Northwestern  Bell. 

Recently,  Iowa  Public  Relations  Director  Ray  Peterson  bought  a 
new  car  from  us.  He  gave  his  business  card  to  the  salesman  with  the 
request  that  I  be  informed  of  the  purchase,  and  to  tell  me  that  North- 
western Bell  had  really  mishandled  Thrun  Chevrolet. 

Senator  Hart.  I  think  counsel  wants  to  put  into  the  record,  if 
there  are  no  objections,  several  documents. 

Mr.  Hellerman.  Thank  you.  I  would  like  to  introduce  into  the 
record  approximately  40  folders  of  information  filed  by  various 
parties.  These  folders  contain  numerous  documents,  some  from 
customers  of  different  interconnect  sales  companies. 

Senator  Hart.  They  will  be  received. 
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[The  documents  appear  as  exliibit  2  at  the  end  of  Mr.  Thrun's  oral 
testimony.] 

Mr.  CiiUMBRis.  Mr.  Chairman,  in  receiving  those  documents,  since 
they  are  rather  voluminous  and  since  there  will  be  some  time  before 
the' company  will  be  able  to  respond  because  they  are  not  appearing 
until  the  9th  of  July  and  I  believe  the  30th  of  July— do  we  have 
copies  so  they  can  be  made  available  to  the  parties  who  are  being 
charged  with'  these  things  so  they  will  have  plenty  of  opportunity  to 
look  at  them  and  make"  whatever  response  that  is  necessary  for  the 
record  ? 

Senator  Hart.  Copies  will  be  made  available  promptly. 

You  may  proceed  with  your  questions. 

Mr.  Hellermax.  Mr.  Thrun,  toward  the  bottom  of  the  first  page 
of  your  statement  you  mention  you  were  called  upon  by  Nortliwestern 
Bell  a  number  of  times.  Did  you  invite  them? 

:Mr.  Thrun.  No,  sir.  As  a  matter  of  fact  they  came  in  any  time 
they  wanted  to.  If  I  didn't  have  time,  they  left  and  just  chose  their 
opportunities  whenever  they  could  talk  with  me. 

Mr.  Hellerman.  How  many  visits  did  you  receive  from  North- 
western Bell  personnel  after  they  found  out  you  wore  considering 
acquiring  your  own  telephone  equipment  ? 

Mr.  Thrux.  About  seven  or  eight. 

Mr.  Hellerman.  How  often  did  they  visit  you  after  they  found  out 
you  were  going  to  buy  your  own  equipment  ? 

Mr.  TiiRUisr.  Never. 

:Mr.  Hellerman.  Would  you  comment  on  their  approach  or  atti- 
tude? 

Mr.  Thrun.  I  had  the  feeling  I  was  trying  to  be  mtmndated  to  use 
the  system  because  by  telling  me  that  Northwestern  B?ll's  customers 
would  set  better  service  in  case  of  equipment  failure,  in  this  case, 
would  only  be  the  trunklines,  but  T  didn't  feel  that  in  any  which  way 
could  they  conduct  their  business  like  T  though.t  it  should  be  con- 
ducted. 

Mr.  Hellerman.  Did  the  same  personnel  show  up  each  time  or 
were  there  several  different  persons  ? 

Mr.  Thrux.  There  were  others.  Normally  there  was  one  gentleman 
from  the  previous  meeting,  and  then  his  supervisor,  somebody  else. 
came  with  him.  Sometimes  three  people  saw  me. 

Mr.  Hellerman.  You  indicate  in  your  statement  that  Northwestern 
Bell  proposed  that  they  install  the  exact  same  equipment  that  you 
were  o-oinir  to  purchase  from  Sound.  Inc.  Do  you  mean  that  North- 
western Bell  wns  o-oing  to  go  ont  and  buy  the  exact  same  equipment 
and  then  turn  around  and  lease  it  to  you  ? 

Mr.  Thrun.  That  is  what  T  was  told.  yes. 

Mr.  Hellerman.  Who  told  you  that? 

Mr.  Thrun.  Mr.  Vogel. 

Mr.  Hellerman.  Wio  is  Mr.  Yogel  ? 

Mr.  Thrun.  He  is  the  communications  representative  from  the 
mnrketino;  department. 

Wait.  Also  he  is  the  supervisor  of  ;Mr.  Petersen,  Daryl  Petersen. 
Mr.  Hellerisian.  Tn  connection  witli  the  statement  at  the  bottom  of 
page  2  concernino-  the  credit  union,  are  you  aware  of  an  instance 
wliere  a  Northwestern  Bell  employee  signed  with  vou  to  purchase  a 
car  and  then  was  refused  financing  by  the  credit  union  ? 
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]Mr.  Thrun.  That  is  true.  That  was  only  one  instance.  Des  Moines 
is  a  small  city,  and  the  desire  of  our  dealership  is  to  try  and  do  busi- 
ness with  ev6r3^body.  I  have  instructed  my  people,  regardless  of  the 
phone  company's  feeling,  we  still  would  appreciate  tlieir  business. 

Also,  they  have  run  into  a  number  of  problems  where  people  would 
tell  them  that — you  know,  we  couldn't  get  the  money  borrowed  if  we 
buy  the  car  from  you.  In  some  instances,  we  made  provisions  through 
banks  and  reloaned  the  money  to  the  customers.  , 

Mr.  Hellerman.  Mr.  Chairman,  I  would  like  to  introduce  addi- 
tional documents  at  tliis  point  in  the  record.  One  is  a  letter  from  the 
Tntei-nal  ^Medical  Clinic  in  Des  Moines,  Iowa,  concerning  tlio  situ- 
ation, at  ^^Torthwestern  Bell.  In  fact,  in  her  letter  Irene  Spradling 
mentions  ]Mr.  Yogel  particularly.  [See  exhibit  3.] 

In  addition,  I  would  like  to  introduce  union  publications,  one 
dated  January  1973.  volume  14,  issue  1,  published  by  Local  7400  of 
the  Communications  Workers  of  America,  and  anotlier  document  of 
the  Communication  Workers  Association  meeting  m  October  1973. 
[See  exhibits  4  and  5.] 

Also,  at  this  time,  excerpts  from  contracts  between  Southern  Bell 
Telephone  Co.  and  Communication  Workers  of  America,  and  the 
general  agreement  between  Xortliwestern  Bell  Telephone  and  the 
Communications  Workers  of  America  where  it  is  indicated  that  the 
Bell  Telephone  Co.  has  the  ability  to  remove  objectionable  material 
from  bulletin  boards ;  and  then  pictures  of  a  bullet  in  board  down  in 
the  Texas  area;  and  a  transcript  of  a  tape-recorded  message.  Com- 
munications Workers  of  America.  Local  1170,  January  9,  1974,  indi- 
catin,^  that  the  telephone  workers  should  stop  doing  business  with 
certain  companies.  [See  exhibits  6  and  7.] 

]Mr.  CHrzviBRis.  May  I  make  the  same  reservation? 

Senator  Hart.  Yes.  With  the  assurance  the  documents  will  be  made 
available  promptly  to  the  telephone  company. 

Mr.  Hellerman.  No  further  questions,  Mr.  Chairman. 

Senator  Hart.  Mr.  Chumbris? 

Mr.  Chfmbris.  Mr.  Chairman,  I  have  no  questions. 

Senator  Hart.  I  was  away  when  you  started  and  I  read  through 
your  statement.  I  find  it  interesting.  Could  T  ask  for  the  record  the 
A^olnme  of  business  you  do  in  terms  of  new  car  units? 

Mr.  Thrun^.  We  are  selling  approximately  14  or  15  new  units  and 
about  1.000  used  units. 

Senator  Hart.  Thank  you  very  much. 

[The  following  was  received  for  the  record.  Testimony  resumes  on 
p.  2974.] 

MATERIAL  RELATING  TO  THE  TESTIMONY  OF  WOLFGANG  M.  THRUN 

Exhibit  1. — Copy  of  Contract  Between  'Northwestern  Bell  Telephone  Co.  and 
Thrun  Chevrolet 

Northwestern  Bell  Telephone  Co.,  Telephone  Service  Contract 

This  Asreement.  made  this  16  dav  of  October.  197.3.  between  NORTHWEST- 
ERN BELL  TELEPHONE  COMPANY,  hereinafter  called  the  "Telephone  Com- 
pany." and  Thrun  Chevrolet,  hereinafter  called  the  "Subscriber." 

It  is  agreed  between  the  parties  that : 

1.  The  Telephone  Company  will  furnish,  install  and  maintain  a  Series  200 
plus  options,  hereinafter  called  the  "Service."  at  623  E.  Grand,  in  connection 
with  exchange,  toll  and  long  distance  service. 

2.  The  Service  will  consist  of  that  furnished  by  the  equipment  having  the 
features  listed  in  the  schedule  attached  hereto.  Said  Service  may  be  modified 
from  time  to  time  by  the  consent  of  the  parties. 
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3.  The  Subscriber  will  pay  the  Telephone  Company  (a)  monthly  in  advance 
for  the  Service  furnished  hereunder,  and  other  exchange  Telephone  Service,  at 
the  rates  lawfully  in  effect  at  the  time  such  Service  is  furnished;  (b)  monthly 
for  all  long  distance  Service  sent  paid  from  or  received  collect;  and  (c)  for 
any  service  connection,  move,  change  or  other  non-recurring  charges,  at  the 
rates  lawfully  in  effect  at  the  time  such  Service  is  furnished  or  work  performed. 

4.  The  initial  term  of  this  contract  will  be  3  years  beginning  with  the  com- 
mencement of  the  Service  hereimder;  thereafter,  the  contract  will  continue  in 
effect  until  terminated  by  thirty  days  written  notice  by  either  party  to  the 
other.  This  contract  may  be  terminated  by  the  Subscriber  prior  to  expiration 
of  the  initial  term  upon  payment  of  any  sums  then  due,  including  any  unex- 
pired minimum  and  basic  termination  liability  charges  applicable  to  the  Service, 
as  either  initially  or  subsequently  provided,  pursuant  to  Telephone  Company 
Tariffs. 

5.  The  Telephone  Company  will  immediately  commence  such  engineering  and 
other  preparations  as  are  required,  and  will  attempt  to  furnish  the  Service 
commencing  on  March  5,  1974.  The  Subscriber  agrees  to  receive  and  purchase 
the  Service  commencing  on  said  date,  or  if  not  available  then  at  such  later 
date  as  the  Telephone  Company  actually  is  ready  to  provide  the  Service.  In  the 
event  the  Telephone  Company  is  unable  for  any  reason  to  furnish  the  Service 
or  a  reasonably  adequate  part  thereof  within  a  reasonable  time  of  the  above 
date,  the  Telephone  Company  shall  provide  suitable  alternative  Telephone  Serv- 
ice sufficient  to  meet  the  minimum  telephone  needs  of  the  Subscriber  until  such 
time  as  the  Service  is  available.  Such  alternative  Telephone  Service  shall  be 
furnished  at  the  rates  lawfully  in  effect  at  the  time  such  Service  is  furnished. 

6.  It  is  understood  that  to  provide  the  Service  on  the  above  date,  the  Tele- 
phone Company  must  incur  considerable  expense  and  make  substantial  invest- 
ments well  in  advance  of  said  date.  Much  of  such  expense  and  investment  can- 
not be  allocated  to  other  Service  in  the  event  the  Service  hereunder  is  deferred 
or  cancelled.  Consequently,  the  Subscriber  agrees  to  inform  the  Telephone  Com- 
pany as  soon  as  possible  of  changes  in  its  plans  or  circumstances  that  may 
require  cancellation  or  deferral  of  the  Service  hereunder  so  that  the  Telephone 
Company  may  cancel  or  defer  its  preparations  and  otherwise  minimize  any 
loss.  When  a  customer  cancels  or  defers  his  order  for  service  before  the  service 
is  activated,  a  charge  applies  to  allow  the  Telephone  Company  to :  recover  the 
non-recoverable  costs  of  engineering,  labor,  material  and  equipment  in  case  of 
cancellation  or  sustain  an  investment  beyond  a  reasonable  period  in  case  of 
deferral. 

Charges  apply  as  follows  : 

A.  Cancellations— the  charge  is  equal  to  the  non-recoverable  costs  incurred 
prior  to  the  request  for  cancellation  and  the  costs  of  removal,  restoration  and 
disposal,  if  any,  to  comply  with  cancellation.  These  costs  include  engineering, 
labor  and  non-recoverable  material  and  equipment  expense,  among  others.  The 
maximum  amount  charged  shall  not  exceed  the  total  of  all  non-recurring, 
minimum  monthly  and  termination  charges  which  would  have  applied  had  the 
service  as  ordered  been  established. 

B.  Deferment  of  start  of  service  : 

If  ithe  request  for  deferment  is  received  by  the  Telephone  Company  prior  to 

the  date  an  order  for  the  equipment  is  placed  with  its  supplier— no  charge  shall 

apply.  ,  , 

If  the  request  for  deferment  is  received  by  the  Telephone  Company  subsequent 

to  the  date  the  order  for  the  equipment  was  placed  with  its  supplier: 

(i)  For  deferments  of  up  to  ninety  (00)  days  beyond  the  original  agreed 
upon  start  service  date— no  charge  shall  apply. 

(ii)   For  deferments  extending  beyond  ninety    (90)   days,  a  monthly  re- 
curring charge  based  upon  costs  incurred  prior  to  the  request  for  defer- 
ment applies"^  This  monthly  charge  equals  the  deferred  investment  times 
the  prime  interest  rate  plus  recurring  costs  resulting  directly  from  defer- 
ral, such  as  storage,  taxes,  etc.  In  addition,  any  extraordinary  non-recurring 
costs  resulting  from  the  deferral,  such  as  additional  engineering  and  labor, 
or  transportation,  shall  be  billed  in  total.  Billing  shall  start  the  besiuning 
of  the  fourth  month  of  deferment  and  extend  to  the  start  of  service. 
Charges  shall  not  exceed  the  monthly  rate  which  would  have  applied  had 
the  service  been  established. 
7,  Any  conduit  and  molding  which  must  be  placed  upon  the   Subscriber's 
premises  and  grounds  to  carry  Telephone   Company  cables  and   wiring  used 
to  serve  the  Subscriber  will  be  provided,  installed  and  maintained  by  the  Sub- 
scriber. 
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8.  All  operating  at  the  Subscriber's  premises  in  connection  with  this  service 
shall  be  performed  by  and  at  the  expense  of  the  Subscriber  in  a  manner  con- 
forming with  Telephone  Company  rules  and  regulations  intended  to  maintain 
a  proper  standard  of  service  and  specifying  the  authorized  use  of  each  service 
furnished. 

9.  The  Rules,  Regulations  and  Tariffs  of  the  Telephone  Company  as  lawfully 
in  effect  during  the  period  in  which  the  Service  is  furnished,  installed  and 
maintained  hereunder,  are  part  of  this  contract  and  are  binding  on  the  parties 
as  if  fully  set  out  herein. 

Northwestern  Bell  Telephone  Co., 
By  W.  T.  Toon, 

District  Sales  Manager. 
Thkun  Chevrolet, 
By  Wolfgang  M.  Thrun. 

Private  Branch  Exchange  Schedule  to  Telephone  Service  Contract 

(Between  Northwestern  Bell  Telephone  Company  and  Thrun  Chevrolet,  dated 
October  16,  1973) 

The  following  equipment  features  will  be  furnished,  installed  and  maintained 
as  i)art  of  said  contract : 

1.  PBX  Serving  Equipment  or  PBX  Series  200  plus  options. 

2.  Number  of  Stations  : 

A.  Main :  On  premise,  25 ;  off  premise  5. 

B.  Extension. 

C.  Restricted. 

3.  Number  of  Central  Office  Trunks : 

A.  Combination,  10. 

B.  Out  Dial. 

C.  Incoming. 

4.  Attendant  Positions : 

A.  Console  :  Type,  universal ;  quantity,  1. 

B.  Switchboards. 

5.  Opitional  Features : 

A.  Touch-Tone  Calling. 

B.  Dial  Code  Call. 

C.  Access  to  Paging  (x). 

D.  Dial  Dictation. 

E.  Attdt.  Controlled  Conference. 

F.  Tie  Lines — Quantity. 

G.  Busy  Lamp  Field  Only. 
H.  Toll  Diversion  (x). 

I.  Station  DSS. 

J.  Station  Controlled  Conference. 

K.  Station  features  (x),  Consultation  Hold  (x),  Dial  Station  Transfer 
Add  on  ( X ) . 

6.  Summary  of  Basic  Termination  Charges  *  $2,610. 

7.  Summary  of  Initial  Charges :  ^  Total  Non-Recurring,  $-510 ;  Total  Monthly, 
$635.  

Exhibit  1a. — A.T.  d  T.  Response  to  Testimony  of  Thrv.n  Chevrolet 

Northwestern  Bell  said  the  Telephone  Credit  Union  was  asked  by  a  salesman 
from  Thrun  Chevrolet  early  this  year  to  direct  prospective  car  buyers  to  Thrun. 
He  was  told  that  the  Credit  Union  policy  is  not  to  recommend  dealers. 

The  NWB  contract  signed  by  Mr.  Thrun  for  equipment  clearly  indicated  it 
was  subject  to  tariff  changes.  The  traiff  change  granted  before  the  Thrun  system 
was  installed  affected  about  50  similar  contract  situations.  The  higher  installa- 
tion charges  were  paid  in  all  but  the  Thrun  case — where  NWB  agreed  to  void 
the  contract — and  in  two  other  cases  where  NWB  was  able  to  install  service 
before  the  effective  date  of  the  tariff  change. 

Northwestern  Bell  denies  that  Thrun  Chevrolet  was  offered  a  price  reduction  to 
induce  purchase  of  its  communications  equipment  rather  than  a  competitor's. 


^  The  following  items  are  subject  to  Basic  Termination  Charges.  Basic  Termination 
Liability  of  $2,610  applies  to  the  common  equipment  and  attendant's  position.  Thia 
amount  decreases  %6th  for  every  month  of  continuous  service. 

2  All  equipment,  service,  liability  and  charges  shown  above  are  as  of  the  date  of  this 
contract,  are  subject  modification  by  the  parties,  and  are  subject  to  Telephone  Company 
Rules,  Regulations  and  Tariffs  wherever  applicable. 
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Teleci,  Inc., 
Jackson,  Tenn.,  September  22,  1912. 
Mr.  Joel  W.  Westbeook, 

Sheehy,  Cureton,  Westbrook,  Lovelace  d  Nielsen, 
12th  Floor, 

American-Amicaile  Bldg., 
Waco,  Tex. 

Dear  Joel  :  I  am  sending  your  a  copy  of  a  proposal  from  a  telephone  com- 
pany in  Alabama.  If  you  will  look  on  page  six,  you  will  see  that  they  are 
offering  to  sell  the  Trimline  phone  rather  than  to  lease  it.  I  believe  this  is  in 
violation  of  consent  decree. 

We  are  enclosing  our  check  #2375,  dated  9-22-72  in  the  amount  of  $1,500.00. 
Sincerely  yours, 

Curtis  C.  Graves, 
Teleci,  Inc., 

President. 
Enclosure. 

III.  Trimline  Patient  Telephones 

The  TRIMLINE  telephone  instrument  is  recommended  for  patient  stations 
at  Brookwood,  because  it  is  ideal  for  bedside  dialing  convenience.  This  instru- 
ment fits  in  the  palm  of  the  hand,  and  has  proven  to  be  a  significant  factor  in 
the  quality  of  service  experienced  by  patients  in  many  hospitals. 

Several  hospitals  are  now  using  TRIMLINES  for  patient  telephone  service. 
If  consoles  are  provided  by  each  patient's  bed,  this  set  can  be  permanently 
mounted. 

A  variety  of  colors  are  available  to  complement  any  patient  room  decor,  at 
no  extra  charge.  Both  wall  and  desk  sets  are  available. 

As  of  August,  1971,  a  special  single  purchase  option  is  available  with  the 
TRIMLINE,  offering  an  alternative  to  the  leasing  policy  of  South  Central 
Bell.  In  lieu  of  the  $1.32  monthly  lease  charge,  a  single  payment  option  charge 
of  $78.00  applies  in  addition  to  normal  installation  charges.  This  option  is 
offered  to  allow  customers  more  choice  in  the  selection  of  a  communications 
system. 

FiSK  Telephone  Systems,  Inc., 

Dallas,  Tex.,  October  2,  1912. 
Mr.  Harry  L.  Black, 
Data  Marketing  Manager, 
Southwestern  Bell  Telephone  Co., 
8SJi-A,  500  South  Ervay, 
Dallas,  Tex. 

Dear  Me.  Black:  Would  you  please  clarify  your  company's  position  regard- 
ing the  installation  of  Voice  Connecting  Arrangements  for  use  with  customer 
provided  equipment? 

Since  about  February,  1972,  we  have  been  quoted  a  two  to  four  week  interval 
on  these  devices  and  they  have  been  generally  installed  within  those  intervals 
on  the  requested  dates. 

As  I  understand  our  conversation  today,  these  devices  (VCA's)  will  now  be 
on  a  minimum  delivery  interval  of  nine  weeks  with  no  firm  date  quoted. 

Since  the  VCA's  are  solely  a  requirement  of  your  company,  we  request  that 
you  provide  us  with  firm  dates  with  a  reasonable  interval  for  installation.  How 
will  this  new  policy  affect  pending  installations  for  which  we  have  established 
in-service  dates  ? 

If  the  delays  are  due  to  shortage  of  VGA  devices,  how  will  these  devices  be 
allocated  to  each  city  and  district  and  how  will  priorities  be  established? 

Please  let  me  have  your  answer  in  writing  as  soon  as  possible  so  that  proper 
arrangements  can  be  made  with  your  customers  who  choose  to  provide  their 
own  equipment. 

Yours  truly, 

John  W.  Hinkle. 


2769 

Southwestern  Bell, 
Dallas,  Tex.,  November  1,  1972. 
FisK  Telephone  Systems,  Inc., 
2535  Farring'ton, 
Dallas,  Tex. 

Dear  Mr.  Hinkle:  This  is  to  aclmowledge  your  letter  dated  October  2,  1972, 
in  which  you  request  our  Company's  position  regarding  the  installation  of  Voice 
Connecting  Arrangements  for  use  with  customer-provided  equipment. 

We  have  numerous  VCA's  available,  most  of  which,  are  furnished  without 
delay.  At  the  present  time,  we  are  able  to  quote  firm  intervals  on  most  o5  the 
VCA's.  with  the  exception  of  the  STC  (KS20721)  interface  unit.  The  STC 
units  are  in  short  supply  and  on  an  allocation  basis. 

Our  position  is  that  we  will  continue  to  try  to  meet  your  requestecl  service 
dates ;  however,  at  times  it  will  not  be  possible  due  to  the  temporary  inability 
of  the  private  suppliers  to  maintain  adequate  production  to  meet  the  demand. 
Orders  for  the  STC's  are  allocated  on  the  seniority  of  the  date  requested  basis. 
In  other  words,  first  come  first  served. 

We  regret  this  situation  exists  and  hope  the  problem  will  be  rectified 
shortly.  You  will  be  advised  when  we  are  able  to  provide  the  STC  units  on  a 
regular  interval. 

Yours  truly, 

Harky  L.  Black, 
Data  Marketing  Manager. 

December  20,  1912. 
Mr.  Kelley  Griffith, 
Chief,  Rates  and  Tariffs, 
Common  Carrier  Bureau, 
Federal  Communications  Commission, 
Washington,  D.C. 

Dear  Mr.  Griffith  :  Knowing  of  your  interest  in  interconnect  matters  gen- 
erally, I  am  writing  to  give  you  one  more  specific  example  of  the  hardship  and 
damages  suffered  by  interconnect  suppliers  as  a  result  of  their  tariff  dependency 
on  telephone  companies  for  the  delivery  of  connecting  arrangements. 

Recently,  Chadbourne  Hosiery  Co.  decided  to  move  its  plant  and  business 
facilities  from  Charlotte,  North  Carolina  to  Gainesville,  Georgia.  In  the  process 
of  opening  these  new  facilities,  Chadbourne's  management  entered  into  a  con- 
tract with  Petty  Communications,  Inc.  to  acquire  an  interconnected  communi- 
cations system.  In  accordance  with  that  agreement,  Petty  promised  an  installa- 
tion cut-over  date  of  December  1,  1972. 

To  meet  this  promised  installation  date.  in.  the  early  part  of  December.  Mr. 
Paul  Lackey,  President  of  Petty,  personally  visited  with  Mr.  Walter  J.  Murray, 
Sales  Manager  of  the  Southern  Bell  Telephone  Co.,  Gainesville,  Georgia  Divi- 
sion, to  arrange  for  delivery  of  the  required  interface  devices.  Mr.  Murray 
assured  him  that  meeting  the  December  date  would  be  no  problem,  and  promised 
to  have  the  connecting  arrangements  and  Bell  installers  at  the  customer's 
premises  on  that  date. 

Thereafter,  on  November  30,  1972,  Petty  received  a  letter  from  Mr.  Murray 
informing  it  that  Southern  Bell  had  rescheduled  the  Chadbourne  connecting 
arrangement  installation  date  to  December  8,  1972.  On  December  8,  Murray, 
acting  for  Southern  Bell,  rescheduled  the  installation  to  December  13,  1972. 

On  December  13,  Petty's  installers  on  the  Chadbourne  job  site  waited  through- 
out the  day  for  the  arrival  of  Bell  personnel.  During  the  day,  numerous  tele- 
phone calls  were  placed  to  Murray  who,  finally  at  4 :30  in  the  afternoon,  prom- 
ised that  Bell  people  would  be  on  the  job  "first  thing"  the  following  morning. 

When  the  following  day  (December  14,  1972)  Bell  installers  had  not  arrived 
by  9:30  A.M.,  Lacliey  again  called  Murray.  Instead  of  reaching  Murray,  how- 
ever, he  was  put  in  touch  with  Mr.  John  Whitmire,  Assistant  Sales  Manager 
of  Southern  Bell.  Whitmore  told  Lackey  that  Murray  went  on  vacation,  had 
left  no  information  or  instructions  concerning  the  Chadbourne  job,  that  he, 
Whitmire.  knew  nothing  about  the  matter,  and  that  nothing  could  be  done 
until  Murray's  return. 
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111  desperation,  Mr.  Lackey  then  called  ^Ir.  L.  Edmund  Rast,  President  of 
Southern  Bell.  After  explaining  the  situation  to  him,  Mr.  Rast  promised  that 
Bell  installers  would  be  on  the  Chadbourne  job  within  one  hour.  This  statement 
was  made  at  10  :30  A.M.  on  December  14.  Within  one  hour  and  twenty  minutes 
(at  11 :50  A.M.),  Mr.  Murray,  who  was  suddenly  off  vacation,  called  Mr.  Lackey 
to  notify  him  that  Bel  would  have  ''someone"  at  Chadbourne  in  two  hours. 

Petty "s  personnel  then  waited  at  Chadbourne  for  the  balance  of  the  day,  but 
nobody  from  Southern  Bell  arrived.  At  4  :45  P.M.,  Mr.  Rast  was  again  contacted 
and  told  the  situation.  By  5  P.M.,  Mr.  Claude  Blount,  District  Marketing  :Mau- 
ager  of  Southern  Bell,  contacted  Mr.  Lackey  and  promised  Bell  installers  on 
the  .iob  the  following  morning,  December  15. 

The  following  morning  at  S:30  A.M.  the  Bell  installers  finally  arrived,  but 
were  unfamiliar  with  connecting  arrangements,  didn't  know  what  they  were 
used  for,  and  turned  them  over  to  Petty  technicians  for  installation. 

It  should  be  noted  that  during  this  period,  Chadbourne  was  forced  to  delay 
taking  occupancy  of  its  new  building.  Finally,  when  the  company  could  no 
longer  avoid  making  the  move,  it  took  possession  of  the  premises  on  December 
12,  and  was  required  to  go  without  communications  services  for  two  and  a 
half  days. 

During  the  course  of  Bell's  rescheduling,  and  failure  to  meet  promised  instal- 
lation dates.  Petty  personnel  nevertheless  expended  a  total  of  8  man  days  on 
th'-  Chadbourne  site,  idly  waiting  on  the  expectancy  of  connecting  arrangement 
deliveries.  This  fact — with  which  Bell  is  completely  familiar^  cost  Petty  $3,000 
in  losses  on  the  job. 

This  information  was  transmitted  to  me  by  telephone,  and  may  be  inaccurate 
in  minor  detail.  I'm  nevertheless  assured  of  its  truth  in  substantial  measure. 
I  am  conveying  it  to  you  not  only  for  your  consideration  of  any  investigation 
the  Commission  may  care  to  undertake,  including  the  initiation  of  forfeiture 
action,  but  also  for  the  purpose  of  adding  to  your  file  another  example  of  the 
general  situation  which  persists  and  recurs  with  regularity  throughout  the 
United  States. 

The  dependency  of  interconnect  suppliers  on  the  delivery  and  installation  of 
connecting  arraniieiiieiits  by  telephone  companies  is  anti-competitive  in  the 
extreme.  The  legislative  delegation  of  authority  to  carriers,  which  enables  them 
to  require  that  tliey  will  lie  the  sole  source  for  furnishing,  installing,  and 
maintaining  connecting  arrangements,  (^Jeuly  invites  the  carrier  industry  to 
use  the  law  for  monopoly  exploitation  intentionally  designed  to  destroy  com- 
petiition.  I  remain  certain  that  this  is  not  what  the  Commission  had  in  mind 
when  it  accepted  Bell's  assertion  of  a  responsibility  to  protect  the  network. 

Any  assistance  the  Commission  may  provide  in  redressing  this  situation  would 
be  greatly  appreciated. 


Sincerely  yours. 


Edwin  B.  Spievack. 
Affidavit 


I,  .John  R.  Sranton.  having  been  first  duly  cautioned  and  sworn,  on  oath 
depose  and  .say  : 

1.  I  am  Regional  Manager  of  Areata  Communications,  Inc..  (hereinafter 
Areata )  with  offices  located  at  61  Jackson  Street,  Canton,  Massachusetts.  In 
this  capacity  I  am  responsible  for  the  business  affairs  of  AiTata  in  the  greater 
Boston  area. 

2.  I  submit  this  affidavit  to  report  the  lack  of  knowledge,  training  and  cooper- 
ation of  New  England  Telephone  and  Telegraph  Company  (hereinafter  NET) 
employees  responsible  for  the  maintenance  and  repair  of  connecting  arrange- 
ments re(iuired  by  NET  and  AT&T's  tariffs.  These  devices  are  used  as  inter- 
faces in  the  connection  of  customer-provided  telephone  equipment  to  the  tele- 
phone lines  of  NET.  Upon  review  of  my  records  and  personal  exi)erience  in 
these  Incidents.  I  state  that  the  following  incidents  took  place  in  the  manner 
and  on  the  dates  set  forth  below. 

3.  On  Monday,  November  1,  1971,  at  approximately  10 :00  a.m.,  Gilburn  Indus- 
tries, an  Areata  customer  located  at  80  Brook  Street,  Plympton,  Massachusetts, 
placed  a  call  to  NET  Repair  to  report  that  an  off-premise  extension  connecting 
their  Plympton  and  Bridgewater  oflBce  was  not  functioning.  They  requested 
tb.it  NET  find  the  problem  and  repair  it.  However,  by  November  3,  1971.  NET 
had  failed  to  respond  in  any  manner  to  the  customer's  request.  Upon  being 
summoned  that  day.  Areata  found  that  the  interface  devices  servicing  one  of 
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these  locations  was  situated  in  a  cement  manufacturing  area  where  dust  from 
a  mixing  operation  caused  the  interfaces  to  malfunction.  In  responding  to 
Areata's  call  for  service,  :Mr.  James  Kritzmacher  of  NET  Marketing,  stated 
that  Mr.  Davies  of  the  NET  Plant  had  told  him  that  "he  did  not  have  com- 
petent people  available  to  repair  the  system'. 

4.  Because  of  NET's  lack  of  cooperation  and  training  in  correcting  their  own 
equipment  malfunction.  Areata  was  forced  to  spend  nearly  $2,000.00  in  an 
effort  to  convince  NET  that  the  situation  was  caused  by  NET  and  not  Areata, 
and  that  NET  should  remedy  it.  Areata  had  previously  been  promised  by 
Messers  R.  A.  Clement,  P.  I.  Guinee,  R.  A.  Olsen,  and  R.  J.  Huggins  of  >JET 
that  NET  would  commence  on-site  repairs  within  forty -eight  hours.  NET  has 
yet  to  meet  this  commitment  on  any  occasion. 

5.  Of  a  far  more  serious  concern  are  the  incidents  which  occurred  on  the 
premises  of  another  Areata  customer,  American  Hospital  Supply  Corporation. 
20  Wiggins  Avenue,  Bedford,  Massachusetts,  where  Areata  installed  a  PABX 
system  in  April,  1971.  American  Hospital's  Mr.  Paul  Kelly  has  told  Areata 
that  his  firm  estimates  that  the  service  problems  it  has  encountered  have  caused 
the  loss  of  over  $50,000.00  in  business  due  to  calls  "lost"  by  the  system.  Under- 
standably, this  has  caused  considerable  strain  in  the  relations  between  Areata 
and  its  customers. 

6.  Beginning  in  September,  1971,  American  Hospital  reported  that  c-alls  in 
progress  through  the  telephone  system  were  being  lost,  many  callers  reporting 
thfit  this  frequently  happened.  The  situation  continued  for  several  months,  dur- 
ing which  time  Areata,  by  testing  its  own  system,  verified  that  the  problem 
originated  in  NET'S  e(iuipment.  On  more  than  ten  occasions,  Areata  asked  NET 
to  coiTect  the  problem,  and  on  many  of  these  occasions  had  to  wait  as  long  as 
four  days  for  a  response.  Moreover,  in  each  case,  after  a  cursory  examination 
of  the  problem.  NET  personnel  stated  "it's  Arcata's  problem". 

7.  Due  to  the  obvious  inability  of  NET  to  correct  the  problem,  Areata  was 
force<l  to  engage  the  services  of  Mr.  Isamu  Kudo,  a  designer  of  the  OKI  220 
PABX  system  installed  at  American  Hospital  Supply.  Beginning  on  October 
1-1.  1971.  Mr.  Kudo  spent  nearly  three  full  weeks  at  the  customer's  premise 
in  an  effort  to  pinpoint  the  cause  of  the  difiiculty.  In  addition,  Areata  rewired 
the  entire  system.  Mr.  Kudo  determined  that  NET's  CDH  interface  devices  had 
been  improperly  grounded  by  NET  personnel  and  that  there  were  four  broken 
\vlres  in  the  CDH  cabinet.  In  an  act  of  sheer  incompetence,  the  NET  installers 
had  grounded  their  interfaces  to  Walker  duct  rather  than  to  a  more  proper 
ground. 

8.  AATien  Areata  informed  NET  of  the  four  broken  wires  in  the  CDH  cabinet 
on  October  29,  1971.  NET  dispatched  a  repairman.  However,  he  again  failed 
to  determine  the  caiise  of  the  problem,  blamed  the  malfunction  on  Areata,  and 
left  the  premises. 

Mr.  Philip  Donohue.  an  Areata  installer  familiar  with  the  problem,  called 
NET  repair  once  again  and  told  them  what  was  causing  it.  When  the  NET 
repairman  arrived  at  American  Hospital  Supply,  Mr.  Donohue  led  him  to  the 
source  of  trouble  and  instructed  him  regarding  its  repair.  The  repairman  fol- 
lowetl  his  instructions  and  repaired  the  faulty  wiring.  To  correct  the  faulty 
ground  connection  found  by  Mr.  Kudo,  Areata  was  forced  to  reground  the  inter- 
face wires  on  a  water  pipe  thirty  feet  away  from  the  interface  cabinet. 

9.  For  two  and  one-half  weeks  following  these  repairs,  American  Hospital 
Supply  did  not  lose  a  single  call.  Then  on  Tuesday.  Nov.  2.  1971,  calls  were 
again  lost.  Areata  and  Mr.  Kudo  arrived  at  American  Hospital  within  two 
hours  and  determined  that  the  problem  was  caused  by  the  failure  of  NET's 
central  office  to  provide  proper  current  and  db  levels.  This  caused  the  interface 
devices  to  fail,  with  the  result  that  the  voice  levels  of  the  entire  system  were 
extremely  low.  This  problem,  originating  in  NET's  central  office,  has  never  yet 
been  completely  corrected. 

10.  Similar  instances  involving  NET  incompetence  and  unresponsiveness 
occurred  at  C.  Pappas  Company,  647  Summer  Street.  Boston,  Massachusetts ; 
Key -Data  Corporation,  1  Gateway  Center.  Newton.  Massachusetts;  and  Deck- 
house Associates,  930  Main  Street,  Acton,  Massachusetts. 

John  R.  Stanton. 
Affidavit 

I,  Mark  E.  Gaynor,  having  been  first  duly  cautioned  and  sworn,  on  oath 
depose  and  say : 

1.  At  all  times  recited  in  the  instances  described  below,  I  was  employed  as 
Tariff  Specialist  and  Telephone  Company  Coordinator  for  the  Midwestern  oper- 
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ation  of  Areata  Communications,  Inc.,  located  at  7366  North  Lincoln  Avenue, 
Liucolnwood,  Illinois.  In  this  capacity  I  was  responsible  for  interpretation  of 
telephone  company  tariffs  and  regulations  and  functioned  as  a  liaison  between 
Areata,  the  telephone  companies,  and  the  state  regulatory  commissions.  Upon 
review  of  my  records  and  personal  experience  with  the  following  described 
incidents,  I  state  that  the  events  described  took  place  in  the  manner,  and  on 
the  dates,  as  indicated. 

2.  I  submit  this  affidavit  to  report  numerous  incidents  of  apparent  incompe- 
tence and  dereliction  of  Illinois  Bell  Telephone  Company  employees  (IBT).  On 
the  occasions  cited  below,  customers  electing  to  install  a  telephone  system 
provided  by  Areata  have  experienced  a  total  failure  by  IBT  to  provide  even 
the  minimum  service  which  they,  as  mutual  customers  of  IBT  and  Areata,  have 
a  right  to  expect  from  a  purveyor  of  utility  service.  Many  customers  have 
expressed  anger  and  dismay  concerning  the  lacls  of  cooperation  or  competent 
service  afforded  to  them  by  IBT  after  becoming  customers  of  Areata.  Many 
firmly  believe  their  trouble  with  telephone  service  since  becoming  interconnect 
customers  represents  a  form  of  harassment  and  revenge  exacted  against  persons 
who  cause  IBT  to  lose  telephone  equipment  business.  Most  will  admit  they  had 
occasional  problems  with  Bell-provided  telephone  service  and  equipment  prior 
to  their  Areata  installations,  but  readily  agree  that  the  magnitude  of  problems 
attributable  to  IBT  have  increased  dramatically  since  their  decision  to  seek 
out  the  interconnect  industry  for  the  right  to  acquire  or  lease  their  own 
telephone  systems.  _  ,,  .  -,  ^  .   ^ 

3  Many  customers  experienced  the  failure  of  one  or  more  Bell-provided  inter- 
faces, but  the  following  lists  those  customers  whose  service  was  adversely 
affected  by  problems  originating  in  the  IBT  central  offices  or  cables  by  which 
they  are  served.  Failure  in  both  these  areas  has  resulted  iu  severe  inconvenience 
to  the  customer  and  serious  injury  to  Arcata's  business  reputation,  since,  gen- 
erally, an  interconnect  company  must  bear  the  brunt  of  blame  for  poor  service 
until  the  source  of  trouble  is  proved  to  reside  elsewhere.  Because  the  list  of 
such  problems  is  lengthy,  the  descriptions  are  brief,  but  additional  information 
is  available.  All  the  hours  noted  as  spent  by  Areata  installers  are  attributable 
to  the  fact  that  Areata  is  the  first  to  respond  to  a  call  for  assistance  due  to  a 
telephone  service  breakdown.  Once  at  the  customer's  premises,  experience  has 
proven  that  Areata  must  remain  there  until  IBT  has  corrected  the  cause  of 
malfunction.  If  Areata  leaves  before  IBT  has  performed  its  work,  IBT  per- 
sonnel invariable  inform  the  customer  that  the  trouble  is  not  due  to  telephone 
company  equipment,  or  simply  blame  the  problem  on  Areata.  Thus,  the  only 
way  to  insure  the  repair  of  the  malfunctioning  equipment  and  to  protect  against 
slander,  is  for  Areata  to  remain  at  the  customer's  premises. 

4  (a)  On  March  2,  1971,  Guidestar  Company,  Inc.,  740  Rush  Street,  Chicago, 
Illinois  reported  to  Areata  that  it  had  no  dial  tone  on  its  second  telephone 
trunk  It  was  discovered  that  IBT  had  converted  its  trunk  lines  from  ground 
to  loop  start  without  Arcata's  knowledge.  On  March  3,  1971,  the  customer 
reported  that  all  of  its  lines  were  completely  dead.  Upon  inspection,  Areata 
traced  the  problem  to  IBT's  central  office.  On  March  4,  1971,  the  customer 
reported  that  his  first  line  was  inoperable.  IBT  repair  was  called  and  thev 
admitted  it  was  their  problem.  Areata  installers,  however,  spent  six  hours 
attempting  to  get  IBT  to  correct  the  trouble.  ^    .  , 

(b)  On  May  19,  1971,  all  lines  in  the  Areata  PABX  at  C.  W.  Johnson  Com- 
pany, 6138  North  Clark  Street,  Chicago,  Illinois,  were  reportedly  experiencing 
an  excessive  amount  of  static,  causing  interference.  The  trouble  was  traced 
to  a  problem  in  the  IBT  central  office.  Areata  installers  spent  three  hours  in 
curing  this  IBT  problem.  The  customer  was  to  have  a  new  trunk  line  installed 
by  IBT  on  March  8,  1971,  but  on  March  10,  1971,  the  work  had  not  yet  been 
performed.  When  called  for  an  explanation,  IBT  said  the  order  was  one  of 
many  that  had  recently  disappeared.  „^^    ,      ^.      .    ^^,.  t„-     • 

(e)  On  December  1,  1971,  CorMtt  Clinic,  1380  Lake  Street,  Chicago,  Illinois, 
reported  no  dial  tone  on  two  of  its  trunk  lines.  An  Areata  call  to  IBT  finally 
resulted  in  corrective  action  at  the  central  office.  However,  Areata  installers 
were  required  to  expend  seven  hours  on  the  customer's  premises  before  IBT 
agreed  to  correct  the  malfunction.  ,    ,,    , 

Mr.  Thomas  A.  McGowan,  Areata  Plant  Manager,  reported  that  on  May 
13  1971  at  approximately  6  p.m.,  he  received  a  call  from  Peter  Brooks  at 
Arcata's  Repair  Department  notifying  him  that  IBT  had  converted  the  cus- 
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tomer's  trunk  lines  from  loop  start  to  ground  start.  Areata  was  required  to 
spend  two  hours  overtime  work  to  cure  the  problem. 

(d)  On  June  31,  1971,  all  the  telephone  lines  of  Pletka  &  Associates,  4414 
West  Roosevelt  Road,  Hillside,  Illinois,  went  dead  because  IBT  personnel 
damaged  the  cable  on  which  they  were  working  while  in  the  area.  Areata 
spent  one  and  one-half  hours  to  remedy  this  situation. 

(e)  On  June  2,  1971,  Hosier  Safe,  4560  Touhy  Avenue,  Lincolnwood,  Illinois, 
reported  that  its  Chicago  Foreign  Exchange  trunk  was  dead.  The  trouble 
was  diagnosed  by  Areata  as  a  repeater  problem  in  the  IBT  central  Office. 
Arcata's  installers  spent  two  and  one-half  hours  getting  IBT  to  repair  its 
equipment.  On  May  19,  1971,  another  problem  occurred  in  IBT's  central  office, 
causing  another  of  the  customer's  telephone  lines  to  be  inoperative.  Areata 
again  spent  two  and  one-half  hours  on  a  problem  directly  attributable  to 
IBT  failure. 

(f)  On  March  2,  1971,  F.  E.  Moran,  Inc.,  2265  Carlson  Drive,  Northbrook, 
Illinois,  reported  no  dial  tone  on  one  of  its  lines.  The  trouble  was  traced  to 
IBT's  central  office  where,  without  Arcata's  knowledge,  the  customer's  trunk 
lines  had  been  converted  from  a  ground  start  to  a  loop  start  connection. 
Areata  was  required  to  spend  five  man-hours  in  getting  IBT  to  modify  the 
connection.  On  October  5,  1971,  Areata  discovered  that  a  defective  CDH  inter- 
face at  the  customer's  location  was  interferring  with  his  telephone  service, 
and  spent  forty-five  minutes  to  correct  the  problem. 

(g)  Due  to  IBT's  inability  to  distinguish  between  the  connection  of  working 
and  non-working  lines  in  IBT  cable  leased  by  Areata,  six  ofiE-premise  exten- 
sions for  Advance  Transformer,  2950  North  Westeni  Avenue,  Chicago,  Illinois, 
would  not  function.  On  May  12,  1971,  IBT  furnished  these  cables  to  Areata. 
IBT  later  admitted  six  lines  were  inoperative  at  the  time  of  installation,  but 
the  fact  was  unknown  because  of  IBT  neglecting  to  test  them.  Approximately 
four  hours  were  spent  by  Areata  on  a  new  cable  installation. 

On  May  24,  1971,  IBT  construction  crews  cut  a  cable  near  the  customer's 
premise,  causing  a  service  outage  at  the  switchboard  and  its  extensions  for 
approximately  six  hours.  Arcata's  installers  spent  six  hours  in  an  efEort  to  get 
IBT  to  repair  its  cable. 

(h)  On  May  4,  1971,  a  problem  in  the  IBT  central  office  caused  Woodficld 
Ford,  Plum  Grove  and  Golf  Roads,  Schaumburg,  Illinois,  a  service  outage  for 
approximately  one-half  hour. 

On  INIay  6,  1971,  the  customer  encountered  a  busy  condition  on  one  Incoming 
line.  Upon  inspection,  Areata  found  that  IBT  had  changed  the  lines  from  loop 
to  ground  start  without  notification.  This  situation  recurred  on  May  17.  1971. 
Three  hours  of  Areata  installer  time  was  required  in  getting  IBT  to  reestab- 
lish proper  connections.  • 

(i)  On  May  18,  1971,  Air  Balance,  3070  West  Grand  Avenue,  Chicago,  Illi- 
nois, reported  trouble  with  the  automatic  transfer  feature  and  its  Areata 
system.  The  problem  was  ti-aced  to  IBT's  central  office  where  a  transmission 
failure  was  identified  as  causing  a  malfunction  in  the  customer's  lines.  IBT 
repair  personnel  corrected  the  problem  after  incurring  the  loss  of  two  hours 
of  an  Areata  installer's  time. 

(j)  On  May  5.  1971,  Chalet  Ford,  801  West  Dundee,  Arlington  Heights, 
Illinois,  called'  Areata  to  report  trouble  in  placing  telephone  calls.  On  inspec- 
tion, Areata  discovered  the  problem  was  caused  by  IBT's  central  office.  Before 
this  situation  had  been  resolved,  Arcata's  installer  spent  one  and  one-half 
hours  on  the  customer's  premises. 

(k)  On  April  9,  1971,  Stainless  Processing  Company,  11900  South  Cottage 
Grove  Avenue,  Chicago,  Illinois,  reported  that  its  fifth  trimk  was  inoperative. 
After  verifying  the  problem  was  not  caused  by  its  equipment,  Areata  traced 
the  problem  to  IBT's  central  office.  The  malfunction  was  cared  for  by  IBT 
but  by  that  time  Areata  had  been  required  to  spend  two  houi-s  at  the  cus- 
tomer's premises. 

On  April  26,  1971,  a  similar  problem  occurred  in  IBT's  central  office  which 
took  another  four  hours  to  correct. 

(1)  Beginning  on  November  30,  1970,  IBT  caused  the  Areata  installation 
at  McKinsey  and  Company,  Inc.,  Two  First  National  Plaza,  Chicago,  Illinois, 
to  be  delayed  approximately  two  weeks  because  it  took  so  long  to  install  and 
test  its  interface  devices.  The  customer  reported  to  Areata  that  its  first  line 
was  inoperable   on   January   15,   1971.   The   problem   was   traced   to  a   solder 
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splash  on  the  wires  in  IBT's  central  office  and  was  not  corrected  until  Jan- 
uary 18, 1971. 

(Ill)  On  May  6,  1971,  Heights  Motors,  Inc.,  433  14  Street,  Chicago  Heights, 
lUiuois,  reported  to  Areata  from  a  coin  telephone  booth,  that  none  of  its 
telephone  lines  were  working.  After  investigation.  Areata  learned  that  an 
IBT  underground  cable  had  failed  and  that  all  lines  served  by  that  cable 
were  inoperative.  Areata  worked  with  IBT  in  an  effort  to  restore  customer 
service.  The  work  was  completed  twelve  hours  later. 

(u)  On  May  24,  1971,  American  Society  of  Clinical  Pathologists,  21  West 
100  West  Harrison,  Chicago,  Illinois,  reported  a  dead  private  line.  On  inspec- 
tion. Areata  found  that  IBT  had  disconnected  the  line  in  its  central  office. 
IBT  was  called  and  the  problem  was  resolved  after  one  and  one-half  hours 
delay. 

On  .June  4,  1971.  the  customer  reported  that  it  could  not  get  dial  tone  on 
one  of  LtJS  telephone  lines.  Upon  inspection.  Areata  traced  the  problem  to 
IBT's  central  office,  where  it  took  two  and  one-half  hours  to  repair. 

((I)  On  May  6,  1971,  Laicson,  Stuart  and  McClory,  135  West  Jackson  Boule- 
vard. Chicago,  Illinois,  reported  to  Areata  that  its  telephone  lines  were  dead. 
Upon  inspection.  Areata  verified  that  the  problem  was  in  the  IBT  central 
otfice.  IBT  corrected  the  situation  only  after  Areata  had  been  required  to 
spend  t^^'o  hours  at  the  customer's  premises. 

(p)  On  June  16,  1970,  l)ecauce  of  problems  in  IBT's  central  office,  Areata 
spent  eight  hours  at  Victory  iUanty  Snoply.  22  West  Madison  Street,  Chicago, 
Illiuois,  in  an  effort  to  get  IBT  to  correct  its  malfunction. 

(q)  On  June  17,  1971,  Omega  Press.  10  West  North  Avenue.  Lombard,  Illi- 
nois, reported  to  Areata  that  conversations  over  its  telephone  system  were 
barely  audible.  Upon  arrival,  Areata  learned  that  IBT  had  l»een  working  on 
the  underground  cable  serving  the  customer  and  this  work  had  adversely 
affected  its  telephone  lines.  The  situation  was  corrected  only  after  one  and 
one-half  hours  of  effort  by  an  Areata  installer. 

(r)  On  May  10,  1971.  Weil  Pump  Company,  1530  North  Fremont  Street, 
Chicago,  Illinois  reported  it  could  not  get  dial  tone  on  one  of  its  telephone 
trunks.  Upon  arrival.  Areata  found  through  testing  that  IBT  had  been  working 
on  underground  cable  in  the  area  and  that  this  had  affected  the  customer's 
service. 

(s)  On  November  30,  1971,  the  installation  date  of  a  PABX  system  for 
Westenhoff  and  Noviclc.  222  West  Adams  Street,  Chicago,  Illinois.  Areata 
found  that  IBT  was  still  working  on  the  customer's  telephone  lines  in  its  cen- 
tral office,  even  though  this  work  should  have  been  completed  several  days 
before.  Areata  was  forced  to  delay  its  installation  for  five  and  one-half  hours 
until  IBT  completed  its  work. 

On  November  6.  1970.  the  customer  reported  to  Areata  that  its  off-premise 
terminals  were  not  working.  Upon  inspection,  the  trouble  was  traced  by  Areata 
to  a  fault  in  IBT's  underground  cable.  It  took  IBT  seven  hours  to  repair  its 
cable,  during  which  the  customer  was  unable  to  contact  its  off-premise 
location. 

(t)  On  May  28.  1971,  Northmoor  Country  Cluh,  820  Edgewood  Road.  High- 
land Park,  Illinois  reported  it  was  not  receiving  any  incoming  calls.  Upon 
inspection.  Areata  proved  the  problem  originated  in  the  IBT  central  office. 
The  customer  reported  that  it  had  missed  many  important  calls  due  to  this 
central  office  malfunction. 

On  February  19,  1971,  the  customer  repoi-ted  it  had  no  dial  tone  on  one  of  its 
lines.  Upon  Arcata's  inspection,  the  problem  was  traced  to  the  IBT  central 
off.ce. 

(u)  On  July  24,  1970.  Cement  Materials  and  Tamms  Industries.  1301  Ard- 
more  Avenue,  Itasca,  Illinois,  reported  to  Areata  that  all  its  telephone  lines 
were  inoperative.  Upon  arrival.  Areata  found  that  work  was  being  done  on 
the  customer's  lines  in  the  IBT  central  office,  causing  its  lines  to  malfunction. 

On  July  28,  1970,  IBT  again  worked  on  the  customer's  lines  from  its  central 
office  without  Arcata's  knowledge,  causing  the  lines  to  be  inoperative. 

On  July  31,  1970,  the  customer  reported  that  there  was  no  indication  of  an 
incoming  call  at  its  switchboard.  Areata  found,  after  inspection,  that  IBT 
had  reversed  the  wires  in  its  central  office  without  first  notifying  the  customer, 
causing  the  lines  to  be  inoperative. 

On  August  4,  1970.  the  customer's  hunt  features  were  reported  not  working. 
Upon   insi>ection.   Areata   found   the   malfunction    was   caused   by    low   voltage 


from    IBT's    central   office,    wliicli    caused    a    failure    in    the    IBT    connecting 
arrangement. 

On  November  30,  1970,  the  customer  reported  that  its  calls  were  disconnect- 
ing for  no  discernable  reason.  Areata  learned  that  IBT  cable  splicei-s,  working 
on  cables  in  the  area,  had  inadvertently  caused  the  telephone  lines  to  be 
inoperative. 

On  December  10,  1970.  the  customer  reported  it  could  get  no  dial  tone  on 

its  lines.  Upon  inspection,  Areata  traced  the  problem  to  the  IBT  central  office. 

On  August  26.  1970,  the  customer  reported  that  one  of  its  trunlvs  was  not 

working.   Upon  in.spettion.   Areata   found  that   IBT  luid  reversed  its  wires  in 

the  central  office  from  loop  to  ground  start,  putting  the  line  out  of  servi<fe. 

On  September  30,  1970,  the  customer  reported  noise  on  its  lines.  Areata 
traced  the  problem  to  the  cable  coming  from  the  IBT  central  office,  and 
requested  IBT  to  repair  its  malfunction.  This  problem  persisted  until  October 
1, 1970. 

On  October  2,  1970,  the  customer  reported  to  Areata  that  one  of  its  lines 
was  out  of  service.  Upon  inspection,  Areata  found  the  malfunction  was  the 
result  of  testing  by  IBT  in  its  central  office. 

On  .lune  11,  1971,  the  customer  repoi-ted  to  Areata  that  two  of  its  lines 
were  not  working.  Uix)n  inspection  by  Areata,  the  problem  was  traced  to  a 
malfunetion  in  IBT's  t-entral  office. 

(v)  On  June  16,  1971,  Borg,  Inc.,  1616  West  63  Street,  Chicago,  Illinois 
reported  to  Areata  that  two  of  its  Chicago  FX  lines  were  inoperative.  Udou 
inspection,  Areata  traced  it  to  an  IBT  central  office  malfunction. 

(w)  The  cutover  of  Anderson,  Lnedeka,  Fitch,  Even  and  Tahen,  135  South 
LaSalle  Street,  Chicago,  Illinois,  to  an  Ai-cata  system  was  supposed  to  have 
occurred  at  5 :00  p.m.  on  April  23,  1971,  but  because  of  Bell's  inability  to 
condition  the  lines  in  the  central  office  for  gri>uud  rather  than  loop  start,  the 
cutover  was  delayed  until  midnight.  Areata  was  required  to  spend  seven  hours 
of  overtime  to  correct  the  IBT  problem. 

(xl  Areata  was  to  have  installed  a  PBX  system  at  Merriam.  Marshall, 
Shapiro  and  Klose,  Two  Firsa  National  Plaza,  Chicago,  Illinois,  on  April  19, 
1971.  l>ut  IBT  did  not  have  the  lines  changed  from  loop  to  ground  start  as 
previously  arranged.  The  cutover  was  delayed  approximately  six  and  one-half 
hours  due  to  IBT's  failure. 

(y)  Amco  Wire  Products  Corporation,  325  North  Hoyne  Avenue,  Chicago, 
Illiiaois,  was  unable  to  use  one  of  its  lines  from  June  7,  1971.  to  June  10.  1971. 
After  being  informed  of  the  problem  by  Areata,  it  took  IBT  three  days  to 
repair  the  pi'oblem  t-aused  by  a  loose  telephone  wire.  The  IBT  repairman  sent 
to  repair  the  connec-tiou  disconnected  the  customer's  other  lines  by  mistake. 
It  was  not  until  4.30  that  afternoon  that  the  lines  were  restored  by  IBT. 

(z)  Following  the  installation  of  its  PABX  system  by  Areata  on  April  9, 
1971.  Murphy  Motor  Express,  Inc.,  2920  South  19  Avenue,  Broadview,  Illinois, 
reported  to  Areata  that  all  of  its  trunks  were  inoperative.  Ui>on  inspection. 
Areata  proved  the  problem  was  caused  by  malfunctions  in  the  IBT  central 
office.  IBT  did  not  repair  the  problem  until  long  after  Areata  had  reported  it. 

On  May  18.  1971  another  problem  occurred  and  following  the  customer's 
report,  Areata  proved  the  problem  was  due  to  a  malfunction  in  IBT's  central 
office. 

Due  to  problems  in  the  IBT  central  office  on  June  10,  1971,  the  customer's 
second  telephone  line  was  inoperative. 

(aa)  On  September  29.  1970.  one  of  the  trunks  at  Amei'ican  Envelope  Com- 
pany. 4400  West  Ohio  Street,  Chicago.  Illinois,  was  reported  to  be  inoperative. 
Upon  arrival,  Areata  traced  the  problem  to  a  malfunction  in  the  IBT  central 
office. 

On  September  22,  1970,  the  customer  reported  to  Areata  that  it  was  having 
problems  on  all  its  incoming  trunks.  Upon  inspection.  Areata  found  that  an 
IBT  employee,  installing  a  coin  telephone,  was  using  the  cu.stomer's  lines  for 
testing  purposes,  and  had  put  the  customer's  service  out  of  order. 

On  September  16.  1970,  Areata  found  that  a  short  in  the  IBT  central  office 
caused  one  of  the  customer's  lines  to  be  inoperative. 

On  September  16,  1970,  the  customer  complained  to  Areata  that  a  caller  had 
told  it  that,  when  the  caller  dialed  its  PABX,  no  one  answered.  No  ringing 
occurred  at  the  PABX  and  the  customer  was  out  of  service  for  three  and 
three-quarters  hours  due  to  problems  which  Areata,  upon  arrival,  proved 
were  caused  by  a  malfunction  in  IBT's  central  office. 
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On  November  29,  1970,  the  customer  reported  to  Areata  that  it  had  been 
waiting  for  several  important  calls,  that  these  calls  had  been  made  to  him, 
but  that  the  callers  reported  they  had  received  no  answer.  The  problem  was 
traced  by  Areata  to  a  malfunction  in  IBT's  central  office. 

5.  Since  a  law  suit  was  filed  by  Areata  against  IBT  in  May,  19  <1,  the 
number  of  service  problems  has  declined  dramatically.  Not  only  the  instances 
involving  service  failures,  but  also  instances  of  defective  interfaces,  marketing 
interference,  and  unfair  competitive  practices.  Based  upon  this  experience,  it 
is  difficult  to  avoid  the  conclusion  that  the  only  way  to  get  a  positive  response 
from  IBT  it  to  bring  suit  against  it. 

Mask  E.  Gatnor. 

Arcata  Communications,  Inc., 

Seattle,  Wash.,  June  15,  Wll. 
]\Ir.  Ed  Spivick, 
Arcata  Counsel, 
San  Francisco,  Calif. 

Dear  Mr.  Spivick  :  Enclosed  is  a  rough  draft  of  the  letter  that  the  General 
Manager  of  Kilsby  Tube  Supply  in  Seattle  wished  to  send  to  the  Federal 
Communications  System.  I  asked  him  to  draft  this  letter  without  sending  it 
directly  so  that  we  may  handle  it  in  the  best  possible  manner. 

For  'any  additional  questions  that  you  have  regarding  this,  you  may  get  in 
touch  with  Bob  Upmeyer,  Seattle  Plant  Manager,  on  the  17th  and  18th  of 
June  in  San  Francisco,  Plant  Manager's  Meeting. 

Sincerely,  ,  ^ 

Jerry  Burns, 

Enclosure :  ^ 

Public, 
Olympia,  Wash. 
Federal  Communications  Commission, 
Washington,  B.C. 

Gentlemen  :  We  have  just  installed  a  new  telephone  system  in  our  Seattle 
facility.  This  is  supplied  by  a  private  company,  Arcata  Communications  Inc. 

We  have  a  leased  tie  line  between  our  Seattle  and  Los  Angeles  warehouses. 
With  our  new  touch  tone  equipment  we  are  only  able  to  reach  Bell  Telephone's 
central  office  in  Los  Angeles,  and  cannot  get  through  to  our  office.  Bell  has 
refused  to  install  the  proper  equipment  that  will  allow  our  touch  tone  signal 
to  be  converted  to  a  signal  that  can  be  handled  by  our  Los  Angeles  equip- 
ment They  have  installed  equipment  in  Dallas  (Grand  Prairie)  which  allows 
touch  there  to  connect  and  operate  with  Los  Angeles  rotary  equipment.  We 
feel  we  are  being  discriminated  against  because  we  are  using  private  equip- 
ment in  our  office.  ^  .        „        , 

As  a  result  of  this  action  by  the  telephone  company,  we  are  being  forced 
to  use  a  rotary  type  phone  and  have  our  new  touch  tone  phones  put  in  storage. 
We  would  appreciate  your  help  in  correcting  what  we  believe  to  be  a  very 
unfair  practice. 

Sincerely  yours,  -n,  „  -o 

Ei.  U.  K. 

Western  Electric, 
Customer  Planning  Division, 
Newark,  N.J.,  October  12,  1070. 
Re :  Your  Order  No.  75-0387— W.  E.  Order  No.  389969. 
Arcata  Communications, 
San  Francisco,  Calif. 

Gentlemen  :  This  is  in  reference  to  the  above-mentioned  order,  which  we 
will  be  unable  to  accept  since  Western  Electric,  as  manufacturing  and  supply 
unit  of  the  Bell  System,  would  like  to  be  able  to  devote  all  of  its  efforts  to 
meetins  its  primary  obligations  of  satisfying  the  needs  of  the  Bell  System 
Operating  Telephone  Companies  and  the  United  States  Government.  Accord- 
ingly Western  Electric  has  not  solicited  the  business  of  other  customers  nor 
aifthorized  Graybar  to  do  so.  In  addition,  over  the  years.  Western  has  sought 
to  reduce  its  sales  to  such  customers.  We  have  decided  we  will  no  longer  be 
a  source  of  supply  to  customers  other  than  communications  common  carriers, 
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except  for  material  required  to  repair  or  maintain  Western  Electric  products 
previously  furnished.  Since  we  do  not  consider  Data  Sets  to  be  a  repair  or 
maintenance  product,  we  have  not  accepted  your  order. 

Yours    truly,  _  _    ^ 

W.  H.  Abplanalp, 
Department  Chief, 
Commercial  Relations. 

Denny  :  For  your  info  only.  These  were  ordered  for  Optimum— Joel  has  been 
told  we  can  not  supply.  I  have  the  original  of  this  letter  in  case  Headquarters 
might  want  it.  ^^^^^ 

P.S.  The  order  was  placed  with  W.  E,  Co.  by  Graybar. 

In  the  United  States  District  Court  in  and  for  the  Southern  District  of  Florida, 
Miami  Division 

Civil  Action  No.  71-20&-Oiv-JLK 
Arcata  Communications,  Inc.,  a  California  Corporation,  plaintiff 

v. 
Southern  Bell  Telephone  &  Telegraph  Co.,  a  New  York  Corporation,  and 
American  Telephone  &  Telegraph  Co.,  a  New  York  Corporation,  defendants 

Deposition  of  K.  Ulmer,  taken  on  behalf  of  the  Plaintife  pursuant  to  Notice 
of  Taking  Depositions  and  stipulation  thereto. 

Appearances :  Helliwell,  Melrose  &  DeWolf,  by  Thomas  B.  DeWolf,  Esq., 
and  Joe  Martinez,  Esq.,  of  counsel.  Attorneys  for  Plaintiff. 

Hubert  F.  Owens,  Esq.,  and  Walton  Lantaff  Schroder  Carson  &  Wahl, 
by  James  Knight,  Esq.,  of  counsel.  Attorneys  for  Defendant. 

Also  Present :  Mr.  Tom  Hingle. 

STIPULATIONS 

It  is  stipulated  and  agreed  by  and  between  counsel  for  the  respective  parties 
that:  .      , 

1.  Reading  and  signing  of  the  deposition  by  the  witness  are  waived; 

2.  Notice  of  filing  of  the  deposition  is  waived ; 

3.  The  deposition  may  be  taken  at  this  time  in  lieu  of  the  time  noticed. 
Thereupon :  K.  Ulmer  was  called  as  a  witness  and,  having  been  duly  sworn, 

was  examined  and  testified  as  follows : 

direct  EXAMINATION  (cxcerpt) 
By  Mr.  DeWolf  : 

Q.  State  your  full  name  and  your  address. 
A.  Kaye  Ulmer. 
Home  address? 
Q.  Home  address. 

A.  17539  Southwest  59th  Court,  Fort  Lauderdale. 
Q.  You  are  employed  by  Southern  Bell? 
A.  Yes. 

Q.  What  is  your  position  witi  Southern  Bell? 
A.  Supervising  Installation  Foreman,  North  Dade  District. 
Q.  How  long  have  you  been  employed  in  that  position  with  Southern  Bell? 
A.  Actually,  I  acquired  the  title  February  1,  but  I  have  been  in  the  capacity 
since  the  middle  part  of  December  or  the  first  part  of  January. 
Q.  1970-1971? 
A.  Yes. 

Q.  How  long  have  you  been  with  Southern  Bell? 
A.  Twenty  years. 

A.  Well,  I  occasionally  go  out  and  inspect  a  job. 
Q.  Did  you  inspect  that  one? 
A.  No. 

Q.  Automatic? 
A.  No. 

Q.  Did  you  go  to  that  location  at  all? 
A.  On  January  14?  Ye*. 
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Q.  What  did  you  do  when  you  went  there? 

A.  I  talked  to  Mr.  Teofani,  and  he  told  me  he  was  having  problems.  Mr. 
Goetz  had  l»een  there  all  day  long,  and  he  verified  they  were  having  pulsing 
prolilems,  and  Mr.  Teofani  was  in  trouble,  because  he  was  having  service 
trouble.  He  couldn't  call  out  at  times. 

Q.  He  is  the  man  with  Weathermatic? 

A.  Yes. 

I  talked  to  him.  He  said  he  was  having  trouble. 

I  said.  "I  know  you're  having  problems.  We  don't  know  what  the  problem 
is,  exactly." 

Areata  didn't  know  what  the  problem  was,  and  I  authorized  them  to  by-pass 
the  interface  in  order  to  give  him  service. 

Q.  Do  you  know  whether  his  service  impi'oved  then  ? 

A.  Yes,  it  did. 

Q.  Did  you  take  any  other  action  with  re.spect  to  that 


Affidavit 

I.  Gerald  W.  Burns,  having  been  first  duly  cautioned  and  sworn,  depose 
and  say  : 

1.  I  am  Regional  Manager  of  Areata  Oommunications,  Inc.  (hereinafter 
Areata  T  with  offices  located  at  2653  Eastlake  Avenue  East,  Seattle,  Washing- 
ton. In  this  capacity  I  am  responsible  for  the  business  affairs  of  Areata  in 
the  greater  Seattle  area. 

2.  I  submit  this  affidavit  to  show  the  failure  of  Pacific  Northwest  Bell  Tele- 
phone Company  (hereinafter  PNB)  to  supply  connecting  arrangements  in 
accordance  witli  PNB  and  AT&T  tariffs. 

3.  On  August  13,  1971,  Areata  reciuested  that  PNB  install  six  CDH  inter- 
faces on  September  7,  1971,  on  the  premises  of  Superior  Fast  Freight,  150 
South  Horton,  Seattle,  Washington.  PNB  agreed  to  this  date,  but  on  the  day 
of  installation,  said  that  it  could  not  supply  the  interfaces.  The  cutover  of  the 
customer's  system  was  delayed  until  September  21,  1971.  During  that  time, 
and  because  of  the  delay  by  PNB,  the  customer  was  substantially  inconveni- 
enced and  Areata  suffered  injury  to  its  business  reputation. 

4.  That  Areata  could  expect  more  delays  in  delivery  of  interface  devices  by 
PNB  became  evident  on  November  16,  1971.  when  ]Mr.  Forrest  Smith  of  PNB 
responde<l  by  telephone  to  an  October  7,  1971,  letter  from  Areata.  In  both 
ihe  letter  and  the  telephone  conversation,  Mr.  Smith  was  asked  about  the 
availability  and  price  of  STC  interfaces.  In  answer  to  this  question,  he  stated, 
"it  will  be  January,  1972.  l)efore  we  have  them  available".  Arcata's  Mr.  Don- 
ald Vandriel  asked  him  for  written  confirmation  of  this  statement  and  Mr. 
Smith  agreed  to  furnish  it.  However,  he  has  never  done  so. 

Gerald  W.  Burns. 

Affidavit 

T.  R.  .1.  Wood,  having  been  first  duly  cautioned  and  sworn,  on  oath  depose 
and  say : 

1.  I  am  Regional  Plant  ^Manager  for  Areata  Communications.  Inc.  (herein- 
after Areata)  with  offices  hx-ated  at  S585  North  Stemmons  Freeway,  Suite  838 
Twin  Towers  South,  Dallas.  Texas.  In  this  capacity  I  am  responsible  for  the 
installation,  maintenance,  and  repair  of  all  Areata  telephone  systems  installed 
within  the  greater  Dallas  area. 

2.  This  affidavit  is  submitted  to  describe  those  instances  in  which  South- 
western Bell  Telephone  Company  (hereinafter  SWB)  has  failed  and/or  re- 
fused to  provide  connecting  arrangements  required  by  AT&T  tariffs  for  the 
connection  of  customer-provided  telephone  equipment  to  its  telephone  lines. 
These  failures  have  caused  consideralile  embrassment  and  injury  to  Arcata's 
business  reputation,  and  liave  inconvenienced  its  customers  by  forcing  them  to 
delay  their  relocation  plans  as  a  result  of  Areata  being  prevented  from  com- 
pleting its  installations  on  previously  agreed  commitment  dates. 

3.  A  case  in  point  is  the  October  15.  1971  installation  by  Areata  of  a  tele- 
phone system  for  Commercial  Drywall  Company.  Inc..  3801  Fordham.  Dallas, 
Texas.  Areata  made  arrangements  with  SWB  for  the  installation  of  interface 
devices   on   that   date.    However,   on   the   appointed   day   of   installation,    SWB 
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failed  to  appear  with  its  equipment.  From  that  date,  imtil  November  10, 
1071.  Areata  received  seven  different  tentative  installation  dates  from  SWB's 
marketing  representatives,  Messers  Harold  Warman,  Kirk  Golden,  Harold 
Black.  All  were  involved  in  an  attempt  to  suppl.v  the  STC  interfaces,  but 
reported  that  they  were  unsuccessful  "because  Western  Electric  had  subcon- 
tracted and  had  to  reject  the  first  shipment  from  the  manufacturer". 

This  and  other  such  delays  are  apparently  caused  either  betause  Wesitern 
Electric  does  not  adequately  supply  SWB,  or  SWB  refuses  to  inventory  inter- 
face devices  in  sufficient  quantities  to  supply  the  demand  therefor. 

R.  J.  Wood. 
Affidavit  , 

I,  Frank  McAloon,  having  first  been  duly  cautioned  and  sworn,  on  oath 
depose  and  say : 

1.  I  am  Regional  Manager  of  Areata  Communications.  Inc.  (hereinafter 
Areata)  with  offices  located  at  90  Park  Avenue,  New  York,  New  York.  In 
this  capacity  I  am  responsible  for  the  business  affairs  of  Areata  in  the  greater 
New  York  City  area. 

2  I  submit  this  affidavit  to  recite  those  instances  in  which  New  York  Tele- 
phone Company  (hereinafter  NYT)  has  failed  or  refused  to  supply  and  in- 
stall connecting  arrangements  as  required  by  AT&T  tariffs. 

3.  Chemtex,  Inc.,  850  Third  Avenue,  New  York,  New  York  contracted  on 
June  4.  1971,  for  the  installation  by  Areata  of  a  Nepax  PABX  telephone  sys- 
tem, manufactured  by  Nippon  Electric  of  Japan.  On  July  27,  1971,  Areata 
requested  NYT  to  supply  connecting  arrangements.  NYT  refused  on  the  ground 
that  it  could  not  provide  service  until  after  the  termination  of  the  strike  by 
its  plant  employees.  Subsequently,  on  frequent  occasions.  Areata  requested 
NYT  to  install  the  connecting  arrangements,  but  again  recei^  ed  negative 
responses.  This  denial  is  all  the  more  aggravated  because  Nippon  PABX 
systems  are  designed  to  operate  through  direct  electrical  connection  to  tele- 
phone lines,  and  it  is  known  that  Bell  System  companies  offer  the  identical 
equipment  to  their  customers  without  the  use  of  connecting  arrangements. 

4.  Sulzer  Brothers,  90  Rector  Street.  New  York,  New  York,  contracted  with 
Areata  for  the  installation  on  October  8,  1971,  of  an  Ericcson  AKD  741  PABX 
system.  On  September  9,  1971,  Areata  requested  NYT  to  install  ten  CDH  con- 
necting arrangements  at  customer's  premises  on  October  8,  1971.  For  the  same 
reasons  given  in  the  Chemtex  incident  previously  cited,  NYT  refused  to 
sur>ply  the  devices. 

5.  British  Steel,  767  Fifth  Avenue,  New  York.  New  York,  contracted  with 
Areata  for  the  October  1,  1971  installation  of  an  Ericcson  AKD  741  PABX 
system.  On  August  30,  1971,  Areata  requested  that  NYT  install  seven  CDH 
connecting  arrangements  on  the  aforementioned  October  date,  but  was  told 
that  NYT  would  not  do  so  because  of  the  NYT  strike. 

6.  Wickersham  Medical  Center,  133  East  58  Street,  New  York  City,  con- 
tracted with  Areata  for  the  November  8,  1971  installation  of  a  key  telephone 
system.  On  October  8,  1971.  Arctaa  requested  a  November  8.  1971  installation 
date  for  nine  CD9  connecting  arrangements.  NYT  refused,  again  using  the 
strike  as  an  excuse  to  deny  servioe. 

7.  AFA  Tours.  1  North  Broadway,  White  Plains,  New  York,  contracted 
with  Areata  for  the  September  17,  1971  installation  of  a  key  telephone  system 
manufactured  by  Nitsouko  Electronics  of  Japan.  On  August  26.  1971,  Areata 
requested  that  NYT  provide  four  CD9  connecting  arrangements  on  September 
17.  1071.  NYT  refused,  once  again  blaming  the  strike. 


Frank  McAi.oon. 


Affidavit 


T.  William  Christopolous,  having  been  first  duly  cautioned  and  sworn,  on 
oath  depose  and  say  : 

1.  I  am  Regional  Plant  ;Mana,ger  of  Areata  Communications,  Inc.  (herein- 
after Areata)  with  offices  located  at  110  Main  Avenue,  Passaic,  New  .Jersey. 
In  this  capacity  I  am  responsible  for  the  installation,  maintenance,  and  repair 
of  all  telephone  equipment  installed  by  Areata  in  the  greater  Newark  area. 

2  T  submit  this  afHdavit  to  demonstrate  the  failure  of  New  Jersey  Bell 
Telephone  Company  (hereinafter  NJB)  to  supplv  and  install  the  connecting 
arrangements  required  by   AT&T  and  NJB  tariffs.  As  a  consequence  of  their 
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failure,  permission  was  given  by  NJB  for  Areata  to  effect  direct,   electrical 
connection  of  its  telephone  equipment  to  the  telephone  lines  of  NJB. 

Upon  review  of  my  records  and  personal  experience  in  these  incidents,  I 
state  the  following  occurrences  took  place  in  the  manner  and  on  the  dates 
set  forth  below. 

3.  The  first  occurrence  took  place  on  the  premises  of  Pharmacaps,  Inc.,  1111 
Jefferson  Avenue,  Elizabeth,  New  Jersey  where  Areata  had  arranged  with 
NJB  for  the  installation  of  three  CDH  interface  devices.  Preceding  the  agreed 
upon  cutover  date,  Areata  had  installed  a  Mini-Max  PABX  system,  manufac- 
tured by  Meisei  Electric  Company,  Ltd.,  of  Tokyo,  Japan.  On  the  scheduled 
day  of  Installation,  Areata  was  ready  to  connect  the  PABX  when  it  was  in- 
formetl  by  NJB  that  the  telephone  company  was  not  able  to  supply  the  correct 
interfaces.  Because  the  customer  was  in  need  of  telephone  service  and  could 
not  afford  further  delay,  NJB  authorized  Areata  to  perform  its  installation 
through  the  direct  electrical  connection  of  its  PABX  system  to  the  NJB  tele- 
phone lines.  To  this  date  I  am  unaware  of  any  harm  to  the  telephone  lines 
or  central  office  of  NJB  as  a  consequence  of  this  action  and  have  not  yet 
been  informed  of  any  by  NJB. 

4.  The  second  such  occurrence  took  place  on  the  premises  of  Whitney  Asso- 
ciates, 18  Cleveland  Street,  East  Orange,  New  Jersey.  Areata  had  arranged 
with  NJB  for  the  October  22,  1971  installation  of  four  STC  interface  devices 
and  was  to  have  installed  an  Areata  custom  key  system,  manufactured  by 
Voveall  Sales  of  Oakland,  California  on  that  date.  On  the  day  of  cutover, 
Areata  observed  that  those  NJB  employees  present  to  perform  the  installation 
of  STC  devices  were  unable  to  complete  their  task.  These  Bell  employees 
admitted  that  they  did  not  have  the  knowledge  or  experience  needed  to  install 
the  devices  properly. 

5.  Areata,  therefore,  asked  for  and  was  granted  authorization  by  NJB  to 
effect  a  direct  electrical  connection  of  its  Key  System  to  the  telephone  lines 
further  delay. 

To  this  date  I  am  unaware  of  any  harm  to  the  telephone  lines  or  central 
office  of  NJB  as  a  consequence  of  this  direct  connection,  and  have  not  been 
informed  of  any  such  harm  by  NJB. 

William  Christopolous. 
Affidavit 

I,  James  R.  Corry,  being  first  duly  cautioned  and  sworn,  on  oath  depose 
and  say : 

1.  I  am  Regional  Manager  of  Areata  Communications,  Inc.  (hereinafter 
Areata)  with  offices  located  at  1424  Westheimer,  Houston,  Texas.  In  this 
capacity  I  am  resi>onsible  for  the  business  affairs  of  Areata  in  the  greater 
Houston  area. 

2.  This  affidavit  is  submitted  to  show  the  circumstances  leading  to  an  author- 
ized direct  electrical  connection  of  an  Areata  telephone  system  to  the  telephone 
lines  of  Southwestern  Bell  Telephone  Company    (hereinafter  SWB). 

3.  SWB  &  AT&T  tariffs  require  that  only  the  telephone  company  may  fur- 
nish, install,  and  maintain  connecting  arrangements  for  the  eonnection  of 
cuf^tomer-provided  telephone  equipment  to  telephone  lines.  However,  on  the 
occasion  cited  below,  SWB  failed  to  provide  these  devices  in  good  working 
order. 

4.  On  August  12,  1971,  Areata  requested  that  SWB  install  twelve  CDH 
connecting  arrangements  on  September  1,  1971,  at  Powell  Electric  Company, 
8550  Mosley  Street,  Houston,  Texas.  SWB  supplied  the  arrangements  on  Sep- 
tember 1,  1971.  but  one  of  them  was  defective  at  the  time  of  cutover.  Because 
SWB  had  no  replacement  devices  or  spare  parts  in  available  inventory  it  was 
unable  to  supply  a  functional  CDH. 

5.  Because  the  customer  was  in  need  of  the  telephone  line  wired  to  the  one 
faulty  CDH,  SWB  instructed  Areata  to  make  a  direct  electrical  connection  of 
its  PABX  equipment  to  SWB's  telephone  line.  From  September  1,  1971,  to  the 
present,  this  connection  has  remained  in  effect,  as  SWB  has  yet  to  replace 
the  connecting  arrangement.  SWB  is  aware  of  the  connection  and  is  allowing 
it  to  remain  until  such  time  as  a  functional  device  can  be  acquired.  Neither 
Areata  nor  the  customer  is  aware  of  any  harm  caused  by  the  connection  to 
SWB's  telephone  line  or  central  office,  and  has  not  been  informed  of  any 
by  SWB.  ^  ^   ^ 

James  R.  Cobey. 
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Affidavit 


I,  Thomas  A.  McGowau,  having  been  first  duly  cautioned  and  sworn,  on  oath 
depose  and  say : 

1.  I  am  Regional  Manager  for  Areata  Communications,  Inc.  (hereinafter 
Areata)  with  offices  located  at  5711  Northwest  74th  Avenue,  Miami,  Florida. 
In  this  capacity  I  am  responsible  for  the  installation,  maintenance,  and  repair 
of  all  telephone  systems  installed  by  Areata  within  the  greater  Miami  area. 

2.  I  submit  this  affidavit  as  an  attempt  to  demonstrate  the  failure  and/or 
refusal  of  Southern  Bell  Telephone  and  Telegraph  Company  (hereinafter  SBT) 
to  provide  connecting  arrangements  for  the  connection  of  customer-provided 
telephone  equipment  to  its  telephone  lines  as  required  by  SBT  and  AT&T 
tariffs.  Such  failures  and/or  refusals  have  caused  Areata  considerable  embar- 
rassment and  injury  to  its  business  reputation. 

3.  Areata  made  previous  arrangements  with  SBT  for  it  to  install  twenty 
CDH  interface  devices  at  Royal  Caribbean  Cruise  Lines,  853  Biscay ne  Boule- 
vard, Miami,  Florida  on  October  29,  1971.  The  request  was  sent  to  SBT  by 
Areata  three  months  prior  to  the  requested  date.  The  interfaces  were  supplied 
on  that  date,  but  all  were  defective  and  were  not  replaced  until  November  3, 
1971. 

4.  SBT  also  failed  to  supply  STC  interface  devices  when  requested  at  the 
following  locations : 

a.  Alexander  and  Alexander,  515  West  LeJenne  Road,  Miami,  Florida; 
requested  for  November  6,  1970,  delivered  on  November  30,  1970. 

b.  Areata  Redi  Services,  2398  N.W.  119  Street,  Miami,  Florida;  requested 
for  September  18,  1970,  delivered  on  January  6,  1971. 

e.  Atlas  Metals,  1135  N.W.  159  Drive,  Miami,  Florida;  requested  for  Novem- 
ber 27,  1970,  delivered  on  January  5,  1971. 

d.  Bahamia  Representatives,  3000  Biscayne  Boulevard,  Miami,  Florida;  re- 
quested for  October  23,  1970,  delivered  on  October  30,  1971. 

e.  Bill  Binko  Chrysler  Plymouth.  1750  North  Federal  Highway,  Fort  Lauder- 
dale, Florida ;  requested  for  IMarch  26,  1971,  delivered  on  April  2,  1971. 

f.  Burda  Metals,  201  West  23  Street,  Hialeah,  Florida;  requested  for  Feb- 
ruary 5,  1971,  delivered  on  March  1,  1971. 

g.  Chem-Form,  1410  S.W.  Fiighth  Street,  Pompano,  Florida ;  requested  for 
November  10,  1970,  delivered  on  December  24,  1970. 

h.  Continental  Motors,  600  West  Sunrise  Boulevard,  Fort  Lauderdale,  Flor- 
ida ;  requested  for  April  4,  1971,  delivered  on  April  16,  1971. 

i.  Development  Corporation  of  America,  2514  Hollywood  Boulevard,  Holly- 
wood. Florida;  requested  for  March  26,  1971,  delivered  on  April  23,.  1971. 

j.  Helliwell,  Melrose  and  DeWolf,  600  Bricknell  Avenue,  Miami,  Florida; 
requested  for  September  25,  1970.  delivered  on  October  26,   1970. 

k.  Hialeah  Springs  Motors,  900  Hialeah  Drive,  Hialeah,  Florida ;  requested 
for  S(-pteniber  18,  1970,  delivered  on  October  21,  1970. 

1.  Kent  Furniture,  401  N.W.  71  Street,  Miami,  Florida ;  requested  for  Janu- 
ary 29,  1971.  delivered  on  February  1,  1971. 

in.  Mamber,  Gopman,  Epstein  and  Miles,  16890  N.E.  19  Avenue,  Miami, 
Florida ;  requested  for  April  1,  1971,  delivered  on  May  3,  1971. 

n.  Sydney  Bag  &  Paper  Company,  15959  N.W.  15  Avenue,  Miami,  Florida ; 
requested  for  January  10,  1971.  delivered  on  February  1,  1971. 

o.  Truly  Nolen,  600  N.W.  Seventh  Avenue.  Miami,  Florida ;  requested  for 
November  20,  1970,  delivered  on  February  5,  1971. 

5.  Each  of  these  installations  was  ordered  three  weeks  prior  to  the  request 
dates  quoted  above,  and  SBT  had  previously  told  Areata  that  a  three  week 
delivery  interval  could  be  expected.  The  actual  delivery  intervals  ranged  instead 
from  four  weeks  to  four  months,  causing  untold  hardship  on  Arcata's  installa- 
tion schedules,  and  severe  customer  inconveniences.  SBT  has  seldom  been  able 
to  make  an  installation  within  the  three  weeks  quoted. 

Nevertheless,  liased  on  Arcata's  information  and  belief.  AT&T  has  a  pro- 
duction availaliility  of  over  2.000  STC  units  per  month  supplied  by  independent 
manufacturers  working  under  licensing  and  technical  agreements  to  Western 
Electric.  SET's  failure  to  meet  requested  delivery  dntes.  and  to  inventory 
STC  units  in  insufficient  quantities  to  meet  demand  and  replacement  require- 
ments can  only  be  regarded  as  a  practice  to  control  and  lessen  competition 
by   making  interconnect   equipment   so  perilous  to  use  that   dissatisfied   cus- 
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tomers  will  generally  make  known  to  other  potential  and  prospective  customers 
the  discontent  arising  from  their  own  experience. 

Thomas  A.  McGowA^f. 
Affidavit 

I,   Frank   McAloou,   being  first   duly   cautioned   and   sworn,   on   oath   depose 

and  say :  ^         /x.       •     *.. 

1  I  am  Regional  IManager  of  Areata  Communications,  Inc.  (heremafter 
Areata)  with  offices  located  at  90  Park  Avenue,  New  York,  New  York.  In 
this  capacity  I  am  responsible  for  the  business  affairs  of  Areata  m  the 
greater  New"  York  City  area.  ,    _  ,     v, 

2  This  affidavit  is  submitted  to  show  that  New  York  Telephone  Company 
(heriuafter  NYT)  pursues  an  inconsistent  and  discriminatory  policy  in  the 
supply  of  connecting  arrangements  it  requires  for  the  connection  of  customer- 
pro\-ided  telephone  equipment  to  its  telephone  lines.  On  numerous  occasions 
NYT  has  refused  to  provide  connecting  arrangements  as  reque.^ted.  blaming 
its  refusals  on  the  strike  of  its  C  W  A  employees  which  began  on  July  14, 

3.  The  instances  recited  below  show  that  NYT,  in  fact,  failed  to  comply 
with  requests  for  connecting  arrangements  long  before  the  strike  began,  and 
that  while  blaming  the  strike  for  its  refusals,  has  provided  connecting  arrange- 
ments during  the  stkie  on  a  discriminatory  basis. 

4  Trinity  Parish  Church,  74  Trinity  Place,  New  York  City,  contracted  with 
Areata  for"  an  August  9.  1971  telephone  system  installation.  On  July  12.  1971. 
Areata  requested  NYT  to  ins-fall  four  CDG  and  six  CDS  connecting  arrange- 
ments on  August  9.  1971.  NYT.  however,  refused  the  request,  stating,  two  days 
before  the  strike  began,  that  the  devices  could  not  be  installed  until  after 
the  strike  bv  its  plant  emplovees.  Because  of  this  refusal.  Areata  is  currently 
forced  to  delay  the  installation  of  a  $50,000.00  telephone  system,  a  delay  now 
running  nearly  six  months.  In  addition,  the  customer  continues  to  .suffer 
because  the  delay  has  forced  it  to  postpone  the  expansion  and  remodeling  of 
its  offices.  ^^        ^    ,  ^      i.   , 

5  Sloan's  Supermarket.  Hunts  Point  Market,  Bronx,  New  York,  contracted 
with  Areata  for  a  Julv  16.  1971  installation  of  a  telephone  system.  On  June 
21  1971  well  before  the  beginning  of  the  telephone  strike  on  July  14.  1971. 
\rcata  re(]uested  that  NYT  install  six  CD9  connecting  arrang'-mcnts  on  July 
16.  1971.  Without  explanation  NYT  refused  to  meet  the  requested  delivery 
date,  thereby  effectively  foreclosing  Areata  from  the  installation  of  a 
$10,000.00  telephone  system.  . 

6  Curry  Corporation,  with  two  locations,  in  Scarsdale.  New  York,  and  in 
Yo'-ktown  Heights.  New  York,  contracted  with  Areata  for  telephone  systems 
at  both  sites  On  August  9.  1971.  after  the  NYT  strike  was  in  progress.  Areata 
requested  NYT  to  provide  twenty-one  CDH.  ten  CDS,  and  three  CD9  connecting 
arrangements  for  an  installation  date  of  September  10.  1971.  at  the  Scarsdale 
location.  On  August  10.  1971.  Areata  requested  the  same  September  installa- 
tion datp  for  NYT  to  furnish  ten  CDH  connecting  arrangements  to  the  York- 
to'ivn  Heights  location.  NYT  refused  and  as  of  the  present  time,  none  of  the 
devices  have  been  provided  at  either  location. 

7  Covington  Grant,  Howard,  Holland.  Hagood  and  Rowan.  1.5  Columbus 
Circle  New  York  Citv,  contracted  with  Areata  for  a  September  3.  1971  installa- 
tion of  a  Nitsuko  key  telephone  system.  On  July  26.  1971,  after  the  C  W  A 
strike  was  in  progress.  Areata  requested  that  NYT  provide  eight  CD9  conneet- 
ino-  arrangements  on  September  3.  1971.  These  devices  were  provided  by  NYT 
on*  September  7.  1971,  three  weeks  after  the  C  W  A  strike  began,  even  though 
NYT  had  previouslv  agreed  to  the  September  3.  1971  date. 

S  Defiance  Manufacturing  Company.  1345  Sixth  Avenue.  New  York  City, 
contracted  with  Areata  for  a  July  11.  1971  installation  of  Nitsuko  Key  tele- 
phone equipment.  Areata  requested  NYT  to  provide  the  CD9  connecting  ar- 
rangements on  that  date,  which  was  prior  to  the  C  W  A  strike,  and  NYT 
agreed  to  do  so.  It  was  not  until  July  19.  1971,  after  the  strike  began,  that 
NYT  actuallv  provided  these  devices. 

9  Ranopo"rt  Printing.  195  Hudson  Street.  New  York  City,  contracted  with 
Areata  for  an  August  27.  1971  installation  of  a  Nitsuko  Key  telephone  system. 
On  \u"-ust  9  1971.  .\rcata  requested  that  NYT  supply  seven  CD9  connecting 
arrangements  for  delivery  on  August  27.  1971.  NYT  refused,  blaming  the 
strike,  and  Areata  has  been  prevented  from  installing  the  system. 
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10  NYT  will  apparently  install  connecting  arrangements  during  the  strike 
where  the  system  to  be  installed  is  relatively  small  both  in  terms  of  equipment 
and  dollar  Volume  of  the  sale  involved.  Based  on  this  experience.  Areata 
believes  there  is  a  strong  presumption  that  NYT  uses  the  requirement  for 
connecting  arrangement  as  a  means  of  market  control  to  prevent  any  sub- 
stantial competition  during  the  period  of  the  strike.  The  information  in  posses- 
sion of  Areata  indicates  that  NYT  not  only  discriminates  among  interconnect 
cu«?tomers.  but  affords  preferential  installation  treatments  to  its  own  PABX 
customers.  By  these  methods  NYT  has  substantially  deprived  telephone  users 
of  service  in  the  New  York  Oity  market. 

Frank  McAloox. 

Affidavit 

1.  Thomas  A.  ilcGowan,  having  been  first  duly  cautioned  and  sworn,  on 
oath  depose  and  say  as  follows :  ,,        ■ 

1  I  am  Regional  Plant  Manager  for  Areata  Conunuuications,  Inc.  (herein- 
after Areata)  with  offices  located  at  5711  N.  W.  74  Avenue,  Miami,  Florida. 
In  this  capacity  I  am  responsible  for  the  installation,  maintenance,  and  repair 
of  all  telephone  equipment  installed  by  Areata  in  the  greater  Miami  area. 

2.  This  affidavit  is  submitted  to  recite  instances  of  authorized  direct  elec- 
trical connection  by  Areata  to  the  telephone  lines  of  Southern  Bell  Telephone 
and  Telegraph  Company  (hereinafter  SBT). 

3.  SBT  is  required  by  its  tariffs  to  provide  connecting  arrangements  for 
the  connection  of  eust(mier-provided  telephone  equipment  to  its  telephone  lines: 
however,  upon  the  occasions  cited  below,  SBT  either  failed  to  provide  conuect- 
ing  arrangements  which  would  function  properly,  or  was  unable  to  install  such 
devices  correctlv.  Because  of  these  failures  to  meet  its  tariff  obligations.  SBT 
expressly  authorized  Areata  to  effect  direct  electrical  connections  in  the  fol- 
lowing instances.  .     .  „    ^        ^      ^t^tt 

4.  On  October  20.  1971.  SBT  agreed  with  Areata  to  install  twenty  CDH 
interface  devices  on  the  premises  of  Royal  Caribbean  Lines.  S53  Biseayne 
Boulevard,  Miami.  Florida.  This  installation  had  apparently  been  completed 
without  trouble  when,  in  the  evening  of  the  same  day,  an  SBT  employee 
entered  the  premises  and  cut  off  all  the  amphenol  connectors  serving  the  SBT 
telephone  cable  in  the  walls.  This  deliberate  act  not  only  rendered  those 
cables  useless,  it  also  damaged  several  areas  of  the  customer's  wall.  The  SBT 
employee  then  failed  to  remove  the  cable  from  the  wall,  in  effect  abandoning 
it  on  the  customer's  premises.  . 

5.  Moreover,  later  that  evening  it  was  discovered  that  none  of  the  20  inter- 
face devices  were  functioning  properly.  At  the  time.  Royal  Carrib.bean  was 
running  a  full  page  advertisement  in  Life  Magazine  asking  holiday  customers 
to  call  its  Enterprise  telephone  number.  However,  because  of  SBT's  incom- 
petency none  of  these  calls  could  be  completed  to  Royal  Caribbean.  When 
the  situation  was  reported  to  SBT  officials,  they  stated  that  the  problem 
would  be  corrected  as  soon  as  possible  and  expressly  authorized  Areata  to 
effect  a  direc<^  electrical  connection  to  SBT's  lines  until  the  interfaces  could 
be  properly  installed.  This  direct  connection  was  made  on  October  31.  li)71. 
and  remained  until  Wednesday.  November  3,  1971.  when  proper  installation 
of  the  interfaces  was  completed.  During  this  time  Areata  observed  no  harm 
to  the  telephone  network  resulting  from  the  direct  connection,  and  none  was 
reported  by  SBT. 

6  Another  instance  of  direct  electrical  eounection  occurred  at  Carrier 
Weathermatic  Corporation.  120  N.  E.  179  Street.  Miami.  Florida,  where  SBT 
installetl  defective  interface  devices  in  October,  1970.  Areata  had  installed  an 
Ericsson  AKD  741  r.\BX  system  on  that  date  and  found  that  none  of  the 
CDH  conecting  arrangements  were  functional.  Because  the  customer  was  in 
need  of  its  telephone  service.  SBT  employees  advised  Areata  to  by-pass  the 
CDH  devices  and  directly  connect  the  system.  Bell  officials  explained  that  the 
interface  devices  needed  to  correct  the  problem  were  not  readily  available. 

7.  Although  this  direct  electrical  connection  remains  in  effect  at  this  time. 
Areata  is  unaware  of  any  harm  to  SBT's  telephone  lines  or  central  office,  and 
h.i«  not  been  informed  of  any  by  SBT. 

8.  Although  all  the  details  concerning  dates  of  the  occurrences  are  not 
available  at  this  time,  the  following  are  additional  instances  where  authorized 
direct  electrical  connections  have  been  in  effect  at  one  time  or  another. 
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(a)  Massey  Yardley  Dodge,  1600  N.  Federal  Highway,  Fort  Lauderdale, 
Florida. 

(b)  Vespa -Honda  Miami,  Inc.,  3112  N.  W.  36  Street,  Miami,  Florida. 

Thomas  A.  McGowan. 
Affidavit 

I,  Dennis  W.  Landers,  having  been  first  duly  cautioned  and  sworn,  depose 
and  say : 

1.  I  am  Regional  Manager  of  Areata  Communications,  Inc.  (hereinafter 
Areata)  with  offices  located  at  3037  West  Clarendon,  Phoenix,  Arizona.  In 
this  capacity,  I  am  responsible  for  the  business  affairs  of  Areata  in  the 
Phoenix  area. 

2.  I  submit  this  affidavit  to  demonstrate  the  inability  of  Mountain  States 
Telephone  and  Telepgraph  Company  (hereinafter  Mountain  States)  to  provide 
the  connecting  arrangements  necessary  for  the  installation  of  customer-pro- 
vided telephone  equipment  in  a  timely  and  business-like  manner.  Due  to  delays 
on  its  part,  Mountain  States  has  caused  injury  to  the  business  reputation  of 
Areata  and  inconvenience  to  its  customers. 

3.  Mountain  States  insists  that  only  the  telephone  company  may  supply, 
install,  and  maintain  the  connecting  arrangements  required  by  its  and  AT&T 
tariffs.  Nevertheless,  Mountain  States  fails  to  supply  and  install  such  devices 
within  a  time  frame  consistent  with  good  business  practice.  This  failure  and/or 
refusal  results  in  lessening  competition  within  Mountain  States'  area  of  opera- 
tion in  a  manner  inconsistent  with  the  services  implied  or  directly  required 
under  AT&T  tariffs. 

4.  Following  are  several  instances  wherein  Mountain  States  failed  to  pro- 
vide the  proper  interface  device  to  Arcata's  customers  on  the  dates  requested. 

5.  For  Valley  Transportation  and  Warehouse  Company,  1825  South  Black 
Cenyon  Highway,  Phoenix,  Arizona,  Areata  requested  that  Moimtaiu  States 
install  nine"  STC  devices  on  October  15,  1971.  Mountain  States  stated  that  it 
did  not  have  these  devices  in  stock  and  that  service  could  not  be  provided 
until  October  22,  1971,  when  the  installation  was  finally  completed.  Subsequent 
to  the  installation.  Mountain  States  installation  personnel  refused  to  remove 
the  old  telephone  wire  for  five  days,  and  when  they  did  remove  it,  the  men 
working  for  Mr.  Ken  Stone,  a  foreman  of  Mountain  States,  pulled  out  cables 
that  served  two  other  customers  in  the  same  building. 

6.  The  installation  of  seven  STC  devices  was  requested  of  Mountain  States  by 
Areata  on  October  18,  1971,  for  Arizona  Machinery  Company,  2825  West 
Thomas,  Phoenix,  Arizona.  Mountain  States  stated  that  it  did  not  have  the 
devices  in  stock.  Areata  then  requested  an  October  20,  1971  date,  to  which 
Mountain  States  made  the  same  response.  It  was  not  until  November  5,  1971 
that  Mountain  States  provided  the  devices. 

7.  Areata  requested  that  Mountain  States  install  seven  STC  devices  at 
Western  Machinery  Company.  820  North  17th  Avenue,  Phoenix,  Arizona,  on 
October  25,  1971.  Since  this  fell  on  Veteran's  Day  and  was  a  holiday  for  INIoun- 
tain  States'  employees,  the  date  was  changed  to  October  26,  1971.  Because 
Mountain  States  could  not  supply  the  interfaces,  the  actual  date  of  installation 
was  not  until  November  12,  1971. 

8.  Based  on  Arcata's  information  and  belief,  AT&T  has  a  production  avail- 
ability of  over  2000  STC  devices  per  month  supplied  by  independent  manu- 
facturers working  under  licensing  and  technical  agreements  with  Western 
Electric.  Mountain  States'  failure  to  inventory  STC  units  in  sufficient  quanti- 
ties to  meet  demand  and  replacement  requirements  can  only  be  regarded  as  a 
practice  to  lessen  competition  by  making  interconnect  equipment  so  perilous 
to  customer  use  that  they  will  generally  make  any  dissatisfaction  known  to 
other  potential  customers. 

Dennis  W.  Landers. 
Affidavit 

T,  James  W.  Gallaway,  having  first  been  duly  cautioned  and  sworn,  on  oath 
depose  and  say : 

1.  I  am  Regional  Plant  Manager  for  Areata  Communications.  Inc.  (herein- 
after Areata),  with  offices  located  at  1220  West  Walnut,  Compton,  California. 
In  this  capacity  I  am  responsible  for  the  installation,  maintenance,  and  repair 
of  all  telephone  equipment  sold  by  Areata  within  the  greater  Los  Angeles 
area. 
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2.  I  submit  this  affidavit  to  demonstrate  the  delays  in  service  Areata  and 
its  customers  have  suffered  because  Pacific  Telephone  and  Telegraph  Company 
(hereinafter  PT&T)  could  not  or  would  not  supply  the  connecting  arrange- 
ments required  by  AT&T  tariffs,  on  the  dates  mutually  arranged  for  such 
delivery.  By  such  actions,  PT&T  has  both  caused  irreparable  injury  to  Arcata's 
business  reputation  and  customer  relations,  and  subjected  Arcata's  customers 
to  considerable  inconvenience  in  receiving  adequate  service.  Upon  revievp  of 
my  records  and  personal  experience  in  these  incidents,  I  state  that  the  folio  vy- 
ing occurrences  tooli  place  in  the  manner  and  on  the  dates  set  forth  below. 

3.  Areata  arranged  with  PT&T  for  the  installation  on  June  7,  1971  of  inter- 
face devices  for  Ponderosa  Homes,  2082  Business  Center  Drive,  Irvine,  Cali- 
fornia. On  that  day,  Areata  was  informed  by  PT&T  that  the  interfaces  cOuld 
not  be  provided  because  they  were  not  in  stock.  Areata  was  not  advised  of  this 
when  it  ordered  the  interfaces,  and  in  fact  has  never  been  advised  until  the 
scheduled  cutover  date  that  PT&T  lacks  the  devices  in  stock.  As  yet,  the 
ordered  interfaces  have  not  been  delivered. 

4.  Areata  requested  and  PT&T  agreed  to  provide  six  C2ACP  interface  devices 
for  a  September  10,  1971  installation  at  Riviera  Employment,  2082  Business 
Center  Drive,  Irvine,  California.  However,  PT&T  did  not  provide  the  ordered 
interfaces  on  that  date,  stating  that  the  devices  were  not  in  stock.  Areata  was 
not  informed  of  this  inability  to  provide  the  interfaces  by  PT&T  until  the 
scheduled  cutover  date. 

5.  BBC  Laboratories,  700  Sepulveda  Boulevard,  El  Segundo,  California,  con- 
tracted with  Areata  for  the  installation  of  an  Ericcson  AUD  561  PABX 
system.  Areata  made  arrangements  with  PT&T  for  the  installation  on  October 
22,  1971  of  ten  CDH,  one  CDS,  and  one  CD6  interface  devices.  However,  PT&T 
failed  to  provide  any  interfaces  on  the  appointed  date.  It  was  not  until  the 
week  of  November  8,  1971,  that  PT&T  provided  some  of  the  ordered  interface 
devices  and,  even  then,  two  of  the  requested  devices  were  not  supplied.  PT&T 
has  never  yet  provided  these  two  devices. 

6.  In  the  ease  of  California  Dental  Service,  520  South  Lafayette  Park  Place, 
Los  Angeles,  California,  Areata  requested  that  PT&T  install  CDH  interface 
devices  on  August  24,  1971.  However,  PT&T  failed  to  provide  the  requested 
interfaces  until  two  weeks  after  the  date  mutually  agreed  upon. 

7.  On  November  16,  1970,  Areata  installed  an  Ericcson  AKD  741  PABX 
system  at  FuUerton  Mortgage,  9055  Euclid.  FuUerton,  California.  PT&T  had 
agreed  to  install  interface  devices  on  that  date,  but  failed  to  do  so.  It  was 
not  until  two  weeks  later.  December  1,  1970,  that  the  devices  were  supplied. 

8.  In  each  of  the  above  cited  instances.  Areata  personnel  were  forced  to 
make  additional  trips  to  the  installation  site  in  order  to  re-test  the  system 
after  PT&T  had  finally  installed  interfaces.  The  effort  and  expense  of  these 
additional  trips  would  have  been  entirely  unnecessary  had  PT&T  complied  with 
its  tariff  duty  to  furnish  the  devices  upon  reasonable  request  therefor. 

James  W.  Gallaway. 
Afiidavit 

I,  James  W.  Gallaway,  having  been  first  duly  cautioned  and  sworn,  on  oath 
depose  and  say : 

1.  I  am  Regional  Plant  Manager  for  Areata  Communications,  Inc.  (herein- 
after Areata),  with  offices  located  at  1220  West  Walnut,  Compton,  California. 
In  this  capacity  I  am  responsible  for  the  installation,  maintenance,  and  repair 
of  all  telephone  equipment  sold  by  Areata  in  the  greater  Los  Angeles  area. 

2.  I  submit  this  affidavit  as  evidence  of  the  failure  and  refusal  of  Pacific 
Telephone  and  Telegraph  Company  (hereinafter  PT&T)  to  supply  and  install 
connecting  arrangements  required  by  them  for  use  as  an  interface  between  its 
telephone  lines  and  customer-provided  telephone  equipment. 

3.  At  an  Areata  installation  on  June  11,  1971,  for  the  Wrather  Corporation, 
270  N.  Canon  Drive,  Beverly  Hills,  California,  PT&T  insisted  that  it  had 
to  furnish  interface  devices  for  several  of  the  customer's  tie  lines.  For  six 
months,  PT&T  persisted  in  its  demand  that  interface  devices  were  required, 
while  Areata  insisted  that  interfaces  were  not  required  on  private  or  tie  lines. 
Although  PT&T  could  not  provide  the  interfaces  it  was  requiring,  PT&T  would 
not  allow  Areata  to  furnish  the  customer  with  service  by  direct  electrical 
connection.  The  installation  of  the  first  of  these  lines  was  originally  scheduled 
for  June  11,  1971,  but  was  not  completed  until  the  week  of  November  22,  1971. 
Another  tie  line  was  also  to  have  been  installed  on  June  11,  1971,  but,  for  the 
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same  reasons,  was  uot  completed  until  October  25.  Both  of  these  situations 
were  resolved  only  after  Areata  was  able  to  convince  PT&T  that  interfaces 
were  not  required  on  pi'ivate  or  tie  lines.  It  took  six  months  of  unnecessary 
effort  by  Areata  to  resolve  the  conflict.  Although  there  are  telephone  company 
tariffs  requiring  interfaces  on  the  switched  message  network,  the  FCC  has  not 
yet  authorized  the  telephone  company  to  require  interfaces  on  private  lines. 

4.  Commercial  National  Security  Service.  Inc..  19455  Burbank  Blvd..  Tar- 
zana,  California,  was  to  have  been  placed  in  service  by  Areata  on  October 
22.  1971,  l)Ut  PT&T  failed  to  provide  four  of  the  CDH  interface  devices 
required  for  outgoing  service.  As  of  this  date,  PT&T  has  not  yet  provided  the 
units. 

5.  On  February  2.  1971,  Areata  was  to  have  installed  an  Ericsson  AKD  741 
PABX  at  Nabors  Cadillac,  2600  Harbor  Boulevard,  Costa  Mesa,  California, 
but  could  not  complete  the  installation  because  PT&T  failed  to  provide  the 
interfaces  as  requested.  PT&T  did  not  provide  them  until  two  weeks  later. 
PT&T's  delays  co.st  Areata  twenty  man  hours  of  time,  in  waiting  around  at 
variously  scheduled  delivery  dates.  Generally  PT&T  does  not  provide  advance 
notice  to  Areata  of  the  fact  that  a  scheduled  interface  delivery  and  installation 
date  will  not  be  met.  Consequently,  this  fact  is  discovered  only  when  Areata 
installers,  after  waiting  a  reasonable  time  at  the  installation  site,  call  into 
the  PT&T  Plant  or  Marketing  Department. 

6.  These  and  other  delays  have  caused  embari-assment  and  injury  to  the 
business  reputation  of  Areata  and  have  resulted  in  a  great  deal  of  o\ertime 
expense.  None  of  the  expense  would  have  been  necessary  had  PT&T  provided 
the  interface  devices  in  a  timely  and  businesslike  fashion. 

James  W.  Gallaway. 
Affidavit 

I.  James  Hoffman,  being  first  duly  cautioned  and  sworn,  on  oath  depose 
and  say  : 

1.  I  am  Regional  Manager  for  Areata  Communications,  Inc.  (hereinafter 
Areata)  with  oflBces  located  at  40  Brookwood  Drive,  N.E.,  Atlanta,  Georgia. 
In  this  capacity,  I  am  responsible  for  the  business  affairs  of  Areata  in  the 
greater  Atlanta  area. 

2.  I  submit  this  affidavit  to  show  (1)  the  delays  encountered  by  Areata  and 
its  customers  in  obtaining  adequate  installation  of  the  connecting  arrange- 
ments required  by  the  tariffs  of  Southern  Bell  Telephone  Company  (hereinafter 
Southern  Bell)  and  AT&T  and  (2)  delays  occasioned  by  the  failure  of  such 
interface  devices  to  function  properly.  Each  instance,  detailed  below,  caused 
Arcata's  customer  to  suffer  extreme  inconvenience  and  the  loss  of  adequate 
telephone  service  while  Areata  itself  suffered  embarrassment  and  injury  to 
business  reputation.  In  addition.  Areata  thereby  incurred  labor  time  and 
expense  that  would  have  been  unnecessary  had  Southern  Bell  adequately  per- 
formed its  tariff  duties. 

3.  The  first  instance  concerns  an  Areata  installation  on  the  premises  of 
Buck  Creek  Industries.  Inc..  3867  Roswell  Road  N.E.,  Atlanta.  Georgia,  where 
Areata  had  arranged  with  Southern  Bell  for  the  installation  of  seven  STC 
interface  devices  on  November  12,  1971.  ]\Ir.  Edward  Shields  of  Southern  Bell 
confirmed  this  commitment  with  Areata,  but  upon  the  cutover  date  of  the 
Areata  telephone  system,  Southern  Bell  said  it  would  not  be  able  to  provide 
the  interfaces  because  "a  quality  control  freeze  by  Western  Electric  had  caused 
a  delay".  As  of  November  IS,  1971,  these  devices  had  not  yet  been  furnished. 

4.  After  installation  of  an  Areata  PABX  system  on  the  premises  of  Mitchell 
Motors.  Inc.,  350  Peachtree  St..  N.W.,  Atlanta.  Georgia,  on  :\Iay  1.  1971.  the 
system  functioned  properly  until  October  16,  1971.  when  Mitchell  Motors 
exiierienced  problems  with  one  of  its  telephone  trunks.  Areata  repairmen  were 
sent  to  Mitchell  Motors  and  determined,  after  a  thorough  check  of  x\rcata's 
equipment,  that  the  Southern  Bell  provided  CDH  interface  devices  were  mal- 
functioning. 

r..  This  condition  was  not  repaired  by  Southern  Bell  for  seventeen  days, 
during  which  time  Mitchell  Motors  was  completely  without  use  of  the  tele- 
phone line.  A  conversation  with  Mr.  Edward  Shields  of  Southern  Bell  on 
November  2.  1971,  confirmed  that  Southern  Bell  does  not  inventory  its  inter- 
face devices  and  must  obtain  them  from  Western  Electric  on  an  as  needed 
basis.  These  items  of  telephone  equipment  are  not  inventoried  by  Southern 
Bell,  even  though  they  have  become  as  much  in  demand  as  other  equipment 
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which  is  inventoried.  The  lacli  of  inventory  causes  a  minimum  five  week  delay 
V,etween  the  time  the  devices  are  ordered  by  Areata  and  their  installation  by 
Southern  Bell. 

.Tames  Hoffman. 
Affidavit 

I,  Stanford  A.  Diamond,  being  duly  cautioned  and  sworn  on  oath,  depose 
a  nd  say : 

1.  I  am  Regional  Manager  of  Ai-cata  Commimications,  Inc.  (hereinafter 
Areata),  with  offices  located  at  2800  Superior  Avenue.  Cleveland,  Ohio.  In  this 
capacity  I  am  responsible  for  the  business  affairs  of  Areata  in  the  greater 
Cleveland  area.  * 

2.  I  submit  this  afiidavit  to  demonstrate  the  manner  in  which  the  practices 
and  course  of  dealing  of  the  Ohio  Bell  Telephone  Company  (hereinafter  Ohio 
Bell)  harm  and  otherwise  injure  the  business  reputation  of  Areata  by  Ohio 
Bell's  total  lack  of  cooperation  in  providing  the  connecting  arrangements  re- 
quiretl  by  tariff.  These  devices  function  as  an  interface  between  Ohio  Bell- 
AT&T  telephone  lines  and  customer-provided  telephone  equipment.  Under 
AT&T  tariff  protection,  Ohio  Bell  operates  as  the  sole  supply  source  of  such 
devices,  but  refuses  to  deal  in  a  timely  and  business-like  manner  to  aft'ord 
Ohio  Bell  and  Areata  mutual  customers  the  best  possible  service. 

3.  Areata  ordered  ten  CDH  interface  devices  from  Ohio  Bell  on  August  4, 
1971.  for  installation  on  the  premises  of  leader  Mortgage.  1500  Leader,  Cleve- 
land. Ohio.  October  1.  1971  was  scheduled  as  the  installation  delivery  date, 
and  Ohio  Bell  confirmed  that  this  due  date  would  be  met.  When  the  installa- 
tion date  arrived.  Areata  was  informed  by  Ohio  Bell  that  it  could  not  deliver 
and  install  the  inetrface  because  it  did  not  have  its  cables  rea^y  to  attach  to 
them,  but  would  be  able  to  install  them  on  August  11.  1971.  a  delay  of  seven 
dnys.  This  forced  Areata  to  reschedule  its  work  load  to  accommodate  Ohio 
Bell  and  cause  Leader  Mortgage  to  delay  its  plans,  unduly  inconveniencing  it, 
and  causing  Areata  a  loss  of  time,  rescheduling  of  other  jobs,  and  a  deteriora- 
tion of  customer  relations. 

Stanford  A.  Diamond. 
Affidavit 

T.  .lames  R.  Oorry,  being  first  duly  cautioned  and  sworn,  on  oath  depose 
and  say : 

1.  I  am  Regional  ^Manager  of  Areata  Communications  Inc.  (hereinafter 
Areata)  with  offices  located  at  1424  Westheimer,  Houston.  Texas.  In  this 
capacity  I  am  responsible  for  the  business  affairs  of  Areata  in  the  greater 
Houston  area. 

2.  I  submit  this  affidavit  to  report  the  failure  and/or  refusal  of  Southwestern 
Bell  Telephone  Company  (hereinafter  SW  Bell)  to  supply  the  connecting  ar- 
rangements required  l\v  SW  Bell  and  AT&T  tariffs.  Its  failure  to  produce 
the  interfaces  has  injured  Arcata's  relations  with  customers,  and  has  damaged 
Areata's  business  reputation. 

.3.  In  order  to  install  a  TIE  1030  key  system  for  -Jobbers  Service  Warehouse, 
1919  Washington.  Houston,  Texas.  Areata  on  September  13.  1971,  ordered 
seven  C2ACP  interface  devices  from  SW  Bell  for  installation  on  September 
1?.  1971.  SW  Bell  reported  it  was  unable  to  provide  the  devices  due  to  the  high 
demand  for  them.  Mr.  Fi-itz  Kloppe  of  SW  Bell  stated  that  Western  Electric 
refuses  to  stock  the  devices  because  they  are  too  new  for  data  relating  to  their 
usage  to  have  been  established  for  determining  production  quotas.  This  state- 
ment is  essentially  untrue,  since  both  AT&T  and  SW  Bell  know  that  Arcata's 
minimum  national  requirement  for  ^such  devices  ranges  in  the  area  of  400  units 
per  month. 

4.  For  Houston  Intercontinental  Bank.  16830  John  F.  Kennedy  Blvd..  Hous- 
toi>.  Texas.  Areata  had  ordered  six  C2ACP  interface  devices  on  July  30.  1971, 
for  installation  by  SW  Bell  on  October  1.  1971.  Because  SW  Bell  did  not  have 
any  C2ACP's  in  supply,  they  installed  CD9  interfaces  instead,  but  did  not 
notify  Areata  of  the  substittuion  until  the  day  of  the  installation.  The  sub- 
stituted devices  do  not  function  properly  with  the  equipment  installed. 

5.  SW  Bell  has  numerous  STC  devices  on  back  order,  causing  a  continuing 
pattern  of  relays  in  the  installation  of  Areata  telephone  systems.  Because  of 
these  delays.  SW  Bell  is  able  to  harass  competition  by  delaying  the  installation 
of  customer-owned  and  maintained  telephone  equipment. 

James  R.  Cokry. 
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Affidavit 

1.  Earl  Nelson,  having  been  first  duly  cautioned  and  sworn,  on  oath  depose 
and  say : 

3.  I  am  Regional  Manager  of  Areata  Communications,  Inc.  (hereinafter 
Areata)  with  offices  located  at  755  Davis  Street,  San  Francisco,  California.  In 
this  capacity  I  am  responsible  for  the  business  affairs  of  Areata  in  the  greater 
San  Francisco  area. 

2.  I  submit  this  affidavit  to  show  the  failure  of  Pacific  Telephone  and  Tele- 
graph Company  (hereinafter  PT&T)  to  provide,  on  dates  requested  by  Areata 
and  its  customers,  connecting  arrangements  required  by  tariff.  Areata  has 
sought  to  require  PT&T  to  comply  with  its  and  AT&T  tariffs,  but  has  been 
singularly  unsuccessful. 

3.  On  July  12,  1971,  Areata  requested  PT&T  to  install  CDH  connecting 
arrangements  for  an  August  2,  1971  installation  on  the  premises  of  Grubb  and 
Ellis,  1936  Harrison,  Oakland,  California.  On  July  16.  1971,  PT&T's  plant  per- 
sonnel went  on  strike  and  PT&T  rescheduled  the  delivery  date  to  August  6, 
1971.  This  forced  Areata  to  reschedule  its  installation  for  that  weekend  and 
cost  sixteen  hours  of  overtime.  This  expense  would  not  have  been  necessary  but 
for  PT&T's  failure  to  meet  its  commitment. 

4.  Areata  requested  PT&T  to  install  CDH  coneeting  arrangements  for  its 
August  28,  1971  installation  at  Royal  Viking  Lines,  No,  1  Embarcadero  Center, 
San  Francisco.  Because  of  construction  problems  at  the  customer's  site,  instal- 
lation had  to  be  delayed  for  two  months  and  the  CDHs  were  rescheduled  for 
installation  during  the  first  week  of  November,  1971.  PT&T  did  not  install  its 
equipment  until  November  13,  1971,  and  as  of  November  15,  1971,  only  one 
of  the  telephone  trunk  lines  had  been  installed  by  PT&T.  These  delays  cost 
Areata  thirty-two  hours  of  overtime,  and  serious  inconvenience  to  the  customer, 

5.  On  June  29.  1971,  Areata  requested  PT&T  to  install  CDH  interface  devices 
on  July  13,  1971,  for  an  installation  of  telephone  equipment  at  Ware  and 
Freidenrich,  525  University,  Palo  Alto,  California.  This  date  was  confirmed  by 
PT&T,  but  later  withdrawn  when  PT&T  said  that  no  devices  were  available 
in  the  Bay  Area.  PT&T  said  later  that  the  CDHs  had  become  available,  but  did 
not  install  them  until  July  30,  1971.  Areata  was  forced  to  pay  two  of  its 
installers  sixteen  hours  of  overtime  each  in  order  to  install  the  system  that 
weekend.  In  addition,  the  customer  was  substantially  injured  and  incon- 
venienced by  a  thirty-day  delay  in  obtaining  full  and  adequate  service. 

6.  Areata  requested  P&T  to  install  CDH  connecting  arrangements  on  April 
6,  1971  at  Honig,  Cooper  and  Harrington.  55  Francisco,  San  Francisco,  Cali- 
fornia. This  date  was  confirmed  by  PT&T,  but  it  was  not  until  the  evening 
of  April  9,  1971,  that  they  were  installed.  Because  of  this  delay.  Areata  was 
forced  to  spend  thirty-two  hours  of  overtime  to  complete  the  installation  over 
the  weekend. 

7.  In  each  of  the  above  instances,  Areata  suffered  substantial  injury  to 
business  reputation,  and  substantial  damage  to  its  customer  relations  by  reason 
of  its  inability  to  meet  promised  delivery  and  service  commitments.  These 
commitments  would  have  been  met  but  for  PT&T's  interference. 

8.  PT&T  has  refused  numerous  requests  by  Areata  for  the  installation  of 
STC  connecting  arrangements,  claiming  that  they  are  unavailable  under  their 
tariffs  or  on  a  "Special  Assembly"  basis.  Mr.  Hoarig  of  PT&T  has  stated 
that  a  tariff  is  pending.  On  October  18,  1971,  Mr.  Hoarig  was  contacted  and 
said  that  he  would  have  some  "meaningful  information  on  the  devices"  in 
about  two  weeks.  On  October  28,  1971,  Mr.  Hoarig  said  "prices  for  the  STC 
will  be  available  next  week  and  until  that  time,  we  (Areata)  could  request 
them  on  a  special  assembly  basis".  He  also  stated  that  a  tariff  would  have 
been  filed  by  that  time.  At  this  time,  Areata  is  still  waiting  for  the  tariff  to 
be  file,  and  is  still  unable  to  obtain  STC  connecting  arrangements  required  for 
key  telephone  system  installations.  The  situation  is  further  aggravated  by  the 
fact  that  Areata  is  in  possession  of  information  confirming  that  abundant 
quantities  of  STC  devices  have  been  produced,  and  are  currently  withheld  from 
distribution  by  Western  Electric. 

Earl  Nelson. 
Affidavit 

I,  Mark  E.  Gaynor,  having  been  first  duly  cautioned  and  sworn,  on  oath 
depose  and  say  as  follows : 

1.  At  all  times  recited  in  the  instances  described  below,  I  was  employed 
as  Tariff  Si)ecialist  and  Telephone  Company  Coordinator  for  the  Midwestern 
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operation  of  Areata  Communications.  Inc.,  (hereinafter  Areata)  located  at 
7366  North  Lincoln  Avenue,  Lineolnwood,  Illinois.  In  this  capacity  I  was 
responsible  for  interpretation  of  telephone  company  tariffs  and  regulations  and 
functioned  as  a  liaison  between  Areata,  the  telephone  companies,  and  the 
state  regulatory  commissions.  Upon  review  of  my  records  and  personal  experi- 
ence with  the  following  described  incidents,  I  state  that  the  events  described 
took  place  in  the  manner,  and  on  the  dates  as  indicated. 

2.  I  submit  tliis  affidavit  to  show  the  inability  of  Illinois  BeU  Telephone 
Company  (hereinafter  IBT)  to  proA-ide  the  connecting  arrangements  required 
by  it  for  the  connection  of  customer-provided  telephone  equipment  to  its  lines. 
Although  IBT  tariffs  state  that  only  the  telephone  company  may  supply  these 
devices,  it  has  failed,  upon  the  occasions  cited  below,  to  provide  and  install 
them  in  a  timely  and  business-like  manner.  Because  of  the  IBT  delays  and 
inability  to  furnish  tliese  devices,  Arcat  has  been  forced  to  delay  the  installa- 
tion of  many  scheduled  telephone  systems,  inconveniencing  its  customers,  and 
causing  severe  damage  to  its  business  reputation.  Following  is  a  list  of  those 
instances  in  which  IBT  failed  to  deliver  the  connecting  arrangements  on 
previously  agreed  dates. 

3.  (a)  Interface  devices  were  originally  ordered  by  Areata  for  installation 
on  January  13,  1971,  at  Guidestar  Company,  Inc.,  740  Rush  Street,  Chicago, 
Illinois,   but   were  not   actually   installed  by   IBT   until   March   1,    1971. 

(b)  IBT  did  not  install  the  interface  devices  required  for  the  cutover 
scheduled  September  30,  1971.  at  Weil  Pump  Company,  1530  North  Fremont 
Street,  Chicago.  Illinois.  IBT's  plant  department  reported  it  had  no  orders  for 
installation  although  numerous  letters  were  sent  to  IBT  requesting  the  Septem- 
ber date. 

(c)  On  May  3,  1971,  Areata  was  required  to  spend  a  total  of  12  additional 
hours  at  the  premises  of  Woodfield  Ford.  Plum  Grove  and  Golf  Roads.  Schaum- 
burg,  Illinois,  because  IBT  did  not  install  the  CDH  devices  on  the  agreed 
date. 

(d)  Because  IBT  could  not  supply  eight  interface  devices  promised  for  the 
August  1.  1970  installation  at  the  premises  of  F.  E.  Moran,  Inc.,  2265  Carlson 
Drive.  Northbrook.  Illinois.  Arcata's  installers  were  given  permission  by  IBT 
to  direct  connect  to  its  trunks.  Arcata's  trunks  were  quickly  modified  to  make 
such  a  connection  and  the  system  was  installed  and  functioned  vv-ithout  inter- 
face devices  until  IBT  made  the  interfaces  available  several  days  later.  Prior 
to  IBT  furnishing  the  devices.  Areata  found  one  of  the  IBT  lines  was  not 
hunting  correctly.  After  numerous  calls  to  IBT,  Arcata's  installer  contacted  the 
Frame  Foreman  in  the  Northbrook,  Illinois  Central  Office  and  he  resolved  the 
problem  by  4:30  that  afternoon.  This  IBT  difficulty  cost  Areata  eight  hours 
of  overtime. 

Mark  E.  Gaynor. 
Affidavit 

I,  Franklyn  E.  DeFoe,  having  been  duly  cautioned  and  sworn,  on  oath 
depose  and  say : 

1.  I  am  Regional  Manager  of  Areata  Communications.  Inc.,  with  offices 
located  at  2625  South  Santa  Fe  Drive,  Denver,  Colorado.  In  this  capacity  I 
am  responsible  for  the  business  affairs  of  Areata  Communications  in  the 
Denver  area. 

2.  This  affidavit  demonstrates  the  intent  of  the  Mountain  States  Telephone 
and  Telegraph  Company  (hereinafter  Mountain  States)  to  harass  and  other- 
wise cause  harm  to  the  customers  and  business  reputation  of  Areata  Com- 
munications, Inc.  (hereinafter  Areata). 

3.  I  have  reviewed  the  record  of  evidence  compiled  by  my  office  in  regard 
to  its  dealings  with  Mountain  States  and  state  that  the  following  occurrences 
took  place  in  the  manner  and  on  the  dates  set  forth  below : 

4.  On  November  10.  1971,  Areata  requested  Mountain  States  to  install  six 
STC  interface  devices  on  November  23.  1971  at  the  premises  of  Sheldon,  Bayer. 
McLean  and  Glassman.  a  law  firm  and  customer  of  Arcata's,  located  at  622 
American  National  Bank  Building,  Denver.  Colorado.  On  November  17,  1971,  a 
written  reque.sft  for  this  sers'iee  was  delivered  to  Mountain  States  which  reaf- 
firmed the  November  23.  1971  date.  On  the  follovsing  day,  November  18,  1971,  a 
Mr.  Jacobson  of  Mountain  States  informed  Areata  that  the  earliest  date  the 
STCs  could  be  furnished  would  be  December  16.  1971,  a  total  of  twenty-nine 
days  after  the  requested  November  10,  1971  date. 
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5.  On  November  24,  1971,  Areata  informed  Mr.  Rothmeier  of  Mountain 
States  that  the  due  date  of  December  16,  1971  quoted  by  it  was  not  acceptable. 
Finally,  on  November  30,  1971,  Mr.  Mark  Adamson  of  Areata  called  Mr.  Jacob- 
son  of  Moimtain  States,  and  demanded  a  due  date  of  December  7,  1971.  He 
was  told  that  Mountain  States  could  not  possibly  commit  to  any  date  earlier 
than  the  December  16,  1971  date  originally  given.  It  was  not  until  December 
13,  1971,  that  Mountain  States  finally  provided  the  STCs  for  Areata. 

6.  On  September  1,  1971,  Areata  ordered  seven  STC  connecting  arrangements 
from  Mountain  States  for  installation  on  September  24,  1971,  at  Builders 
Group,  Ltd.,  5475  Leetsdale  Drive,  Denver,  Colorado.  On  September  22,  1971, 
Areata  requested  that  Mountain  States  change  the  due  date  to  October  15, 
1971  and  this  was  accomplished  with  the  concurrence  of  Mountain  States. 
There  were  then  other  due  date  changes  because  of  construction  problems  at 
Builders'  location.  On  November  26,  1971,  Areata  again  requested  Mountain 
States  to  change  the  due  date  of  the  STCs  to  December  3,  1971.  Mountain 
States  agreed  that  this  would  cause  no  difficulties. 

7.  On  December  3,  1971,  after  Mountain  Sttaes  had  completed  the  installa- 
tion of  the  STCs  on  the  first  floor  of  the  customer's  building.  Mountain  States 
chose  to  terminate  the  telephone  Unes  for  Builders  Corporation  on  the  second 
floor  of  the  building,  which  was  not  part  of  the  customer's  premises.  This 
was  done  despite  Areata  and  the  customer's  vehement  objections.  Meetings 
were  held  with  Bell  officials  until  9:00  p.m.  that  evening  in  an  attempt  to 
obtain  agreement  that  they  would  extend  the  telephone  lines  from  the  second 
to  the  first  floor  where  the  STCs  were  located,  but  to  no  avail. 

8.  Instead,  Mountain  States  chose  to  remove  the  already  installed  STCs 
and  to  relocate  them  on  the  second  floor  of  the  building.  This  caused  Areata 
to  expend  an  additional  twenty-four  hours  of  overtime  on  Saturday,  December 
4,  1971,  to  reinstall  and  rewire  its  previously  installed  STC  devices,  rather 
than  comply  with  a  reasonable  request. 

9.  When  Mountain  States  was  confronted  with  the  possibility  of  a  law  suit 
over  this  and  other  incidents,  one  of  their  executives,  L.  J.  Sarriugarte,  Colo- 
rado Marketing  Supervisor,  said  "I  wish  you  would.  It  would  clear  the  air 
and  let  us  know  where  we  stand". 

10.  On  November  26,  1971,  Mountain  States  committed  itself  to  a  due  date 
of  December  3,  1971  for  the  installation  of  CD9  interface  devices  so  Areata 
could  provide  service  to  Bekin  Van  and  Storage,  1955  South  Valley  Highway, 
Denver,  Colorado.  On  December  3,  1971.  Arcata's  installers  were  present  at  the 
customer's  premises  to  complete  their  installation,  only  to  find  that  Mountain 
States  had  not  yet  installed  the  interface  devices.  Mountain  States  was  called 
and  Areata  was  told  that  it  would  not  be  possible  for  Mountain  States  to 
install  the  devices  on  that  day.  The  installation  was  rescheduled  for  December 
8,  1971. 

11.  In  the  case  of  G.  I.  Storage  and  Transfer,  1140  W.  Fifth  Avenue.  Denver, 
Colorado,  Mountain  States  agreed  on  November  11,  1971  to  install  CD9  inter- 
face devices  on  December  6,  1971.  On  December  6.  1971,  Areata  was  present 
for  the  installation  of  the  customer's  system  but  found  that  Mountain  States 
had  not  scheduled  the  installation  for  that  date  and  could  not  give  any  reason 
for  the  omission.  Mountain  States  then  agreed  to  complete  the  iuvstallation  on 
December  9,  1971. 

12.  Mountain  States  made  a  commitment  to  Areata  tx)  install  four  STC  inter- 
face devices  on  the  premises  of  the  American  Legion  Post  No.  1,  4500  East 
Alameda,  Denver,  Colorado  on  July  30,  1971.  The  installation  was  delayed 
when  Mountain  States  reported  that  the  shipment  of  STCs  was  lost  in  the 
oourse  of  air  freight  delivery.  A  substitute  shipment  was  subsequently  lost 
in  Ohio.  The  interfaces  were  not  actually  installed  until  September  13,  1971. 

13.  The  following  represent  other  customers  in  whose  behalf  interface 
devices  were  ordered  from  Mountain  States,  the  in.stallation  dates  requested  by 
Areata,  and  the  dates  upon  which  they  were  actually  installed : 

(a)  Areata  Communications,  Inc.;  requested  for  August  27,  1971,  delivered 
on  September  18,  1971. 

(to)  Buehler  Transfer  Company,  3899  Jackson  Street,  Denver,  Colorado; 
requested  for  August  21,  1971,  delivered  on  October  23,  1971. 

(c)  Colorado  Surgical  Supply,  1160  E.  18  Avenue,  Denver,  Colorado;  re- 
quested for  August  21,   1971,  delivered  September  1,  1971. 

(d)  Colorado  Transfer  &  Storage  Company,  4825  Limez  Street,  Denver, 
Colorado ;   requested  for   October  18,   1971,   delivered   on   November  5,    1971. 
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(e)  Longmont  Realty  &  Insurance.  512  Fourth  Avenue,  Longmont,  Colorado; 
requested  for  September  28,  1971,  delivered  October  2,  1971. 

(f)  Mansfield  Realty.  2330  South  Colorado  Boulevard,  Denver,  Colorado; 
requested  for  September  24,  1971.  delivereti  on  September  29,  1971. 

(g)  Placements,  Inc.,  Suite  1830  Western  Federal  Savings  Building,  Denver, 
Colorado;  requested  for  September  29,   1971,  delivered  on  October  21,   1971. 

(h)  Bowers  and  Son  Transfer  Company.  2030  Blake  Street,  Denver,  Colo- 
rado; requested  for  November  29,  1971,  scheduled  for  delivery  on  Decem-ber 
3,  1971. 

14.  In  each  of  the  above  cases,  the  installation  dates  for  these  Areata  cus- 
tomers were  delayed  because  Mountain  States  could  not  or  would  not  supply 
needed  connecting  arrangements.  Since  September  10,  1971,  when  a  formal 
reque.st  was  made  to  ^Mountain  States  for  the  advance  stockpiling  of  sixty- 
four  interfaces  per  month  (see  attached).  Mountain  States  has  failed  to  meet 
its  commitment  on  thirteen  separate  occa.sions.  In  each  instance,  Mountain 
States  has  sought  to  excuse  its  non-delivery  by  stating  that  the  delays  are  all 
caused  bv  its  inability  to  obtain  interface  devices  from  Western  Electric. 

15.  Mountain  States  is  required  by  its  tariffs  to  alow  the  connection  of 
customer-owned  and  maintained  telephone  equipment  to  its  lines.  Since  Moun- 
tain States  and  its  parent  comimny,  AT&T,  have  elected  to  require  the  use  of 
an  interface  device  which  only  they  may  furnish,  insitall,  and  maintain,  it  is 
encumbent  upon  them  to  do  so  in  a  timely  and  businesslike  fashion,  and  not  to 
attempt  to  use  these  devices  as  a  means  of  limiting  comijetition. 

Fbanklyn  E.  DeFoe. 

Arcata  Communications, 
Englewood,  Colo.,  September  10,  1911. 
Mark  Adamson, 
Mountain  Bell, 
Rm.  1150, 
930  15th  St., 
Denver,  Colo. 

Dear  Mark  :  This  letter  is  to  confirm  and  update  our  telephone  conversation 
of  August  6,  1971,  and  September  9,  1971,  concerning  our  estimated  re<iuire- 
ments  for  interconnect  devices. 
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Mark,   these  are  conservative  estimates  and  will  vary,  depending  on   sales 
cycles.  However,  over  any  2  month  period,  they  will  average  out. 
"  We  are  extremely  concerned  regarding  Mountain  Bell's  inability  to  inventory 
these  devices.   It  has  caused   customer   disservice   in   the  past.   We   trust  the 
enclosed  projections  will  correct  that  situation. 
Sincerely  yours, 

Arcata   Communications, 
S.  L.  Johnston, 

Plant  Manager. 

Affidavit 

I,  Stanford  A.  Diamond,  being  first  duly  cautioned  and  sworn,  on  oath  depose 
and  say : 

1.  I  am  Regional  Manager  of  Arcata  Communications,  Inc.  (hereinafter 
Arcata)  with  offices  located  at  2800  Superior  Avenue,  Cleveland,  Ohio.  In  this 
capacity  I  am  responsible  for  the  business  affairs  of  Arcata  in  the  greater 
Cleveland  area. 

2.  I  submit  this  affidavit  to  demonstrate  the  unwillingness  of  Ohio  Bell  Tele- 
phone Company  (hereinafter  Ohio  Bell)  to  install  and  maintain,  in  proper 
working  condition,  the  connecting  arrangements  required   by   ATT&T   tariffs. 
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Ohio  Bell  and  AT&T  tariffs  require  that  only  the  telephone  company  may 
furnish,  install,  and  maintain  these  devices  which  are  used  for  the  connection 
of  customer-provided  telephone  equipment  to  its  telephone  lines.  Even  though 
the  devices  are  generally  available  from  independent  manufacturers  operating 
under  licensing  and  technical  agreements  with  Wstern  Electric  or  from  manu- 
facturers supplying  indei>enrtent  telephone  companies,  this  affidavit  is  submitted 
to  show  those  instances  in  which  Ohio  Bell  has  failed  to  provide  the  equipment, 
knowledge,  inventories,  and  services  that  would  permit  the  proper  functioning 
of  such  devices. 

3.  On  March  3,  1971,  Areata  installed  an  Ericcson  AKD  741  PABX  system  at 
the  Brown  Derby,  7850  Northfield  Road,  Walton  Hills,  Ohio.  Ohio  Bell  had 
previously  installed  nine  CDH  interface  devices  on  the  customer's  premise  for 
the  purpose  of  allowing  the  interconnection  of  the  customer's  non-Bell  telephone 
system  to  Ohio  Bell  telephone  lines.  On  the  day  of  installation,  Areata  found 
that  several  of  the  telephone  trunks  were  inoperable  due  to  the  improper  wiring 
of  interface  devices  by  Ohio  Bell.  Several  wires  had  a  short  in  them,  and  a 
number  of  fuses  in  the  interface  cabinet  had  been  blown.  After  Areata  told 
Ohio  Bell  repair  personnel  of  the  situation,  telephone  repairmen  were  still 
unable  to  locate  the  problem  until  it  was  pointed  out  to  them  by  the  Areata 
installer.  This  incident  illustrates  the  inexperience  and  inability  of  Ohio  Bell 
personnel  in  regard  to  installing  and  repairing  connecting  arrangements.  This 
situation  delayed  the  customer's  installation  and  caused  the  expenditure  of 
three  hours  of  overtime  by  Areata. 

4.  Another  Areata  PABX  system  was  to  be  installed  in  July,  1971  at  the 
premises  of  the  Pepsi  Cola  Bottling  Company,  3209  Chester  Avenue,  Cleveland, 
Ohio.  When  Areata  sought  to  connect  its  system  to  the  interfaces,  it  found  the 
leads  from  the  connecting  arrangements  had  been  improperly  terminated  at  the 
demarcation  point,  making  the  interfaces  inoperative.  This  hindered  the  Areata 
installation  for  a  total  of  three  hours  and  again  demonstrated  the  inability  or 
lack  of  knowledge  of  Ohio  Bell  personnel  regarding  the.se  devices. 

5.  Marc  Lance  Ford,  Center  Ridge  and  Clague  Roads,  Westlake,  Ohio,  re- 
ported to  Areata  on  February  20,  1971  that  it  was  able  to  use  one  of  its  tele- 
phone lines  only  on  an  intermittent  basis.  Upon  Arcata's  in.spection,  it  was 
found  that  an  Ohio  Bell  CDH  interface  card  was  failing  to  operate  properly  at 
all  times.  Ohio  Bell  was  called,  came  to  the  customer's  premises,  but  could  not 
locate  the  problem.  The  same  incident  recurred  on  March  22.  1971,  and  upon 
arrival  at  the  customer's  premises,  an  Ohio  Bell  employee  admitted  he  was 
unfamiliar  with  the  device.  This  same  lack  of  knowledge  has  been  reported  on 
many  other  occasions  by  other  Ohio  Bell  personnel. 

6.  On  November  13,  1971,  Building  Systems,  Inc.,  3113  Prospect  Avenue, 
Cleveland,  Ohio,  called  Areata  to  report  a  problem  occurring  on  one  of  its  tele- 
phone lines.  Upon  inspection  and  after  first  verifying  that  the  malfunction  was 
not  caused  by  Areata  equipment.  Areata  called  Ohio  Bell  to  report  the  problem. 
Upon  arrival,  the  Ohio  Bell  repairman  found  that  a  CDH  interface  card  had 
failed  and,  after  inspection,  stated  that  the  card  could  not  be  repaired.  Because 
of  a  lack  of  replacement  units,  the  connecting  device  was  not  replaced  by  Ohio 
Bell  until  November  15,  1971.  During  these  two  days,  the  customer  suffered 
serious  impairment  of  its  telephone  service. 

7.  Following  are  the  names  of  Areata  customers  who  have  experienced  the 
failure  of  connecting  arrangements  supplied  by  Ohio  Bell.  The  length  of  the 
list  demonstrates  that  these  failures  occur  with  frequent  regularity. 

(a)  Security  Federal  Savings  &  Loan,  1112  Euclid  Avenue.  Cleveland,  Ohio. 
Failures  occurred  in  one  or  more  of  their  CDH  interface  devices  on  October  16, 
November  4,  and  November  11,  1971. 

(b)  CleveTrust  Advisors.  1530  Inve.stment  Plaza,  Cleveland.  Ohio.  A  CDH 
failure  was  reported  to  Ohio  Bell  by  Areata  on  September  26,  1971. 

(c)  Marshall  Motor  Company,  6200  Mayfield  Road,  Mayfield  Heights.  Ohio. 
A  C2A  connecting  arrangement  failed  on  November  15,  1971. 

(d)  Judson-Brooks  Company,  1241  Superior  Avenue,  Cleveland.  Ohio.  On 
September  7,  1971,  a  failure  occurred  in  a  CDH  device. 

(e)  Midland  Electric  Company,  2125  Superior  Avenue,  Cleveland,  Ohio.  CDH 
interface  devices  failed  on  August  26  and  September  2,  1971. 

(f)  National  Engineering  and  Contracting  Company,  12608  Alameda  Drive, 
Strongsville,  Ohio.  A  CDH  failure  occurred  on  November  3,  1971. 

The  foregoing  and  other  such  interface  failures  have  cost  Areata  and  its 
customers  time,  money,  and  severe  inconvenience.  Nevertheless,  at  this  time, 
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Ohio  Bell  persists  in  sending  inexperienced  personnel  to  install  and  repair  its 
equipment,  thus  perpetuating  the  situation. 

Stanford  A.  Diamond. 


I,  James  R.  Corry,  being  first  duly  cautioned  and  sworn,  on  oath  depose  and 

1.  I  am  Regional  Manager  of  Areata  Communications.  Inc.  (hereinafter 
Areata)  with  offices  located  at  1424  Westheimer,  Houston,  Texas.  In  this  capa- 
city I  am  responsible  for  the  business  affairs  of  Areata  in  the  greater  Houston 

2.  I  submit  this  affidavit  to  demonstrate  the  failure  of  Southwestern  Bell 
Telephone  Company  (hereinafter  SW  Bell)  to  install  and  maintain,  in  proper 
working  condition,  the  connecting  arrangements  furnished  and  installed  by  SW 
Bell  and  AT&T  as  required  by  its  tariffs. 

3.  SW  Bell  tariffs  state  that  only  the  telephone  company  may  supply,  install, 
and  maintain  these  devices  which  are  used  for  the  connection  of  customer- 
provided  telephone  equipment  to  its  telephone  lines.  However,  on  numerous 
occasions,  cited  below.  SW  Bell  has  failed  to  provide  the  equipment,  l<nowledge, 
or  services  which  allow  the  proper  functioning  of  these  devices.  By  its  actions, 
SW  Bell  has  caused  serious  injury  to  the  business  reputation  of  Areata  and  has 
forced  Areata  to  spend  a  great  deal  of  time  and  money  in  an  effort  to  correct 
problems  solely  attril)utable  to  SW  Bell. 

4.  Upon  review  of  my  records  and  personal  experience  in  these  incidents,  I 
state  that  the  following  events  toolv  place  in  the  manner  and  on  the  dates  set 
forth  below. 

5.  At  Arcatas  offices  in  Houston,  nine  C2ACP  and  one  CDH  interface  devices 
failed  at  the  time  of  cut-over  on  July  14,  1971.  This  problem  was  not  completely 
corrected  bv  SW  Bell  until  December  15,  1971. 

6.  Pitney  Bowes,  7005  S.  W.  Freeway,  Houston,  Texas,  had  seven  CDH's 
installed  by  SW  Bell.  At  the  time  of  cutover  on  July  3,  1971,  Areata  found  the 
interfaces  had  been  improperly  wired. 

7.  At  Edward  Banlvers,  21  Murworth.  Houston.  Texas,  Areata  found  at  the 
time  of  cutover  on  August  10,  1971,  that  six  CDH  interfaces  were  faulty.  This 
and  the  preceding  instances  testify  to  either  the  faiilty  manufacture  of  the 
interface  devices  and/or  the  incompetent  installation  of  them  by  SW  Bell 
employees.  SW  Bell  employees  sent  to  install  the  devices  generally  admit  they 
have  never  seen  the  devices  nor  have  they  been  trained  in  their  installation. 

8.  At  Moncrief  Lenior  Manufacturing  Co.,  2103  Lyons  Avenue,  Houston, 
Texas,  four  of  the  SW  Bell  CDH  interface  devices  failed  after  installation. 

9.  On  November  19.  1971  a  CDH  device  failed  at  Houston  Baptist  College, 
7502  Fondreu,  Houston.  Texas. 

10.  At  Property  Investment.  Inc.,  2370  Rice  Boulevard,  Houston.  Texas,  a 
CDH  failed  on  September  23.  1971,  and  from  that  time  was  out  of  service  for 
ten  days,  due  to  the  lack  of  spare  devices  or  repair  parts  by  SW  Bell.  This 
cost  the  customer  substantial  inconvenience. 

11.  At  the  American  Society  of  Medical  Technologists,  1600  Hermann  Profes- 
sional Building,  Houston.  Texas,  an  STC  interface  device  failed  on  September 
10.  1971,  and  was  not  repaired  for  more  than  ten  days  due  to  lack  of  replace- 
ments by  SW  Bell.  Areata  has  been  told  by  SW  Bell  that  replacement  parts 
will  not  be  available  until  November  17, 1971. 

12.  SW  Beirs  excuse  for  the  luiavailability  of  the  interfaces  is  that  "Western 
Electric  refuses  to  stock  them  because  they  are  too  new  for  usage  data  on  pro- 
duction quotas  to  have  been  established".  To  the  best  of  Arcata's  knowledge, 
information  and  belief  this  statement  is  untrue. 

James  R.  Cokry. 

Affidavit 

I,  Robert  D.  Leland,  having  been  first  duly  cautioned  and  sworn,  on  oath 
depose  and  say : 

1.  I  am  Regional  Plant  Manager  for  Areata  Communications,  Inc.  (herein- 
after Areata)  with  offices  located  at  29563  Northwestern  Highway.  Southfield, 
Michigan.  In  this  capacity  I  am  responsible  for  the  installation,  maintenance, 
and  repair  of  all  Areata  telephone  systems  installed  in  the  greater  Detroit  area. 
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2  I  submit  this  affidavit  to  document  tlie  incompetence  and  lack  of  training 
exhibited  by  Michigan  Bell  Telephone  Company  (hereinafter  Michigan  Bell) 
employees  with  respect  to  the  installation  and  repair  of  connecting  arrange- 
ments required  for  the  connection  of  customer-provided  telephone  equipment  to 
Michigan  Bell  and  AT&T  telephone  lines.  . 

3.  Coon  Brothers  Rambler,  Inc.,  23951  Plymouth  Road,  Miami,  Michigan.  This 
incident  involves  the  Michigan  Bell  installation  of  equipment  to  provide  off- 
premise  telephone  service.  Subsequent  to  the  furnishing  of  the  necessary  tele- 
phone lines.  Areata  reported  to  Michigan  Bell  that  the  voice  levels  of  the  tele- 
phone company  lines  furnished  for  this  service  vi^ere  too  low.  After  two  months, 
extending  from  August  1,  1971  to  October  6,  1971,  Michigan  Bell  finally  cor- 
rected the  problem,  following  Arcata's  demonstration  that  the  transmission 
levels  were,  in  fact,  too  low.  The  problem  would  not  have  occurred  had  Mich- 
igan Bell  properly  tested  its  interface  devices  after  installation. 

4.  In  almost  every  installation  involving  the  furnishing  of  interface  devices 
to  Areata  and  its  customers,  Areata  has  had  to  instruct  Michigan  Bell  installers 
in  the  proper  installation  of  the  devices.  :\Iany  INIichigan  Bell  installers  admit 
they  have  never  seen  the  devices  before  attempting  to  install  them.  Because  of 
Michigan  Bell's  lack  of  experienced  personnel,  Areata  has  been  forced  to  spend 
eighteen  to  twenty  hours  on  every  cutover  that  would  normally  take  only  four 
hours.  The  exti-atime  is  spent  repairing  defective  installations  caused  by  the 
apparent  incompetence  of  Michigan  Bell  personnel. 

Robert  D.  Leland. 

Affidavit 

I,  Gerald  W.  Burns,  having  been  first  duly  cautioned  and  sworn,  on  oath 
depose  and  say : 

1.  I  am  Regional  Manager  of  Areata  Communications,  Inc.,  (hereinafter 
Areata)  with  offices  located  at  2635  Eastlake  Avenue  East,  Seattle.  Washing- 
ton. In  this  capacity,  I  am  responsible  for  the  business  affairs  of  Areata  in  the 
greater  Seattle  area. 

2.  I  submit  this  affidavit  to  show  that  the  connecting  arrangements  required 
and  supplied  by  Pacific  Northwest  Bell  Telephone  Company  (hereinafter  PNB) 
for  the  connection  of  customer-provided  telephone  equipment  to  its  telephone 
lines,  are  poor  in  quality  and  hinder,  rather  than  aid,  in  the  furnishing  of  good 
telephone  service. 

3.  Areata  installed  an  Ericsson  AKD  741  PABX  telephone  system  on  the 
premises  of  Freeway  Volkswagen,  Inc.,  4546  Roosevelt  Way,  N.  E..  Seattle, 
Washington,  on  April  26,  1971.  Areata  had  previously  arranged  for  the  installa- 
tion of  eight  CDH  interface  devices  by  PNB  on  the  August  date.  Following  the 
completion  of  its  installation,  Freeway  Volkswagen  reported  to  Areata  that 
calls  were  being  lost.  Freew^ay  customers  complained  that  when  they  called 
they  heard  the  telephone  ringing,  but  their  calls  were  not  answered  by  Freeway. 
Freeway  had  no  knowledge  of  any  calls  not  being  answered. 

4.  On  numerous  occasions,  after  first  making  certain  the  problem  was  not 
caused  by  the  Areata  PABX  equipment,  iVrcata  reported  the  malfunction  to 
PNB  repair  personnel.  In  addition  Areata  told  PNB  it  had  determined  that  the 
problem  was  caused  by  the  fluctuation  in  current  from  the  PNB  Step-By-Step 
Central  Office  which  caused  the  interface  devices  to  malfunction  on  an  inter- 
mittent basis.  PNB,  however,  would  not  be  convinced  and  has  not  yet  attempted 
to  correct  the  problem. 

5.  It  should  also  be  noted  that  such  fluctuations  in  current  from  the  Central 
Office  would  not  have  materially  affected  Freeway  Volkswagen's  service  had  it 
not  been  for  the  presence  of  the  interface  device  in  the  circuit.  Such  fluctuations 
caused  interface  devices  to  completely  close  down  the  circuit  serving  the  PABX 
equipment.  However,  where  no  interfaces  are  present,  these  same  fluctuations 
cause  only  a  minor  loss  in  the  volume  of  the  signal  reeived. 

Gerald  W.  Burns. 
Affidavit 

I,  Thomas  A.  McGowan,  having  been  first  duly  cautioned  and  sworn,  on  oath 
depose  and  say : 

1.  I  am  Regional  Plant  Manager  for  Areata  Communications.  Inc.  (herein- 
after Areata)  with  offices  located  at  5711  N.  W.  74  Avenue,  Miami.  Florida.  In 
this  capacity  I  am  responsible  for  the  installation,  maintenance,  and  repair  of 
the  telephone  equipment  installed  by  Areata  in  the  greater  Miami  area. 
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2  I  submit  this  affidavit  to  show  that  Southern  Bell  Telephone  and  Tele- 
graph Company  (hereinafter  SBT)  has  failed  to  comply  with  its  tariff  duty  to 
install  and  maintain  the  connecting  arrangements  supplied  by  it. 

3  SET  and  AT&T  tariffs  require  the  telephone  company  to  turnish,  install, 
and  maintain  these  devices,  which  function  as  an  interface  between  its  tele- 
phone lines  and  customer-provided  telephone  equipment.  However,  on  the  occa- 
sions cited  below,  SET  failed  to  provide  the  equipment,  knowledge,  and  services 
which  would  have  permitted  these  devices  to  function  proprly.  In  many  in- 
stances, the  devices  were  defective  at  the  time  of  installation. 

4.  (a)  Carrier  Weathermaiir  Corporation,  120  N.E.  179  Street,  Miami,  Florida. 
SET  installed  defective  interface  devices  on  October  1,  1970.  ,>  „  ^ 

(b)  Associated  Mortgage,  2355  Salvedo,  Coral  Cables,  Florida.  SET  installed 
defective  interface  devices  on  September  15,  1970. 

(c)  Real  Estate  Director}/,  Inc.,  2398  N.W.  119  Street,  Miami,  Florida.  bBT 
installed  defective  interface  devices  on  January  6,  1971. 

(d)  Bill  Binko  Chrysler  Plymouth,  1750  North  Federal  Highway,  tort 
Lauderdale.  Florida.  SET  installed  defective  interface  devices  on  April  2,  1971. 

(e)  Masseu  Yardley  Dodge,  1600  North  Federal  Highway,  Fort  Lauderdale, 
Florida.  SET  installed  defective  interface  devices  on  November  14,  1970. 

(f )  Biirda  Metals,  190  West  23  Street,  Hialeah,  Florida.  SET  installed  defec- 
tive interface  devices  on  March  1.  1971.  cT>m  •      ^11^ 

(g)  Chem  Form,  1410  S.  W.  Eighth  Street.  Pompano,  Florida.  SET  installed 
defective  interface  devices  on  December  24,  1970. 

5  In  each  of  the  above  instances,  tests  conducted  at  the  installation  site 
proved  that  the  interface  devices  furnished  by  SET  were  the  source  of  the 
problem.  In  many  cases  where  trouble  occurred,  the  interface  were  Proven 
faulty  by  making  a  direct  electrical  connection  of  the  Areata  system  to  SEl  s 
telephone  lines.  This  having  been  done,  the  systems  began  to  function  properly. 
When  the  interfaces  were  again  introduced  into  the  system,  the  problems 
recurred.  These  test  were  conductd  in  the  presence,  and  with  the  approval  of 

SET  personnel.  ,    ,^  ^ 

Thomas  A.  McGowan. 

Affidavit 
I,  Franklyn  E.  DeFoe,  having  been  first  duly  cautioned  and  sworn,  on  oath 
depose  any  say :  .  ,         ^v,       •     *.. 

1  I  am  Regional  Manager  of  Areata  Communications,  Inc.  ( hereinafter 
Areata)  with  offices  located  at  2625  South  Santa  Fe  Drive,  Denver,  Colorado. 
In  this  capacity  I  am  responsible  for  the  business  affairs  of  Areata  in  the 
greater  Denver  area.  ,  .  i.   ,,       i.  • 

2  This  affidavit  is  submitted  to  recite  those  instances  in  which  Mountain 
States  Telephone  and  Telegraph  Company  (hereinafter  Mountain  States)  has 
delivered  faulty  connecting  arrangements  to  Areata  customer  installations :  or 
in  the  alternative,  has  dispatched  to  Areata  customer  installations  poorly 
trained  and  inexperienced  employees  unable  to  properly  install  or  repair  such 
connecting  arrangements.  .     c     4.      i. 

3.  In  numerous  instances,  interface  devices  supplied  by  Mountain  btates  have 
failed  to  function  properly  at  the  time  of  installation,  and/or  have  subsequently 
failed  to  function  with  any  consistency.  When  requested  to  install  or  repair 
these  devices,  the  plant  personnel  of  Mountain  States  usually  demonstrate  an 
inability  to  perform  connecting  arrangement  installation  and  repair  work,  due 
to  a  lack  of  training  or  inexperience.  The  following  examples  demonstrate  a 
few  of  such  instances. 

4.  At  the  time  of  the  Areata  installation  for  American  Legion  Post  No.  1, 
4500  East  Alameda,  Denver,  Colorado,  on  September  13,  1971,  it  took  Mountain 
States  installers  two  days  to  install  four  STC  devices.  Normal  installation  time 
should  not  exceed  two  hours.  Each  such  device  is  simply  mounted  with  wall 
screws,  or  may  be  positioned  in  a  reqular  shelf  frame.  To  complete  installation 
the  pack  cover  is  removed  by  loosening  two  screws.  Seven  screw  terminals  on 
the  printed  circuit  board  provide  the  means  of  conncetion  to  the  CO  line,  tele- 
phone set,  and  power  transformer.  A  fifteen  pin  connector  contained  in  the 
interface  pack  permits  a  plug  connection  to  the  transmission  path  and  control 
leads  of  the  customer  equipment. 

5.  At  the  September  1,  1971  Areata  installation  for  Colorado  Surgical,  llbO 
East  18  Avenue,  Denver,  Colorado,  the  Mountain  States  in.staller  arrived  on  the 
customer's  premises  with  "speaker  phone"  transformers  rather  than  the 
ordered  power  supply  for  the  interface  devices. 
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6.  Areata  made  arrangements  with  Mountain  States  for  the  August  1,  1971 
installation  of  connecting  arrangements  and  telephone  lines  to  serve  its  new 
location  in  a  new  building  at  2625  South  Santa  Fe  Drive,  Denver,  Colorable. 
Mountain  States  did  not  provide  this  service  until  September  15,  1971,  forcing 
Areata  to  stay  in  its  temporary  offices  for  an  additional  six  weelis.  Since  it 
began  paying  rental  on  the  new  location  on  August  1,  Areata  was  forced  to  pay 
double  rent  on  both  locations  for  the  six  weelv  period. 

7.  When  Mountain  States  finally  arrived  at  the  new  location  to  provide 
service,  its  installers  mixed  up  the  sequence  of  telephone  lines  entering  the 
connecting  arrangements,  and  incorrectly  wired  the  power  supply  for  the  units. 
They  then  terminated  the  entire  50-pair  cable,  designed  to  serve  all  future 
occupants  of  the  building,  in  Arcata's  testing  area.  This  meant  that  in  the 
future,  whenever  another  occupant  of  the  building  wanted  any  service  changes, 
the  Mountain  States  installers  would  have  to  do  their  preliminary  work  in 
Arcata's  testing  area.  This  would  cause  severe  inconvenience  and  delay  to 
Areata  since  no  work  would  be  able  to  be  done  while  Mountain  States  was 
using  the  area. 

Normally,  when  service  is  provided  to  a  new  building,  the  cable  is  terminated 
on  the  telephone  pole  adjacent  to  the  building,  rather  than  inside  one  area  of 
the  building  which  may  or  may  not  be  centrally  located  to  the  other  are.as. 
Arcata's  location  is  on  the  very  end  of  the  building  which  they  occupy. 

8.  At  Moore  Equipment,  5990  Dahlia  Street,  Denver,  Colorado,  the  Mountain 
States  installer  improperly  wired  the  customer's  CDH  interface  device  and  left 
straps  on  the  device,  causing  serious  transmission  interference,  and  inconven- 
ience to  the  customer. 

9.  In  the  following  instances,  a  number  of  the  interface  devices  were  defec- 
tive at  the  time  of  in.stallation,  or  failed  shortly  thereafter. 

10.  At  Wright  &  McGill,  8720  East  Colfax  Avenue.  Denver,  Colorado,  one 
CDH  was  defective  at  the  August  27  cutover  and  one  more  failed  shortly  there- 
after. Mountain  States  was  requested  to  repair  the  devices  on  August  30  and 
31,  September  1,  2,  3,  6,  8,  13,  18,  26,  and  28,  1971.  On  September  30,  1971,  Areata 
was  advised  by  Mr.  Sommerville  of  Mountain  States  tliat  "special  condition- 
ing" would  be  necessary  for  the  off-premise  line  served  by  the  CDH.  He 
quoted  an  October  6,  1971  due  date  for  this  work,  but  did  not  complete  repairs 
until  November  15,  1971.  Areata  was  forced  to  expend  one  hundred  and  five 
man-hours  on  the  installation  in  excess  of  the  time  normally  required.  All  of 
this  inconvenience  and  loss  was  imposed  by  Mountain  States'  inefficiency  and 
refusal  to  remedy  its  own  defective  work. 

11.  At  the  aforementioned  American  Legion  installation,  one  STC  device  was 
defective  at  cutover  on  September  13.  1971. 

12.  At  the  aforementioned  Areata  installation  at  Colorado  Surgical,  two  STC 
devices  were  defective,  and  one  more  failed  at  a  later  date.  All  during  these 
failures  by  Mountain  States,  the  customer  suffered  severe  inconvenience.  First, 
because  of  the  supply  of  incorrect  devices  at  the  installation,  its  system  was 
not  installed  on  the  scheduled  date.  This  forced  a  reallocation  of  its  i}ersonnel 
and  their  time,  resulting  in  the  loss  of  many  productive  hours.  Second, 
because  of  the  failure  of  one  of  the  devices  on  a  later  date,  the  customer 
suffered  further  inconvenience  in  that  he  was  unable  to  fully  utilize  the 
service  for  which  he  was  paying.  These  failures  were  also  costly  to  Areata, 
for  it  was  forced  to  delay  its  initial  installation  until  Mountain  States  could 
provide  the  proper  equipment.  Its  installers,  who  were  already  on  the  custom- 
er's site,  were  forced  to  remain  there  for  three  unproductive  hours  until 
Mountain  States  returned  with  the  proper  power  supply.  When  an  interface 
later  failed,  two  more  hours  were  .spent,  waiting  for  Mountain  States  to 
respond  to  Arcata's  call  for  rei>air. 

13.  At  Colfax  National  Bank.  5901  Ea.st  Colfax  Avenue,  Denver,  Colorado, 
two  STCs  were  defective  at  cutover  on  Augu.«!t  10,  1971.  and  no  replacements 
were  available.  It  was  August  12,  1971,  before  the  installed  wires  were 
repaired  by  Mountain  States.  Another  STC  failed  subsequent  to  the  cut  date. 
Areata  spent  a  total  of  twelve  hours  at  the  customer's  location,  waiting  for 
Mountain  States  to  respond  to  repair  calls. 

14.  At  Crown  Realty,  110  St.  Paul  Street.  Denver,  Colorado,  one  STC 
device  was  defec-tive  at  cutover. 

15.  Areata  had  scheduled  an  October  21.  1971  installation  for  Placements, 
Inc.,  Suite  1830,  Western  Federal  and  Savings  Building,  Denver,  Colorado. 
The   Bell   installer   arrived   at  4 :00  p.m.    on   that   date   and   refused   to   work 
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overtime.  On  October  22,  1971,  after  Mountain  States  had  completed  its  work, 
one  of  the  STC  devices  failed  and  the  customer  would  not  allow  completion 
of  his  cutover  by  Areata  until  all  lines  were  worliing.  The  cutover  was  again 
rescheduled  for  October  23,  1971,  and  completed  on  that  date,  after  the  STC 
was  repaired  by  Mountain  States.  Two  more  STCs  failed  following  the 
cutover. 

16.  At  the  aforementioned  Heller  Mark  and  Gomi>any,  one  STC  was  defec- 
tive at  cutover  and  another  failed  shortly  thereafter. 

17.  At  the  Areata  offices'  installation,  two  of  the  STCs  were  defective  at 
cutover,  and  two  more  failed  at  a  later  date. 

IS.  At  the  time  of  cutover  for  Buehler  Tninsfer  Company,  3899  Jackson 
Street,  Denver,  Colorado,  on  October  23,  1971,  two  STC  devices  were  defective. 

19.  The  instances  recited  above  are  especially  aggravated  because  Western 
Electric  and  AT&T  affiliated  subsidiaries  do  not  inform  the  manufacturers  of 
STC  units  of  defective  manufacturing  procedures,  or  of  the  need  for  taking 
remedial  action.  In  addition,  Western  Electric  does  not  distribute  STC  units 
to  AT&T  companies  in  quantities  approximating  monthly  production  runs  of 
the  licensed  indei)endent  manufacturers.  As  a  result,  AT&T  companies  lack 
adequate  inventory  from  which  to  replace  defective  units. 

20.  I  believe  that  all  of  the  aforementioned  incidents  amply  demonstrate 
the  inability  of  Mountain  States  to  supply,  install,  and  maintain  the  interface 
devices  only  it  may  provide  under  AT&T  tariffs. 

Franklyn  E.  De  Foe. 
Affidavit 

I,  Frank  McAloon,  having  been  first  duly  cautioned  and  sworn,  on  oath 
depose  and  say : 

1.  I  am  Regional  Manager  of  Areata  Communications,  Inc.,  (hereinafter 
Areata)  with  offices  located  at  90  Park  Avenue,  New  York,  New  York.  In  this 
capacity  I  am  responsible  for  the  business  affairs  of  Areata  in  the  greater 
New  York  City  area. 

2.  This  affidavit  is  submitted  to  show  the  failure  of  New  York  Telephone 
Company  (hereinafter  NYT)  to  provide  fully  operational  connecting  arrange- 
ments as  required  by  tariffs.  These  tariffs  state  that  only  the  telephone  com- 
pany may  furnish,  install,  and  maintain  these  devices  which  are  u.sed  as  an 
interface  between  NYT-AT&T  telei)hone  lines  and  customer  ^provided  tele- 
phone equipment.  NYT  failed  to  provide  functional  equipment  in  the  following 
instance. 

3.  On  July  1,  1971,  Areata  installed  an  Ericsson  AWD  741  PABX  system 
on  the  premises  of  U.S.  Research  and  Development,  15  Columbus  Circle,  New 
York  City.  Shortly  after  Areata  and  NYT  had  installed  their  equipment,  the 
customer  reported  service  problems.  Arcata's  Plant  Department  determined 
that  the  problems  were  being  cause<l  not  by  its  equipment,  but  by  faulty  CDH 
connecting  arrangements  supplied  by  NYT.  Accordingly,  the  problem  was 
referred  to  the  telephone  company.  By  the  time  NYT  repaired  the  faulty 
CDHs,  the  customer  was  seriously  inconvenienced,  and  Areata  was  forced  to 
.spend  four  hours  labor  overtime  on  a  problem  not  of  its  making. 

Frank  McAloon. 
Affidavit 

I,  Dennis  W.  Landers,  having  been  first  duly  cautioned  and  sworn,  on  oath 
depose  and  say : 

1.  I  am  Regional  Manager  of  Areata  Communications,  Inc.  (hereinafter 
Areata)  with  offices  located  at  3037  Clarendon,  Phoenix,  Arizona.*  In  this 
capacity  I  am  responsible  for  the  business  affairs  of  Areata  in  the  greater 
Phoenix  area. 

2.  This  affidavit  is  submitted  to  demonstrate  the  failure  of  Mountain  States 
Telephone  and  Telegraph  Company  (hereinafter  Mountain  States)  to  install 
and  maintain  in  proper  working  condition,  the  connecting  arrangements  re- 
quiretl  by  AT&T  tariffs. 

3.  Mountain  States  tariffs  require  that  only  the  telephone  company  may 
install,  and  maintain  these  devices  used  for  the  connection  of  customer- 
provided  telephone  equipment  to  its  telephone  lines.  Neverthele.'^s,  Mountain 
States  frequently  fails  to  provide  the  equipment,  knowledge,  or  services  which 
allow    these  devices   to   continue   functioning   properly.    Consequently,    by    its 
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actions,    Mountain    States   has    caused    injury   to    the   business    reputation   of 
Areata   and   the   expenditure  of  excessive   time  and   labor   by    Areata. 

4.  On  August  23,  1971,  Climate  Control  Company,  2222  North  Black  Canyon 
Highway,  Phoenix,  Arizona,  reported  the  failure  of  one  of  the  Mountain  States 
STC  interface  devices,  causing  one  of  its  telephone  lines  to  be  inoperative. 
Momatain  States  was  called  and  a  repairman  dispatched  to  care  for  the 
problems,  was  unable  to  repair  it.  Because  it  had  no  spare  STCs,  Mountain 
State®  installed  two  of  their  telephones  and  one  line  on  a  temix)rary  basis  for 
two  weeks.  Areata  lajter  found  that  the  STCs  had  been  improperly  installed 
by  Mountain  States.  Because  of  its  inability  to  install  the  STCs  properly, 
Mountain  States  ehose  the  alternative  of  expending  additional  labor  and  ex- 
pense to  provide  temporary  service  to  the  customer  rather  than  supply  addi- 
tional STCs. 

5.  At  8:00  a.m.,  on  October  18,  1971,  Kar-go  International,  11298  South  56 
Street,  Temple,  Arizona,  reported  to  Areata  that  it  could  not  access  an  out- 
going telephone  line.  Upon  arrival.  Areata  found  that  five  trunk  lines  were 
dead  because  of  an  "out  of  service  condition"  in  the  central  oflice  in  Tempe, 
Arizona.  It  was  three  hours  before  Mr.  Sam  McGuire,  Mr.  Worbinton,  and  Mr. 
Jerry  Metsker,  all  of  the  Mountain  States,  began  responding  to  Arcata's  call 
for  repair  service.  These  line  failures  were  a  continuation  of  the  problems 
encountered  by  Areata  during  this  installation,  for  at  the  cutover  of  the 
system,  on  August  28,  1971,  Mountain  States  had  installed  only  one-half  the 
connecting  arrangements  requested  by  Areata.  This  resulted  in  the  customer's 
being  able  to  operate  with  only  one-half  of  his  Areata  sysitem.  Mountain  States 
provided  the  other  half  for  one  week.  This  "half-and-half"  arrangement  caused 
the  customer  and  Areata  a  great  deal  of  inconvenience.  There  were  also 
numerous  delays  in  the  installation  of  the  system,  since  Mountain  States  had 
originally  delivered  the  wrong  type  of  ODH  interface  units,  causing  a  three- 
week  delay  at  the  outset.  The  CDH's  were  to  have  originally  been  installed 
on  August  27,  1971,  but  were  not  fully  installed  until  September  3,  1971. 

6.  An  Areata  installation  planned  for  Pearce  Development  Company,  260 
South  Hibbert,  Mesa,  Arizona,  was  scheduled  by  Areata  and  Mountain  States 
for  June  25,  1971.  Mountain  States  was  t^o  have  installed  the  interface  devices 
in  the  customer's  second  floor  premises.  Instead.  ^Mountain  States  installed 
them  on  the  first  floor,  forcing  Areata  to  lay  additional  cable  to  bring  service 
to  the  second  floor. 

7.  Finally,  during  the  November  11,  1971  installation  of  interface  devices 
for  John  Armer  Air  Oonditioning  Company,  2705  West  Thomas  Road,  Phoenix, 
Arizona,  Mountain  States  plant  personnel  cut  off  not  only  the  eustomer's 
service,  but  the  service  of  a  different  customer  on  the  next  floor  of  the  same 
building. 

8.  Taken  as  a  whole,  these  incidents  demonstrate  the  ineompetence  and 
lack  of  training  of  Mountain  States  plant  personnel  involved  in  the  above 
named  accounts.  It  is  this  incompetence  which  hinders  the  operation  of  Moun- 
tain States'  competitors  in  the  Phoenix  area. 

Dennis  W.  Landers. 
Affidavit 

I,  James  W.  Gallaway,  being  first  duly  cautioned  and  sworn  on  oath,  depose 
and  say : 

1.  I  am  Regional  Plant  Manager  for  Areata  Communications,  Inc.  (herein- 
after Areata),  with  oflices  located  at  1220  West  Walnut,  Compton,  California. 
In  this  capacity,  I  am  responsible  for  the  installation,  maintenance  and  repair 
f>f  all  telephone  equipment  sold  by  Areata  within  the  greater  Los  Angeles 
area. 

2.  I  submit  this  affidavit  to  demonstrate  the  inability  of  Pacific  Telephone 
and  Telegraph  Company  (hereinafter  PT&T)  to  install  and  maintain  in  proper 
working  condition,  the  connecting  arrangements  required  by  its  and  AT&T's 
tariffs. 

3.  Ui>on  review  of  my  records  and  personal  experience  in  these  incidents,  I 
state  that  the  following  occurrences  took  place  in  the  manner  and  on  the  dates 
set  forth  below. 

4.  At  an  Areata  installation  on  the  premises  of  Commercial  National  Security 
Service,  Inc.,  18455  Burbank  Boulevard,  Tarzana,  California,  a  PT&T-provided 
CDH  device  failed  only  one  day  after  the  cutover  on  October  22,  1971.  PT&T 
rei>air  service  was  notified  on  that  date,  but  it  was  not  until  December  10, 
1971,  that  the  unit  was  repaired  and  the  eustomer's  service  restored. 
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5.  On  August  6,  1971,  while  installing  requested  interfaces  on  the  premises 
of  W.  Ross  Campbell  Company,  040  Olive  Street,  Los  Angeles,  Oalifoniia, 
PT&T  personnel  incorrectly  wired  the  six  telephone  lines  which  enter  the 
interface  devices.  All  of  these  lines  were  reversed  or  improperly  connected 
and  these  installations  prevented  the  customer's  telephone  system  from  func- 
tioning. The  iuconii>etence  of  the  PT&T  personnel  on  this  occasion  forced 
Areata  personnel  to  spend  several  hours  of  overtime  in  an  effort  to  resolve 
the  problem. 

6.  The  general  incompetence  of  PT&T's  installers  was  again  demonstrated 
when  on  October  29,  1971,  one  of  them  improperly  connected  CDH  interface 
devices  on  the  premises  of  Russel  Heating  and  Air  Conditioning,  15007  Ox- 
nard.  Van  Nuys,  California.  The  iusl-aller,  whose  name  is  unknown  due  to  Bell 
system  policy'  of  refusing  to  identify  its  plant  employees,  did  not  test  the 
CDH  device  before  leaving  the  customer's  premises,  and  failed  to  discover  that 
he  had  improperly  wired  or  "strapped"  every  one  of  the  devices.  He  had  also 
reversed  the  "tip*  and  ring"  on  the  interfaces.  As  a  consequence  of  this  in- 
competency Areata  personnel  were  forced  to  correct  these  mistakes,  so  that 
the  customer  would  suffer  no  further  inconvenience  in  obtaining  full  and 
adequate  telephone  service. 

7.  On  October  28,  1971,  interface  de\Tices  were  to  be  installed  on  the  premises 
of  Community  Hospital,  2231  South  Western,  Los  Angeles,  California.  How- 
ever, when  the  PT&T  installer  arrived,  he  admitted  to  Arcata's  employees 
that  he  had  never  installed  one  of  the  devices  and  did  not  know  how.  In 
addition,  it  was  found  that  PT&T  had  supplied  him  with  incorrect  interface 
cards.  As  a  result,  Areata  was  forced  to  postpone  its  installation  until  PT&T 
corrected  its  error  and  furni.shed  new  interface  cards. 

When  the  same  PT&T  installer  later  returned  with  the  correct  devices, 
Areata  personnel  had  to  direct  him  in  his  work  and  help  him  to  install  the 
units.  The  lack  of  competency  exhibited  by  the  PT&T  personnel  in  this  case 
cost  Areata  sixteen  hours  of  overtime  and  an  unhappy  customer. 

8.  At  California  Dental  Service,  520  South  Lafayette  Park  Place,  Los  An- 
geles, California,  PT&T  finally  furnished  and  installed  the  requested  interface 
after  a  two-week  delay.  However,  immediately  after  PT&T  introduced  its 
interfaces,  problems  we're  encountered.  Only  two  of  the  customer's  nine  tele- 
phone trunk  lines  would  work  due  to  a  "tip  and  ring"  reversal  at  PT&T's 
central  office.  The  term  "Tip  and  Ring"  is  an  anachronism,  dating  from  the 
time  of  the  first  cord  type  PABX  systems.  It  is  sometimes  referred  to  as  the 
"A  and  B"  wires,  which  are  simply  two  telephone  wires  constituting  the  com- 
plete circuit  or  loop  of  the  talking  path  for  the  transmission  of  a  voice 
signal.  The  '^tip"  or  "A"  wire  provides  the  ground  termination  for  the  con- 
versation. The  "ring"  wire  is  the  path  over  which  the  ringing  current  travels 
prior  to  the  establishment  of  the  conversation.  All  PABX  systems  are  designed 
to  utilize  a  ground  start,  the  "Tip"  establishing  the  first  connection  for  a 
call.  It  the  "tip  and  ring"  are  reversed  in  the  telephone  company  central 
office,  a  connection  for  the  initiation  of  a  call  cannot  be  established  rendering 
the  entire  circuit  useless. 

When  it  was  first  asked  to  correct  this  reversal,  PT&T  stated  that  it  had 
no  one  available  in  its  central  office  to  perform  the  work,  and  tJiat  no  qualifie<l 
personnel  were  available  to  retest  the  connection  of  this  line  at  the  interface 
once  the  reversal  was  accomplished.  PT&T  furnished  no  one  until  later  that 
day. 

9.  On  November  12,  1971,  while  installing  a  telephone  system  for  Cunning- 
ham and  AValsh,  Inc.,  1880  Century  Park  East,  Itos  Angeles,  California,  Ar- 
cata's installers  found  that  the  PT&T  interface  panel  had  a  shorted  battery 
lead,  w'hich  prevented  it  from  fimetioning  property.  In  addition,  the  battery 
wires  were  installed  on  the  wrong  CDH  unit.  In  order  to  provide  the  customer 
with  the  adequate  service  to  which  it  was  entitled.  Areata  was  forced  to  repair 
both  mistakes. 

10.  On  Monday  morning,  November  15,  1971,  following  the  cutover.  Areata 
personnel  found  still  another  error.  The  PABX  system  in.stalled  by  Areata  had 
been  adapted  for  touch-tone.  Consequently,  PT&T  had  been  a.sked  to  furnish 
touch-tone  lines  to  the  customer  and  had  done  .so.  On  the  day  in  question, 
however.  Areata  found  that  two  of  the  lines  had  been  changed  back  to  the 
dial  type  with  a  resultant  loss  of  serN-ice  by  the  customer.  This  change  had 
been  made  without  the  knowledge  or  authority  of  either  Areata  or  its  cus- 
tomer. 

James  W.  Gallawat. 


2800 

Affidavit 

I,  Mark  E.  Gay  nor,  being  firsit  duly  cautioned  and  sworn,  on  oath  dejKise 
and  say  : 

1.  At  all  times  recited  in  the  instances  described  below,  I  was  employed 
as  Tariff  Specialist  and  Telephone  Company  Coordinator  for  the  Midwestern 
operation  of  Areata  Communications,  Inc.,  located  at  7366  North  Lincoln  Ave- 
nue, Lincolnwood,  Illinois.  In  this  capacity  I  was  responsible  for  interpreta- 
tion of  telephone  company  tariffs  and  regulations  and  functioned  as  a  liaison 
between  Areata,  the  telephone  companies  and  the  state  regulatory  commis- 
sions. 

2.  This  aflada%^t  is  submitted  to  demonstrate  the  inability  of  Illinois  Bell 
Telephone  Company  (hereinafter  IBT)  to  install  and  maintain  the  connecting 
arrangements  required  by  tariff  to  be  supplied  by  it. 

3.  IBT  and  AT&T  tariffs  provide  that  only  the  telephone  company  may 
supply,  install,  and  maintain  connecting  arrangements  used  as  an  interface 
between  its  telephone  lines  and  customer-provided  telephone  equipment.  How- 
ever, upon  the  occasions  cited  below,  IBT  failed  to  provide  the  equipment, 
knowledge  and  services  necessary  to  properly  install  and  maintain  these 
devices.  Upon  review  of  my  records  and  personal  exi)erience  with  the  following 
described  incidents,  I  state  that  the  events  described  took  place  in  the  mannetr, 
and  on  the  dates  indicated. 

4.  (a)  On  April  1,  1971,  an  Areata  installer  called  IBT  and  asked  it  to  send 
someone  to  repair  an  interface  malfunction  which  he  had  found  at  C.  W.  John- 
son Company,  6138  N.  Clark  Street,  Chicago,  Illinois.  He  was  told  that  IBT 
would  be  at  the  customer's  premises  \%'ithin  24  hours.  On  the  next  day,  April 
2,  1971,  the  Areata  installer  returned  to  the  customer's  premises  to  see  if  IBT 
had  resolved  the  problem.  The  IBT  repairman  was  there  and  said  he  had  been 
there  all  the  previous  day.  but  could  not  find  the  source  of  the  trouble.  He 
said  he  changed  the  power  supply  for  the  CDH,  but  the  trouble  persisted.  He 
then  asked  for  and  received  permission  from  Areata  to  disconnect  its  switch- 
board in  an  attempt  to  determine  if  the  problem  was  coming  from  Arcata's 
power  supply.  Even  with  the  Areata  switchboard  disconnected,  the  problem 
remained.  The  repairman  then  left,  stating  he  would  return  on  Monday  with 
a  Transmission  Engineer  from  his  company. 

On  April  8,  1971,  Arcata's  installer,  making  a  further  check  on  the  situation, 
found  two  IBT  repairmen  at  the  customer's  premises  checking  the  noise  levels 
with  their  metering  devices.  IBT  then  admitted  the  trouble  was  caused  by  a 
malfunction  in  its  CDH  device  and  said  that  the  Transmission  Engineer,  who 
was  supposed  to  have  arrived  that  morning,  would  now  arrive  sometime  the 
next  week  to  make  further  tests.  During  this  visit.  Areata  showed  IBT  that 
the  ground  connection  from  the  CDH  device  was  incorrectly  connected  to  a 
pipe,  and  that  only  one  screw  was  making  a  connection.  "When  IBT  reinstalled 
the  ground,  the  problem  disappeared. 

On  May  10,  1971,  C.  W.  Johnson  reported  that  it  could  not  get  a  dial  tone 
on  one  of  its  lines.  After  aiTiving  at  the  customer's  premises  and  determining 
that  the  problem  was  not  Arcata's,  the  Areata  installer  called  IBT  for  service. 
He  then  spent  two  and  one-half  hours  waiting  in  vain  for  IBT  to  appear. 
He  then  left  the  premises  but  was  later  called  by  the  customer,  who  said  that 
IBT  had  appeared  and  corrected  its  malfunction. 

On  May  17,  1971,  the  customer  once  again  called  and  reported  that  some 
of  its  calls  were  being  cut  off  and  that  its  personnel  could  not  make  outside 
calls.  IBT  was  recalled  by  Areata  after  this  problem  was  determined  to  be 
caused  by  two  defective  CDH  cards. 

(b)  On  August  4,  1970,  the  interface  devices  for  Northmoor  Country  Club, 
820  Edgewood  Road,  Highland  Park,  Illinois,  were  improperly  installed  by 
IBT.  It  was  necessary  for  Areata  to  si>end  three  hours  at  this  account  before 
IBT  arrived  to  correctly  wire  the  ground  termination  for  the  units. 

For  several  weeks  prior  to  April  6,  1971,  Areata  installers  si>ent_  a  total  of 
three  and  one-half  days  at  the  Northmoor  attempting  to  get  IBT  ito  correct  a 
malfunction  caused  by  faulty  CDH  interface  devices.  Generator  hum  was 
present  at  all  times  on  the  interfaces,  causing  extreme  noise  to  degrade  voice 
transmission. 

(c)  On  November  5,  1970.  in  respon.se  to  a  call  from  the  customer.  Areata 
found  a  defective  CDH  card  at  F.  E.  Moran,  Inc.,  2265  Carlson  Drive,  North- 
brook,  Illinois.  IBT  replaced  the  card  within  45  minutes  after  a  repair  call 
was  made  to  it  by  Areata. 
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(d)  On  April  19,  1971,  three  Areata  installers  reported  to  the  premises  of 
Murphy  Motor  Exirress.  Inc.,  2920  S.  19th  Avenue,  Broadview,  Illinois,  in 
response  to  a  repair  call  placed  to  them.  Upon  inspection,  it  was  determined 
that  the  source  of  the  problem  was  the  IBT  interface  device  and  IBT  was 
called  to  repair  it.  Later  that  day,  Mr.  Ernie  Gorman,  a  Marketing  Manager 
for  IBT,  called  Mr.  Murphy,  President  of  :Murphy  Motors,  and  apologized  for 
the  inconvenience  IBT's  interface  problems  had  caused  him. 

On  April  20,  1971,  one  day  after  the  previous  incident,  an  Areata  installer 
found,  upon  arri\-al  at  the  customer's  premises  in  response  to  the  customer's 
call,  that  still  another  interface  card  had  been  improperly   replaced  by   IBT. 

On  May  13,  1971,  the  customer  reported  that  there  was  no  dial  tone  o;a  its 
ninth  level  or  outgoing  trunks.  At  11 :50  a.m.,  after  Areata  had  placed  a  repair 
call  to  IBT,  the  Areata  installer  ^N-as  told  that  a  repairman  would  be  sent 
to  the  customer's  premises  later  that  day.  At  3:30  p.m.,  IBT  repairmen  had 
not  yet  arrived,  and  the  Areata  installer  called  Mr.  George  Coulton,  IBT 
Repair  Foreman,  who  told  him  IBT  \\'Ould  be  there  before  8:00  that  evening. 
Aroata's  installer  then  left  the  premises.  The  following  day,  at  9  :15  a.m.,  after 
learning  that  IBT  had  still  failed  to  respond,  Areata's  installer  again  called 
IBT.  He  was  told  that  a  man  would  be  sent  out  before  noon.  Three  days  later, 
at  8:30  a.m.  on  May  17,  Areata's  installer,  after  a  check  of  the  customer's 
equipment,  again  called  IBT  because  the  trouble  had  not  yet  been  satisfac- 
torily repaired.  The  customer  still  had  no  dial  tone,  and  no  incoming  calls 
could  be  answered.  At  9:45  that  morning,  the  Areata  installer  once  again 
called  IBT  and  talked  to  Mr.  Coulton.  who  said  his  i)ersonnel  had  found  a 
faulty  booster  in  the  IBT  Bellwood  Central  Office.  Areata's  installer  informed 
him  that  at  that  time,  none  of  the  customer's  lines  were  operative.  It  was 
not  until  the  folloAAing  day.  May  18,  that  IBT  arrived  at  the  customer's 
premises  early  in  the  morning  and  corrected  the  problem. 

On  June  11,  1971,  in  response  to  another  call  from  "the  customer,  Areata 
installers  found  a  faulty  card  in  the  CDH  interface  device.  IBT  was  called 
and  the  problem  was  resolved  that  afternoon. 

(e)  On  June  29,  1971,  Borg,  Inc.,  1616  W.  63rd  Street,  Chicago,  Illinois, 
reported  trouble  on  its  Chicago  Foreign  Exchange  lines.  Upon  inspection  by 
Areata,  the  problem  was  traced  to  the  IBT  Central  Office  cable  and  interface 
devices. 

On  June  11,  1971,  the  customer  reported  that  two  of  its  lines  were  not 
working.  Areata  traced  the  problem  to  IBT's  Central  Office. 

(f)  At  4:00  p.m.,  on  Friday,  May  14.  IBT  was  to  have  converted  its  trunte 
from  lodj)  start  to  ground  start,  so  that  Areata  could  install  its  PABX  at 
Guidestar  Company,  740  Ru.sh  Street.  Chicago,  Illinois.  At  approximately  6:00 
p.m.  on  May  13.  and  without  notifying  Ai-eata,  IBT  switche<l  the  lines  from 
loop  to  ground  stai-t,  in  spite  of  the  fact,  that  it  had  previously  said  that 
it  could  not  make  the  changes  in  its  Central  Office  until  May  14.  It  was  not 
until  8:00  p.m.  that  evening  that  IBT  corrected  its  mistake.  This  premature 
change  of  the  type  of  lines  required  made  it  impossible  for  Areata  to  continue 
the  installation  it  had  started,  which  was  predicated  on  the  as.sumption  that 
IBT  would  not  make  its  change  until  later. 

(g)  On  November  30.  1970,  responding  to  a  repair  call  from  American  En- 
velope Company,  4400  W.  Ohio  Street,  Chicago,  Illinois,  an  Areata  installer 
found  that  he  could  not  get  a  dial  tone  from  the  IBT  Central  Office.  IBT 
repair  was  called  but  did  not  arrive  at  the  customer's  premise  until  4  :00  that 
afternoon.  Tests  were  made  by  Areata  and  IBT  but  there  was  no  improvement 
in  transmi*9sion  and  it  was  not  until  the  Areata  installer  cheeked  the  leads 
going  to  the  IBT  interface  devices  from  the  Areata  equipment  that  it  was 
learned  that  the  CS  lead  had  been  moved  by  IBT  and  was  cau.sing  the  trans- 
mission problem.  Repairs  were  made  and  the  problem  ceased. 

(h)  On  February  18,  1971,  Areata  in.stallers  si>ent  seven  hours  at  Westcniioff 
and  Novick,  222  W.  Adams  Street.  Chicago,  Illinois,  due  to  an  IBT  interface 
failure.  It  was  determined  that  a  blown  fuse  in  the  device  was  causing  the 
malfunction.  In  addition,  the  device  had  been  improperly  grounde<l  and  the 
IBT  installer  had  transiwsed  two  Areata  wires  on  the  CDH  interface  block. 

(i)  At  the  February  5,  1971,  installation  of  a  telephone  system  for  Warren'.'! 
Turf  'Nursery.  Inc..  8400  W.  11th  Street.  Palos  Park.  Illinois.  Ai-cata  found  that 
IBT  had  installed  the  \^Tong  interface  devices.  It  had  provided  loop  start 
interfaces  rather  than  ground  start.  At  10 :4.5  that  morning,  Mr.  O'Connell. 
IBT's  coordinator,  was  asked  to  send  someone  to  rejmir  the  problem  and  he 
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said  IBT  would  be  there  within  30  minutes.  Two  Areata  repairmen  were  on 
the  customer's  premises  at  11 :45  a.m.,  but  IBT  did  not  appear  until  2  :15  p.m. 

(j)  On  June  18,  1971,  in  response  to  a  repair  call,  an  Areata  installer  found 
that  the  ground  straps  from  the  IBT  interface  at  Woodfield  Ford,  Plum  Grove 
and  Golf  Roads,  Schaumburg,  Illinois,  were  improperly  grounded,  causing 
poor  transmission.  IBT  was  called  to  repair  the  problem. 

(k)  On  April  13,  1971,  Mr.  John  Barbour,  Area  Vice  President  of  Areata 
at  that  time,  ordered  Areata's  installation  personnel  to  clear  up  a  transmission 
problem  at  Precision  Paper  Tube  Company,  1033  N.  Noel  Avenue,  Wheedling, 
Illinois,  caused  by  malfunctioning  interfaces,  but  the  problems  were  not  able 
to  be  corrected  until  May  5,  1971.  In  the  interim  IBT  had  been  contacted 
and  told  its  interface  devices  were  malfunctioning.  There  was  constant  noise 
and  humming  on  the  lines  which  became  so  bad  that  IBT  removed  the  GDH 
and  temporarily  wired  the  Areata  switchboard  directly  to  its  lines.  When  the 
CDHs  were  reinserted  by  IBT  several  days  later,  the  noise  reappeared.  It  was 
not  until  the  aforementioned  May  5,  that  Areata's  installer,  Mr.  Lester  Cain, 
was  able  to  prove  to  Illinois  Bell  that  strapping  option  E-7  was  incorrectly 
wired  to  E-8.  On  his  suggestion,  IBT  changed  the  strapping  option  to  E-9 
and  the  hum  disappeared.  This  same  strapping  problem  also  occurred  at  other 
accounts  such  as  Murphy  Motors  and  C.  W.  Johnson,  and  the  same  change 
caused  the  transmission  quality  to  improve  greatly. 

(1)  On  May  19,  1971,  Fitch,  Egan,  Tappan  d  Luedeka,  135  South  LaSalle 
Street,  Chicago.  Illinois,  found  it  could  not  get  a  dial  tone  on  one  of  it«  Unes. 
Upon  arrival,  Areata  determined  that  this  problem  was  caused  by  a  defective 
CDH  card  in  the  IBT  interface  device.  IBT  caused  additional  problems  on 
May  20  and  May  21  when,  in  attempting  to  repair  its  CDH  cards,  it  loosened 
equipment  in  Areata's  PABX. 

(m)  On  April  7,  1971,  Areata's  in.staller  was  called  to  Applegate  Leason,  535 
N.  Michigan  Avenue,  Chicago,  Illinois,  and  ui)on  arrival  learned  of  the  failure 
of  an  IBT  CDH  device.  No  dial  tone  was  evident  on  the  outgoing  lines.  IBT 
was  called  but  did  not  repair  the  malfunction  until  the  following  day. 

(n)  On  December  1,  1970,  Albert  Chavoen,  an  Areata  installer,  was  informed 
of  a  problem  at  Corbett  Clinic,  1380  Lake  Street,  Chicago,  Illinois.  The  cus- 
tomer reported  that  two  of  its  outgoing  trunks  had  no  dial  tone.  At  10:15 
a.m.,  Mr.  Chavoen  called  IBT  and  talked  to  Test  Desk  Foreman.  Mr.  Boyle, 
who  said  he  would  have  the  PBX  Foreman  call  Mr.  Chavoen,  since  it  was  his 
problem.  At  11 :30  a.m.,  after  waiting  for  IBT's  call,  Mr.  Chavoen  called  Bill 
Dietz,  the  PBX  Foreman,  who  told  Mr.  Chavoen  to  call  a  Mr.  Haggerty.  Mr. 
Chavoen  called  Mr.  Haggerty  and  gave  him  the  IBT  order  number  used  for 
this  in.stallation.  He  was  then  told  that  this  was  a  problem  for  tlie  Repair 
Department.  At  11 :45  a.m.  Mr.  Chavoen  called  Mr.  Boyle  once  again,  and 
gave  him  the  information  he  had  received  from  Mr.  Haggerty.  Mr.  Boyle  said 
he  would  give  this  information  back  lo  the  Central  Office  Tester  and  call 
back  in  a  few  minutes. 

At  12  :45  p.m..  Mr.  Boyle  called  Mr.  Chavoen  and  said  that  lines  were  "open" 
to  the  Central  Office.  He  said  the  Frame  Foreman  was  working  on  it,  and  that 
he  would  call  back  when  the  .situation  was  corrected.  At  2 :30  p.m.,  Mr. 
Chavoen  again  called  Mr.  Boyle  and  said  that  the  line  still  was  not  working. 
At  4 :00  p.m.,  Mr.  Chavoen  called  :\Ir.  Boyle  once  more,  and  wvlk  told  that 
Mr.  Boyle  was  gone  for  the  day,  but  tha;t.  IBT  was  still  working  on  the 
problem.  At  4  :30  p.m.,  Mr.  Moisan  of  Areata  called  IBT  and  was  told  repairs 
were  90%  completed.  At  5 :00,  the  lines  were  finally  repaired. 

On  April  10.  1971,  the  same  customer  called  Areata  to  report  a  "squeak" 
in  the  first  trunk,  and  that  in  addition,  there  was  no  dial  tone.  That  after- 
noon, after  firsit  verrifying  that  Areata's  equipment  was  not  at  fault,  Areata's 
installer  called  IBT  and  informed  them  that  the  trouble  was  in  its  equip- 
ment. A  girl  in  IBT's  Repair  Department  advised  him  that  IBT  would  be  at 
the  customer's  premises  that  afternoon.  At  4  :00  p.m..  Areata's  in.^aller  called 
Corbett  Clinic  and  was  informed  that  IBT  had  called  and  said  the  trouble 
was  not  caused  by  IBT  equipment  and  that  IBT  was  not  coming  out  to  repair 
anytihing. 

On  April  12,  1971,  Areata  again  verified  that  the  trouble  was  in  the  IBT 
equipment  and  called  IBT.  At  11 :30  a.m.,  an  IBT  tester  called  Areata's  in- 
staller and  asked  him  to  remove  Areata's  equipment  from  the  IBT  lines  so 
that  he  could  make  tests.  The  results  of  his  tests  proved  the  problem  was 
IBT's  and  our  installer  was  told  that  IBT  would  dispatch  someone  to  the 
customer's  premises.  On  Wednesday.  April  4,  at  8:10  a.m..  Areata  called  Cor- 
bett Clinic  and  asked  if  the  trouble  had  been  repaired  by  Illinois  Bell.  The 
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girl  at  the  switchboard  informed  him  tJiat  IBT  had  taken  care  of  the  problem 
the  previous  dav,  and   that  everything  was  now  functioning  properly. 

In  each  of  these  instances,  Arcata's  customers  suffered  considerable  incon- 
venience and  the  loss  of  the  adequate  service  to  which  they  are  entitled.  This 
in  turn  placed  a  severe  strain  on  Arcata's  customer  relations  and  caused  injury 
to  Arcata's  business  reputation.  Moreover,  in  each  of  these  instances  Areata 
was  forced  to  expend  money  and  resources  in  an  effort  to  correct  problems 
which  would  not  have  arisen  had  IBT  adequately  performed  its  tariff  duties. 

Mark  E.  Gaynor. 


June  20,  ;973. 
Mr.  Tom  Bolger, 
President,  C  dP  Telephone  Co., 
Washington,  D.C. 

Dear  Mr.  Bolger  :  Approximately  one  year  ago,  this  firm  purchased  and  had 
installed  an  independent  telephone  system.  Since  that  time  we  have  experienced 
several  major  difficulties  concerning  the  C&P  service  rendered  to  this  system's 
interconnect.  ^         ^  ^       ^        t 

Most  recently,  the  telephone  lines  were  out  of  order  from  Wednesday,  June 
13  to  Monday,  June  18.  When  our  system  became  inoijerative,  we  called 
TELCOA,  who  immediately  came  to  our  offices  and  inspected  the  system  with  a 
DND  Model  62  Interconnect  Device  Tester,  and  found  the  problem  not  to  be 
within  our  svstem  but  in  your  lines.  It  was  determined,  at  this  time,  that 
the  total  cause  of  the  problem  was  a  defective  central  office  trunk  which 
prohibited  the  svstem  from  accepting  all  incoming  calls.  C&P  was  notified 
immediately  that  same  day.  but  the  serviceman  did  not  arrive  imtil  Friday 
morning,  and  then  did  nothing  to  correct  the  defect  asserting  that  the  problem 
was  within  our  system.  The  repairman  sent  by  your  company  admitted  that 
he  knew  nothing  about  interfacing  devices.  Further,  when  the  representative 
from  TELCOA  called  to  inform  C&P  of  this  problem  on  Wednesday,  June  13, 
he  was  treated  to  rude,  abusive  and  discourteous  treatment  at  the  hands  of 
one  of  your  employees,  a  Miss  Kay  Jong. 

This  firm  has  experienced  too  many  problems  and  difficulties  over  the  past 
year  with  C&P  and  their  maintenance  of  the  trunk  lines  to  allow  this  situa- 
tion to  continue.  Mr.  I.ipshultz,  the  senior  partner  of  this  firm,  has  called  on 
prior  occasions,  and  on  one  instance  was  likewise  treated  rudely  and  informed 
that  C&P  would  charge  some  $15.00  per  hour  to  correct  the  problem.  This 
situation  must  come  to  an  end  and  it  must  do  so  immediately. 

Our  system  was  finally  made  operative  on  Monday,  June  18,  after  your  com- 
pany sent  a  qualified  person,  Dennis  Bailey,  to  correct  your  problems  with  the 
trunk  line.  To  do  this,  it  required  some  four  and  one-half  hours  of  working 
hand  in  hand  with  the  representative  from  TELCOA  before  we  were  able 
to  receive  incoming  calls  at  approximately  4 :50  p.m.  that  day. 

Since  our  law  firm  sustains  itself  as  a  result  of  telephone  service,  it  is 
diffi-cult  to  measure  the  damages  which  have  ben  done  to  this  firm  m  terms 
of  lost  business,  missed  appointments,  inadequate  repre.sentation  of  clients 
due  to  our  inability  to  communicate  therewith,  and  other  general  conduct  of 
fhe  operations  of  a  law  firm.  Accordingly,  we  demand  that  your  furnish  us 
credit  for  the  six  days  in  which  our  system  has  been  inoijenitive.  plus  pay 
thp  bill  of  TELCOA  for  their  time  involvement  when  that  bill  is  submitted 
to  us.  Additionallv.  I  require  a  personal  letter  of  apology  from  your  company 
as  well  as  a  guarantee  that  this  situation  will  not  occur  in  the  future. 

Should  you  have  any  questions,  please  do  not  hesitate  to  call. 
Very  truly  yours, 

LiPSHULTZ    AND    HONE, 

John  Llewellyn  Hone. 


Telecommunications  Systems  of  America,  Inc., 

Memphis,  Tenn.,  September  14,  197S. 
Mr.  Bob  Benham, 
One  Commerce  Square, 
Memphis,  Tenn. 

Dear  Bob:  Another  letter  for  you  to  file  for  future  reference. 
I   was  just  advised  this  date  bv   Mr.   Hal   Roach,   Director   of  Purchasing, 
United  Lms,  Inc.  that  the  Holiday  Inn,  Eastex  in  Houston,  Texas  is  presently 
holding  about  40  rooms  occupied  by  Southwestern  Bell  personnel.  They  told 
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the  Innkeeper  that  they  heard  he  was  installing  their  own  telephone  system 
and  if  he  did,  they  would  probably  move  out. 

The    Innkeeper    has    requested    we    delay    installation    and    cut-over    of   this 
sysitem  \mtil  December  15th,  at  which  time,  the  Southwestern  Bell  personnel 
will  have  vacated  the  premise. 
Cordially, 

David  C.  Perdue, 

President. 

September  21,  1973. 
To :  Mr.  Dave  Perdue. 
From :  John  Wilson. 
Re  Bell  Aniti  Competitive  Measures,  John  Hancock  Mutual  Life  Insurance  Co. 

As  per  your  memo  of  September  15,  1973.  I  recently  had  an  incident  which 
I  feel  fits  this  category. 

The  firm  was  John  Hancock  Mutual  Life  Insurance  Company,  located  in  the 
Third  National  Bank  Building,  Nashville,  Tennessee. 

We  proposed  a  Rotary  Dial  Key  System  to  Maanger  Clyde  F.  Swift.  After 
short  deliberation  he  decided  he  would  rather  have  a  Tel  Touch  system. 
We  checked  with  Bell  as  he  did  and  were  told  Tel  Touch  out  of  the  downtown 
Centl-al  Oflice  was  full  and  would  not  be  available  until  March   1974. 

Mr.  Swift  then  called  in  the  Bell  representative  and  discussed  it  with  him. 
The  representative  told  him  he  did  not  believe  it  was  available. 

By  this  time  Bernie  and  I  had  discussed  the  matter  with  John  Mitchell 
and  he  advised  us  we  could  provide  him  with  converters  until  such  time 
as  Tel  Touch  service  was  available.  At  this  time  Mr.  Swift  then  had  met  with 
the  Bell  Representative  again  and  had  let  it  l)e  known  that  he  was  going  to 
purchase  a  private  system.  Bell  then  provided  them  with  Tel  Touch  lines. 

The  original  proposal  is  dated  July  11,  1973  and  Bell  completed  installation 
of  the  system  in  August  1973. 
Sincerely, 

John  B.  Wilson. 
Private  Branch  Exchange  Service 

II.  PRIVATE  BRANCH  EXCHANGE  SYSTEMS 

A.  Communications  Service  Package  Systems 
1.  Additional  General  Regulations 

a.  The  Telephone  Company  will  provide  subject  to  the  availability  of  facili- 
ties Communications  Service  Package  systems.  Series  200  and  300  which  are 
an  arrangement  of  trunks,  switching  equipment,  attendant  positions,  telephone 
instruments  and  other  facilities  in  accordance  with  the  provisions  of  this 
Tariff. 

b.  The  Telephone  Company  will  determine  and  provide  the  necessary  trunks, 
switching  equipment,  attendant  positions,  telephone  instruments  and  other  fa- 
cilities as  required  for  exchange  and  other  services  furnished  by  the  Tele- 
phone Company.  Any  additional  ecjuipment  or  facilities  required  as  a  result 
of  unusual  sea.sonal  business  requirements  or  for  customer-owned  facilities, 
-will  be  charged  for  on  an  individual  case  basis.  When  customers  request 
additional  positions  beyond  those  required  or  determined  by  the  Telephone 
Company,  charges  for  such  positions  will  be  applied  as  set  forth  in  accordance 
with  the  provisions  of  the  General  Exchange  Tariff.  The  Telephone  Company 
reserves  the  right  to  remove  trunks,  switching  equipment,  attendant  positions, 
telephone  instruments,  and  other  facilities  furnished  by  the  Telephone  Com- 
pany when,  in  its  judgment,  such  equipment  or  facilities  are  no  longer  required 
or  necessary  to  provide  exchange  or  other  services  fumi.shed  by  the  Telephone 
Company. 

c.  The  following  terms  as  used  in  this  section  shall  mean : 

(1)  Primary  Location — The  customer's  premises  where  the  attendant  equip- 
ment is  furnished  and  where  calls  to  the  main  listing  are  completed. 

(2)  Secondary  Location — The  customers'  premises  other  than  the  location 
where  the  attendant  equipment  is  located. 

(3)  Workable  Stations — Those  stations  available  for  customer  use. 

d.  The  primary  location  of  a  customer  served  by  switching  equipment  located 
on  his  premises  must  be  in  the  central  office  are  from  which  his  listed  tele- 
phone number  is  furnished. 

e.  Service  furnished  at  secondary  locations  must  be  of  the  same  grade  and 
class  of  service  as  that  furnished  at  the  primary  location. 

f.  A  secondary  Communications  Service  Package  location  is  furnished  the 
same  calling  scope  as  the  primary  location. 
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g  Sei-\ice  furnished  at  a  secondary  location  will  be  provided  under  the  same 
provisions  of  ser\'ice  as  that  furnished  at  the  primary   location. 

h  Secondary  locations  of  a  Communications  Service  Package  system  will  be 
furnished  only  if  located  in  the  same  exchange  as  the  primary  location  or 
within  exchanges  or  zones  of  a  Metropolitan  Area,  except  as  provided  for  by 
Extended  Area   Service  Arrangements  as  offered  in   this  Tariff. 

i  Other  facilities,  miscellaneous  and  supplemental  equipment,  requested  by 
customers  and  not  detrimental  to  this  service  or  otlier  services  of  the  Tele- 
phone Company  will  be  furnished  in  accordance  with  regulations  and  at  the 
rate.s  si>ecified  in  the  applicable  sections  of  this  Tariff. 

C.  Series  200— Flat  Rate  -.^    r. 

The  following  standard  features  are  provided  with  the  Series  200  (Com- 
munications Service  Package  system. 

a  Attendant  Position  (console  or  switchboard),  Direct  outward  calling. 
Station-to-station  calling.  Station  hunting.  Call  transfer-attendant,  Restriction 
from  outgoing  calls.  Power  failure  transfer,  Night  service.  Attendant  direct 
station  selection  with  busy  lamp  field,  Attendant  camp-on  with  indication. 
Attendant  conference  and  TOUCH-TONE  calling  service  with  instruments  in 
standard  color. 


Schedule  1.  1  to  4,000 
total  telephones 

Schedule  11,4,001  to  69,999 
total  telephones 

Schedule  III,  over  70,000 
total  telephones 

Intercom- 
munication 1 

Exchange 
access 

Intercom- 
munication 

Exchange 
access 

Intercom- 
munication 

Exchange 
access 

(b)  Rates:  2 

1st  20  stations, 

each.. 

Next  80 
stations,  each. 
Over  100 

stations,  each. 
Extensions, 
each 

$15.75 
4.75 
3.75 
2.75 

$3.25 
3.25 
2.25 

$15.75 
5.25 
4.25 
3.00 

$4.75 
3.25 
3.25 

$15.75 
5.25 
4.25 
3.25 

$6.25 
4.75 
4.75 

1  Addition  to  text. 

2  Change  in  practice. 

4.  Series  300— Flat  Rate  ^ ' ' " ' '  .  .  .,      c     •      oaa 

(a)  In  addition  to  all  of  the  standard  features  provided  \Aith  the  Series  200 

system  the  following  additional  standard  features  are  provided  with  a  Series  300 

system:  Call  transfer-individual,  Consultation  hold.  Add-on  and  trunk  answer 

from  any  station. 


Schedule  1,1  to  4,000 
total  telephones 

Schedule  II,  4,001  to  69,999 
total  telephones 

Schedule  III,  over 
total  telephon 

Intercom- 
munication 

70,000 
les 

Intercom- 
munication 1 

Exchange 
access 

Intercom- 
munication 

Exchange 
access 

Exchange 
access 

(b)  Rates:  2 

1st  20  stations,  each. 
Next  80  stations, 

each 

Over  100  stations, 

each 

Extensions,  each 

$16.75 

5.75 

4.75 
3.00 

$3.25 
2.25 
2.25 

$16.75 

6.25 

5.25 
3  25 

$4.75 
3.25 
3.25 

$16.75 

6.25 

5.25 
3.50 

$6.25 
4.75 
4.7  5 

>  Addition  to  text. 
2  Change  in  practice. 

1  Attendant  Direct  Station  Selection  with  Busy  Lamp  Field  is  provided  only  with  con- 
soles and  applicable  to  first  200  stations.  Requests  for  this  service  beyond  200  stations  may 
be  provided  on  a  Special  Charge  Request  basis,  where  tacilities  permit. 

2  Call    transfer-individual,    consultation    hold    and    -       —    " 


will    function    only 


incoming  call  from  the  telecommunications  network.  „f„^  ot,h  arifiPri 

»  Add-on  provides  for  a  maximum  of  one  additional  station  within  the  system  and  added 

at  one  time  to  an  existing  incoming  call. 

*The  minimum  monthly  charge  is  for  20  stations,  per  location.  cs^rfp* 

5  The  minimum  charge  for  this  service,  in  the  event  a  customer  changes  ."om  a  series 

200  to  a   Series  200   Communications   Service  Package   system,   is  the  equivalent  or   rne 

minimum   *    *    *   for  a  Series  300  System,  starting  from  the  date  of  installation 

8  Station  hunting  is  limited  to  not  more  than  ten  stations  with  *   *    *   for  services  aoove 

ten  consecutive  stations  may  be  provided  on  a  Special  Charge  Request. 


39-887   O  -  74  -  pt.    5-6 
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j.  The  standard  or  optional  features  of  a  Communications  Service  Package 
system  Series  200  and  300  may  not  be  combined,  so  as  to  provide  anw  features 
of  the  higher  Series  package  at  the  rate  of  the  lower  Series  package,  nor  may 
standard  or  auxiUary  features  of  a  Communications  Service  Feature  system 
be  combined  with  a  Communications  Service  Package  system. 

k.  Mileage  charges  as  specified  in  the  "Mileage"  section  of  this  Tariff  apply 
to  station  lines  extending  outside  the  same  building  or  beyond  the  same 
premises  at  both  primary  and  secondary  locations.  Urban  mileage  charges  for 
facilities  extending  beyond  the  base  rate  area  apply  at  a  primary  location 
as  specified  in  the  "Mileage"  section  of  this  Tariff.  Such  charges  do  not 
apply  to  secondary  locations. 

1.  Where  a  customer  insists  upon,  and  the  Telephone  Company  agrees  to 
provide,  an  arrangement  of  switching  other  than  that  determined  by  the  Tele- 
phone Company,  an  additional  one  time  charge  will  apply  based  upon  the 
estimated  excess  costs  involved. 

m.  Universal  Tie  Line  Terminal  rates  shall  apply  for  each  tie  line  termi- 
nating in  a  Communications  Service  Package  system. 

n.  Switched  Service  Network  Terminal  rates  shall  apply  for  each  SCAN 
and  CCSA  type  access  line  terminating  in  a  Communications  Service  Package 
system. 

o.  No  instrument  change  charge  will  be  applicable  on  changes  to  a  Com- 
munications Service  Package  system.  An  instrument  change  charge  will  be 
applicable  on  all  changes  from  a  Communications  Service  Package  system  to  a 
Communications  Service  Feature  system. 

p.  Directory  listings  are  furnished  under  the  provisions  of  the  applicable 
sections  of  this  Tariff. 

q.  Key  Telephone  Feature  Systems  are  not  available  with  these  systems. 

2.  Rates  and  charges  for  Schedule  I  shall  include  exchanges  with  4,000  or 
less  total  telephones  in  their  primary  calling  area.  Schedule  II  shall  include 
exchanges  with  4,001  to  69,999  total  telephones  in  their  primary  calling  area. 
Schedule  III  shall  include  exchanges  with  70,000  or  nwre  total  telephones 
in  their  primary  calling  area. 

By  J.  R.  Parsons, 
Vice  President  and  General  Manager, 

Southwestern  Bell  Telephone  Co., 

Oklahoma  City,  Okla. 

Cabaniss,  Johnston  &  Gardner, 
Birmingham,  Ala.,  l^ovember  5,  1973. 

Re  Telephone  Service  Company  of  America,  Inc.  vs.  Soufh  Central  Bell  Tele- 
phone Company,  U.S.  Di-strict  Court  for  the  Northern  District  of  Alabama 
Southern  Divisiion 
Mr.  Gerald  Hellerman, 
Subcommittee  on  Antitrust  and  Monopoly, 
Washington,  D.C. 

Dear  Gerald:  Thank  you  for  your  letter  of  November  1.  Enclosed  pur,'?uant 
to  your  reque.sit  is  a  copy  of  our  complaint  against  South  Central  Bell  as  well 
as  our  discovery  motion. 
Very  truly  yours, 

Cabaniss,  Johnston  &  Gardner, 
N.  Lee  Cooper. 

In   the   United   States   District   Court   for   the   Northern   District    of   Alabama 
Southern  Division 

Civil  Action  No.  CA  73-572 

Filed  in  Clerk's  Office.  Northern  District  of  Alabama.  June  11,  1973,  William 

E.  Da\is,  Clerk,  U.S.  District  Court. 

Telephone  Service  Compant  of  America,  Inc.,  plaintiff 

V. 

South  Central  Bell  Telephone  Company,  defendant 
Complaint 
Telephone   Service  Company   of  America.   Inc.,    ("TSC")    plaintiff,   files  this 
civil  action  to  obtain  damages  and  equitable  relief  against  South  Central  Bell 
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Telephone  Company    ("South  Central")    for  violations  of  Sections  1  and  2  of 
the  Sherman  Act,  and  complains  and  alleges  as  follows : 

I.  JURISDICTIONAL  AND  VENUE 

1.  Jurisdiction  of  this  action  is  conferred  on  this  Court  pursuant  to  Sections 
I  and  16  of  the  Clayton  Act,  15  U.S.C.  §§15  and  26,  to  recover  treble  damages 
sustained  by  plaintiff  due  to  violations  of  Sections  1  and  2  of  the  Sherman 
Act.  15  U.S.C.  §§1  and  2,  and  for  injunctive  relief  from  said  Sherman  Act 
violations. 

2.  South  Central  maintains  its  principal  office  and  place  of  business  in 
Birmingham,  Alabama,  and  acordingly,  this  Court  is  the  appropriate  venue 
for  this  action  pursuant  to  Sections  4  and  12  of  the  Clayton  Act. 

II.  THE  PARTIES 

3.  The  plaintiff.  TSC  is  an  Alabama  corporation  with  its  principal  place 
of  business  in  Birmingham,  Alabama.  Plaintiff  is  and  has  been  actively 
engaged  in  interstate  commerce  by  purchasing,  selling,  installing  and  servicing 
telephone   interconnect   equipment   among   several   states. 

4.  The  defendant.  South  Central,  is  a  wholly-owTied  subsidiary  of  the 
American  Telephone  and  Telegraph  Company  with  its  principal  offices  in 
Birmingham,  Alabama.  Defendant  operates  primarily  in  Alabama,  Mississippi, 
Louisiana,  Tennessee  and  Kentucky  as  a  part  of  the  Bell  System,  which  in- 
cludes a  nation-wide  system  of  telephone  operating  companies  in  the  United 
States.  Defendant  has  been  actively  engaged  in  interstate  commerce  by 
purchasing,  leasing,  installing,  and  servicing  telephone  equipment  among  the 
several  states. 

5.  The  telephone  equipment  of  both  plaintiff  and  defendant  is  purchased, 
sold  and  used  by   the  respective  customers  in  interstate  commerce. 

III.  AVERMENTS  OF  VIOLATION  OF  THE  SHERMAN  ACT 

6.  In  its  decision  of  Carterfone,  the  Federal  Communications  Commission 
determined  that  A.  T.  and  T.  Co.  could  not  monopolize  the  market  of  so-called 
"interconnect"  equipment.  Interconnect  equipment  is  telephone  equipment  u.sed 
in  the  telecommunications  system  and  located  on  the  premises  of  the  user.  It 
includes  equipment  such  as  telephone  instruments,  switching  equipment  and 
switchboards.  Interconnect  equipment  is  attached  to  telephone  lines  at  offices, 
hotels,  apartments,  hospitals  and  other  business  establishments,  and  serves 
the  function  of  recei\'ing  and  directing  incoming  calls  at,  and  transmitting 
outgoing  calls  from,  such  establishments.  As  a  result  of  the  FCC's  decision 
in  Carterfone,  competition  was  established  betwen  companies  such  as  Tele- 
phone Service  Company  and  South  Central  Bell  for  the  sale  and  servicing  of 
interconnect  equipment. 

7.  At  leai?t  since  February  1971,  when  Telephone  Service  Company  began 
its  competition  with  South  Central  Bell,  South  Central  has  violated  Section  1 
of  the  Sherman  Act  by  entering  into  combinations  involving  reciprocal  pur- 
chasing arrangements  which  respect  to  a  substantial  amount  of  interstate 
commerce,  whereby  South  Central  has  purchased  products  and  services  from 
various  potential  purchasers  of  interconnect  equipment  upon  the  condition  or 
understanding  that  they  would  lease  tiie  products  and  services  of  South  Cen- 
tral, in  unreasonable  restraint  of  trade  and  commerce. 

8.  Since  at  lea.st  as  early  as  February  1971,  South  Central,  through  use  of 
its  purchasing  power,  has  violated  Section  2  of  the  Sherman  Act  by  attempt- 
insc  to  monopolize  the  market  for  leasing  and/or  purchasing  of  interconnect 
telephone  equipment  by  entering  into  reciprocal  purchasing  arrangements  with 
actual  and  potential  purchasers  of  such  equipment. 

9.  At  least  since  February  1971,  when  Telephone  SerA-ice  Company  began 
its  competition  with  South  Central  Bell,  South  Central  has  violated  Section  1 
and  Section  2  of  the  Sherman  Act  by  refusing  to  purchase  product*  and  serv- 
ices from  purchasers  of  interconnect  equipment  leased  from  or  sold  by  TSC 
even  though  defendant  made  such  purchases  from  those  interconnect  customers 
when  they  were  lessees  of  South  Central. 

10.  Pursuant  to  the  aforesaid  combinations  and  attempt  to  monopolize,  South 
Central  has  done,  among  other  things,  the  following : 

(a)  Adopted  a  policy  of  reciprocal  purcha.sing  or  purchasing  from  busi- 
nesses who  would  lease  from  South  Central ; 
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(b)  taken  measures  tx)  ensure  that  actual  and  i)otential  purchasers  of 
interconnect  equipment  were  aware  of  South  Central's  practice  of  recipro- 
cal purchasing ; 

(c)  discussed  wi.th  actual  and  potential  purchasers  of  interconnect 
equipment  their  sales  and  purchase  position  relative  "to  South  Central ; 

(d)  caused  potential  purchasers  of  interconnect  equipment  t-o  lease  such 
equipment  from  South  Central  in  reciprocation  of  South  Central's  pur- 
chases from  such  purchasers ; 

(e)  leased  telephone  equipment  to  various  customers  upon  the  under- 
standing that  South  Central  would  purchase  goods  and  services  from  said 
purchasers ; 

(f)  adopted  a  policy  of  refusing  to  deal  with  former  lessees  of  South 
Central  who  are  purchasers  or  lessees  of  interconnect  equipment  from 
companies  other  than  South  Central. 

11.  The  aforesaid  violations  by  South  Central  have  had  the  following  effects, 
among  others : 

(a)  TSC  has  been  foreclosed  from  selling  or  leasing  in  interstate  commerce 
substantial  quantities  of  interconnect  equipment  to  firms  that  are  actual  or 
potential  lessees  of  telephone  equipment  from  South  Central ; 

(b)  Customers  of  South  Central  Bell  telephone  equipment  have  been  fore- 
closed from  purchasing  or  leasing  interconnect  eciuipment  from  Telephone  Serv- 
ice Company* 

12.  Specifically,  TSC  alleges  that  South  Central  and  TSC  both  submitted 
proposals  for  the  interconnect  .system  to  be  used  at  the  Hyatt  House  presently 
being  constructed  in  Birmingham,  Alabama :  that  TSC's  proposal  was  econom- 
ically more  attractive  to  the  Hyatt  House  in  all  material  respects,  but  that 
the  Hyatt  House  failed  to  purchase  interconnect  equipment  from  TSC  because 
of  an  agreement  entered  into  with  South  Central  Bell  by  which  South  Cen- 
tral Bell  promised  to  supply  the  Hyatt  House  with  free  advertising  and  to 
assure  that  employees  and  visitors  of  South  Central  stay  at  the  Hyatt  House 
rather  than  other  hotels  and  motels  in  the  Birmingham  area.  In  exchange 
for  South  Central's  representations  the  Hyatt  House  agreed  to  lease  telephone 
equipment  from  South  Central  Bell. 

WHEREFORE,  plaintiff  prays : 

1.  That  the  aforesaid  combinations  between  South  Central  Bell  and  pu'*- 
chaseirs  of  interconnect  equipment  involving  reciprocal  purchasing  be  adjudged 
and  decreed  to  be  in  violation  of  Sections  1  and  2  of  the  Sherman  Act. 

2.  That  this  Court  award  Telephone  Service  Company  damages  in  the  amount 
of  five  hundred  thousand  dollars  ($500,000)  trebled  pursuant  to  the  provisions 
of  Section  4  of  the  Clayton  Act. 

3.  That  the  defendant,  its  officers,  directors  and  agents,  and  all  persons  act- 
ing on  its  behalf,  pursuant  to  the  provisions  of  Section  16  of  the  Clayton 
Act.  be  perpetually  enjoined  from  : 

(a)  entering  into  or  adhering  to  any  contract,  agreement  or  understand- 
ing with  any  purchaser  or  potential  purchaser  of  interconnect  equipment 
involving  reciprocal  purchasing  arrangements  ; 

(b)  communicating  to  suppliers  or  to  potential  purchasers  of  intercon- 
nect equipment  that  it  mil  give  preference  to  such  customers  if  they  lease 
equipment  from  South  Central : 

(c)  utilizing  purchases  by  South  Central  or  any  company  affiliated  with 
it  to  promote  leases  by  South  Central  of  telephone  equipment ; 

(d)  from  refusing  to  purchase  products  and  services  from  former  lessees 
of  South  Central. 

4.  That  this  Court  order  South  Central  to  advise  aU  purchasers  or  i)otentaal 
purchasers  of  interconnect  equipment,  by  written  notice,  that  South  Central 
is  no  longer  engaged  in  reciprocal  purcha.sing  and  to  furnish  a  copy  of  the 
final  order  of  this  Court  to  all  such  purchasers  or  XKvtential  purchasers. 

5.  That  plaintiff  have  such  other  relief  as  the  nature  of  the  case  may  re- 
quire and  that  the  Court  may  deem  just  and  proper. 

6.  That  plaintiff  recover  the  costs  for  this  action. 

7.  That  its  attorneys  be  awarded  reasonable  attorneys'  fees. 
Plaintiff  demands  a  trial  by  jury  in  this  eau.se. 

N.  Lee  Cooper, 
Dratton   Nabers,    Jr., 

Attorneys  for  Plaintiff, 
Telephone  Service  Company  of  America,  Inc. 


2809 

Florida  Interconnect  Telephone  Co., 
Altamonte  Springs,  Fla.,  November  5,  1973. 
He  Senator  Philip  A.  Hart's  letter  on  "interconnect  industry." 
Gerald  Hellerman, 

Special  Financial  Adviser,  Senate  Subcommittee  on  Antitrust  and  Monopoly, 
Senate  Annex,  Washington,  D.C. 
Dear  Sir  :  In  regard  to  your  investig'ation  of  telephone  company  procedures, 
the  following  incident  took  place :  Between  February  and  April  1972.  I  engi- 
neered a  telephone  system  for  Leasehold  Developmeat  Company  that  was  to 
be  installed  in  a  new"  motel  then  to  be  known  as  "La  Mancha"  or  "Everglades 
Inn".  My  position  was  as  a  sales  engineer  and  independent  broker  working  in 
association  with  Nelron  Communications  Co. 

On  April  13.  1972.  I  sold  a  telephone  system  and  arranged  acceptable  leas- 
ing which  was  approved  via  Franklin  Leasing  Co.,  Miami,  Florida.  On  May  3, 
1972,  I  received  a  letter  from  leasehold  cancelling  the  contract.  Mr.  J.  McOol- 
lem's  explanation  is  attached.  In  addition,  he  was  constructing  a  12  story  build- 
ing as  depicted  on  the  stationary  and  that  Southern  Bell  were  future  possible 
tenants. 

The  training  facility  mentioned  in  the  letter  is  a  telephone  company  opera- 
tion and  is  adjacent  to  the  motel  on  different  property.  None  of  the  equipment 
listed  in  the  attachetl  contract  was  to  be  installed  on  the  training  facility. 

It  must  be  noted  that  the  loss  of  the  commission  as  well  a«  the  possible 
resultant  referral  sales  is  difficult  to  accept. 
The  motel  opened  this  fall  (1973). 
I  will  assist  you  in  any  way  possible. 
Yours  truly, 

Axlen  W.  Hingle, 
Communications  Consultant. 

Leasehold  Development  Co., 

May  3,  1972. 
Mr.  Al  Hingle, 
Nelron  Communications  Co., 
Fort  Lauderdale,  Fla. 

Dear  :Mr.  Hingle:  I  am  sorry  to  inform  you  that  I  am  going  to  have  to 
cancel  our  order  with  your  comi>any. 

As  you  know,  we  are  building  this  motel  and  training  facility  for  Southern 
Bell,  i  received  a  call  today  from  Southern  Bell's  office  in  Atlanta  asking  why 
we  were  using  someone  else's  equipment  and  not  their's.  They  suggested  that 
perhaps  they  had  not  presented  their  package  thoroughly  enough,  but  it  waa 
their  understanding  that  Bell  equipment  would  be  used. 

Plus  you  must  understand  that  they  are  concerned  about  the  fact  that  they 
are  commited  to  us  for  21,000  rooms  a  year  for  their  trainees,  and  it  would  be 
rather  embarrassing  for  them  to  be  using  equipment  other  than  Bell's. 

I  would  like  to  thank  you  for  your  help  in  this  matter  and  also  to  let  you 
know  that  we  will  be  involved  in  other  projects  and  hope  to  use  your  services. 
Very  sincerely  yours, 

James  R.  McCollem. 

Nelkon  Communications  Co., 
Fort  Lauderdale,  Fla.,  April  13,  1972. 

(Telephone  system) 

Proposal   submitted   to:   Leasehold   Development   Co.,   6229   N.   Federal   Hwy., 
Fort  Lauderdale,  Fla. 

Pro\-ide  and  install  the  following  telephone  system :  OKI  AC  220  A  (A)  200 
line,  featuring— (a)    three  digit  number  translation;    (b)  toll  restriction    (dial 
single  digit-re.strict  1  or  0;    (c)   camp-on  busy  attendant:    (d)   class  of  service 
restriction:    (e)    howler   tone    ( off -hook )  ;    (f)    CDH   trunk   modification;   and 
(g)  remote  alarm. 

Basic  AC  220  A  (A)  equipment:  Attendant  console;  extension  frame;  number 
groups;  basic  frame;  busy  lamp  field;  signal  generator;  14  bothway  trunks: 
6  outgoing  trunks ;  1  power  supply :  152  telephone  instruments ;  and  8  wall 
mount  telephone  in.struments.  Price.  $48,214.00. 

Options:  (a)  $6,340.00,  Touchstone;  (b)  $8,768.00,  Message  regi?rters,  and  (c) 
$5,906.00  Message  awaiting  system. 
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We  hereby  propose  to  furnis  hlabor  and  materials^ — complete  in  accordance 
with  the  above  si)ecificaitions,  for  the  sum  of:  $69,228.00  with  payment  to  be 
made  as  follows  :  1st  and  last  three  payments  $4,222.92. 

Allen  Hingle. 
acceptance  of  proposal 

The  above  prices,  specifications  and  conditions  are  sati-sfaobory  and  are 
hereby  accepted.  You  are  authorized  to  do  the  work  as  specified.  Payment  will 
be  made  as  outlined  above. 

Leasehold  Development  Co. 

James  A.  McCollem. 

Note  :  This  does  not  include  Florida  State  Sales  Tax.  Does  include  complete  installa- 
tion and  one  year  full  parts  and  labor  maintenance,  withi  Nelron  acting  as  liaison 
between  LDC  and  local  telephone  company.  This  proposal  may  be  withdrawn  by  us  if 
not  accepted  within  30  days. 


Centurt  Business  Communications,  Inc., 

North  Little  Rock,  Ark.,  November  7,  1973. 
Mr.  Gerald  Hellerman, 

Special  Financial  Adviser,  Senate  Subcommittee  on  Antitrust  and  Monopoly, 
Senate  Annex,  Washington,  D.C. 

Dear  Mr.  Hellerman  :  It  is  very  difiicult,  if  not  impossible,  to  document 
all  those  practices  used  by  the  South wes;tern  Bell  Telephone  Company  to  dis- 
courage private  industries  from  investing  in  their  own  communications  sys- 
tems. I  do  have  documentation  where  Bell  has  stipulated  that  the  customer 
would  not  have  to  pay  mileage  charges  if  he  were  to  stay  with  Bell  and  would 
have  to  pay  mileage  charges  if  he  were  to  own  his  own  system.  This  is  a  filed 
rate  with  the  Arkansas  Public  Service  Commission  and  is  not  a  negotiable 
item.  I  also  have  documentation  where  Bell  has  hooked-up  a  customer-owned 
Code-A-Phone  device  on  a  Bell  PBX  and  is  not  chairging  the  customer  an  in- 
terface fee  as  is  stipulated  in  their  Public  Service  Commission  filing.  The 
most  common  Bell  practice  seems  to  be  to  emphasize  that  Bell  will  provide 
the  customer  an  unlimited  number  of  Central  Office  trunks  free  if  they  stay 
with  the  Bell  system  but  will  charge  them  $32.50  a  month  per  trunk  if  the 
customer  owns  his  own  system.  One  case  which  I  can  document,  that  is  an  ob- 
vious attempt  at  misleading  the  customer,  is  one  where  they  indicate  they 
.are  pro\ading  the  customer  17  Central  Office  trunks  for  a  20  station  system. 
He  actually  has  ten  and  only  needs  seven.  Also  I  have  a  copy  of  a  Bell  quota- 
tion where  Bell  will  provide  a  customer  with  a  deluxe  300  series  PABX 
(again,  not  charging  him  for  the  trunks)  for  a  lesser  cost  that  he  is  now 
paying  for  a  key  system. 

Bell  employees  have  told  my  customers  that  they  would  not  shop  or  spend 
money  in  my  customer's  places  of  business,  and  in  some  cases  have  l>een 
instructed  not  to  go  into  these  places  of  business  by  their  siuperiors,  but  these 
are  verbal  comments  and  are  not  documented. 

It  may  be  of  interest  to  know  that  of  all  of  our  eases  of  reported  troubles 
95  per  cent  of  them  have  been  created  by  the  Southwestern  Bell  Company  and 
eventually  corrected  by  the  Southwestern  Bell  Company  afte'r  prodding  by  us. 
We  have  found  it  necessary  to  force  Bell  to  provide  our  customers  with  ac- 
ceptable levels  on  Central  OflSce  trunks.  The  acceptable  line  loss  is  approxi- 
mately 5DB.  In  all  case*  the  trunks  my  cu.stomers  have  received  from  Bell 
have  been  in  the  12  to  18DB  loss  range  which  provides  very  poor  transmission. 
Probably  the  more  obvious  tactic  being  used  by  Bell,  which  can  be  documented, 
is  Bell's  policy  of  convincing  a  customer  that  his  trunk  requirements  are  far 
greater  than  they  really  are,  and  in  this  way  make  a  customer-owned  system 
cost  far  more  than  a  trunk  FREE  system  from  Bell. 

Really  there  are  so  many  ways  that  scare  tactics  are  being  used  by  the 
Southwestern  Bell  Company  that  cannot  be  documented  that  it  would  be  im- 
possible to  list  them  all  here,  but  I  can  provide  you  names  of  my  customers 
whose  definite  impressions  have  been  that  if  they  were  to  own  their  own 
system,  there  would  be  economic  reprisaLs  by  Bell. 

I  appreciate  your  investigating  this  obvious  attempt  by  the  Bell  companies 
to  mute  competition,  not  by  offering  the  customer  a  better  or  more  economic 
system,  but  by  tactics  that  make  the  customer  afraid  of  leaving  the  i>rotection 
of  the  Bell  companies. 
Cordially, 

Marvin  K.  Hill. 

President. 
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Century  Business  Communications,  Inc., 
North  Little  Rock,  Ark.,  November  16,  1973. 
Mr.  Gerald  Hellerman, 

Special  Financial  Adviser,  Senate  Subcommittee  on  Anititrust  and  Monopoly, 
Senate  Annex,  Washington,  D.C. 

Dear  Mr.  Hellerman  :  I  am  attaching  six  exhibits  which  do  not  cover  all 
of  my  ligitimate  eomplaiuts  concerning  Bell's  unfair  practices,  but  it  should 
be  enough  to  give  you  a  fair  sampling  of  the  type  of  competition  being  prac- 
ticed by  a  monopoly  against  free  enterpri.se. 

Exhibit  one  is  tlie  number  of  trunlis  provided  l)y  a  Bell  customer  prior  to 
these  people  talking  to  Century  Business  Communications,  Inc.  about  a  system. 
Exhibit  two  shows  Bell's  technique  in  offering  comiietition.  They  were  supply- 
ing the  cusitomer  five  trunks  for  his  twenty  stations  and  are  now  supplying 
the  customer  thirteen  tinuiks  for  his  twenty  stations  plus  promising  the  cus- 
tomer an  additional  four  trunks.  When  you  cons-ider  that  the  customer  must 
pay  for  the  trunks  when  he  owns  his  own  system  but  does  not  pay  Bell  for 
these  same  trunks  on  taking  a  Bell  provided  system,  you  can  see  competition 
is  impossible.  Exhibit  three  is  a  copy  of  a  proposal  Bell  made  in  competition 
with  Century  Business  CommunicationiS.  Inc.  whereby  they  have  offered  to 
supply  the  customer  a  300  series  PBX  for  .$6  more  a  month  than  the  customer 
is  now  paying  for  a  standard  key  system.  Exhibit  four  is  a  copy  of  a  Bell 
proposal  that  tells  the  customer  that  if  they  take  the  Bell  proposal  they  will 
not  pay  mileage  for  their  trunks  but  if  they  buy  their  own  system,  they  will 
be  biUed  mileage.  Also  in  this  case  they  are  now  recommending  to  the  customer 
that  his  minimum  requii'^ments  are  twenty  trunks  where  his  present  system 
is  nine  trunks.  Exhibit  five  shows  a  Bell  proposal  where  they  are  proposing 
ten  trunks  to  the  customer  if  the  customer  accepts  the  system  where  he  must 
pay  for  the  trunks,  but  indicated  that  he  requires  a  minimum  of  fifteen  trunks 
if  he  buys  his  own  system.  As  you  can  .see,  that  would  alter  the  feasibility  of 
the  customer  owning' his  own  system  by  $170  a  month.  I  did  cutover  with  ten 
trunks  and  they  have  proven  adequate.  Exhibit  six  is  indicative  of  the  harass- 
ment we  encounter  in  trying  to  cooperate  or  coordinate  our  work  with  Bell 
personnel.  As  the  letter  indicates,  my  equipment  foreman  spent  a  full  day 
because  of  Bell  to  accomplish  vwliat  should  have  been  a  thirty  minute  require- 
ment. 

It  is  also  of  interest  that  a  friend  told  me  a  couple  of  days  ago  that  two 
Bell  employees  that  are  in  his  National  Guard  unit  made  reference  to  the  fact 
that  they  (the  Bell  employees)  could  create  enough  problems  for  a  person 
owning  their  own  PABX  that  it  would  discourage  future  potential  interconnect 
customers.  His  name  is  Joe  Sutton.  His  office  telephone  number  is.  501  374- 
4814  and  his  home  telephone  number  is  501  663-8801. 

Mr.  Johnnie  Ostie  of  Cash  Whole.sale  x^-as  told  by  a  Bell  employee  that  no 
Bell  employees  would  be  allowed  to  patronize  any  of  tlie  stores  operated  by 
the  Cash  Wholesale  companies.  His  telephone  number  is  501  568-1371.  By  the 
way,  he  will  tell  you  that  the  system  in  .service  that  they  have  purchased  far 
surpasses  any  previous  arrangement  they  have  ever  had  with  the  Bell 
company. 

:\Ir.  Don  Pfeifer  of  the  M  M  Oohn  Company  was  told  that  a  serA^ice  as.Mstant 
was  not  allowed  to  shop  any  M  M  Oohn  store,  and  he  has  received  in  the 
mail  correspondence  from  relatives  of  Bell  employees  indicating  that  as  long 
as  the  M  M  Cohn  Company  owns  their  own  telephone  system,  these  people 
would  not  be  doing  any  shopping  with  the  M  M  Cohn  Company. 

Jerry,  I  could  provide  you  con*»iderably  more  detailed  information  if  at 
any  time  you  happen  to  be  in  the  Tittle  Rock  area  and  could  spend  an  after- 
noon with  me  and  my  employees.  The  problem  is  corroboration.  It  is  obvious 
that  all  of  the  threats  and  innuendos  are  designed  to  .scare  the  customer  but  at 
the  same  time  avoiding  any  provable  evidence.  I  would  appreciate  hearing 
from  you  offering  your  interpretations  of  those  items  of  evidence  that  I  have 
attached. 

Cordially, 

Marvin  K.  Hill, 

President. 

Enclosures. 
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Exhibit  3 

Allied  Ark  Bearing  Co. 

Present  Key  System,  580.00  plus  tax  100.00,  680.00  a  month. 
PBX  proposal,  636.00  plus  tax  50.00,  686.00  a  month. 

COST  INFORMATION 

The  following  rates  are  for  your  300  Series  PBX  with  all  standard  features : 

Basic  PBX  System :  PBX  Switching  Equipment ;  Console  with  Direct  Station 

Selection;    36    Stations;    Central    Office    Trunks    as    required;    and    No    Key 

E(![uipment. 


Monthly 


Nonrecurring 


Other  service  and  equipment: 

Dial  access  to  WATS 

Dial  access  to  paging 

Dial  access  to  dictation.. 
2  Magicalls 

Total 


$636 

8 
15 
20 
20 


$30 


Exhibit  4-A 
Cost  Information 
The  following  rates  are  for  your  300  Series  PBX  with  all  standard  features. 
Basic  PBX  System 

PBX  Switching  Equipment. 

Console  with  Direct  Station  Selection  and  Busy  Lamp  Field. 

55  PBX  Stations. 

Central  Office  Trunks  as  Required  Including  Mileage. 

Other  service  and  equipment :                                                                     Monthly  charge 
Dial  access  to  paging 15.00 

Total  870.  00 

State  and  Federal  taxes 54.  88 

Total   monthtly   charge 924.  88 

1-time  installation  charge 356.  25 
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Cost  Information 


The  following  charges  you  would  continue  to  pay  Southwestern  Bell  if  you 
purchased  a  system  from  an  outside  supplier. 


20  trunks  at  $22.50 

21  Interface  services  at  $6.50. 
Touch-Tone  per  trunk  at  $3.50 
Mileage  on  trunks  at  $0.50.... 

Total  monthly  charge... 


Monthly 

Installation 

$450.00 
136. 50 

$155 

70. 00 
10.00  .... 

100 

EXHIBIT  5-A.-CASH  WHOLESALE  CO.,  INC.,  PROPOSED  300  SERIES  PBX 


Monthly         Nonrecurring 


Extra  listing  (Sterling  Stores).. 

Lightweight  headset 

1st  20  stations  at  $23 

Next  80  stations  at  $11.. 

Attendant's  console 

Power  supply  for  6-button  (key)  telephones 

13  key  telephones  at  $4 

Central  office  trunks  (as  required) 

Private  business  line  (565-1392) 

Miscellaneous  equipment  (exclusions,  speakerphones). 

Automatic  dialer— Rapidial 

Alarm  to  city  jail 

Alarm  to  central  hre  station 

2  paging  service  lines  at  $15 

Total  (less  tax) 

Federal  tax  (10  percent)  on  $521 

State  tax  (3  percent)  on  $1,511 

City  pass  on  tax  (4.33  percent)  on  $1,608.43 

Total  (with  taxes) 


$1.00 

3.50 

1 460. 00  (») 

880.00 

NC 

16.00 

52.00 

NC 

15.00 

18.50 

10.00 

12.00 

13.00 

30. 00  $300 

1,511.00  300 

52.10 

45.33 

69.65 

1, 678. 08  300 


1  This  charge  includes  the  cost  of  the  PABX  switching  equipment  and  the  attendant's  console. 

2  A  basic  termination  agreement  of  $33,250  for  36  months  would  be  applicable. 


EXHIBIT  5-B.-ATTACHMENT  4 


Monthly         Nonrecurring 


Change  present  system  to  3-digit  dialing  and  all  main  stations: 

Extra  listing  (Sterling  Stores) 

608-A  switchboard 

3-digit  power  plant... 

20  switches  in  equipment  room  at  $4  ' 

2  paging  service  lines  at  $3.50 

Lightweight  headset 

Conference  circuit 

3  patch  cords  at  $0.50... 

10  trunks  at  $22. 50 

94  stations  at  $2.75 

Power  supply  for  6-button  (key)  telephones 

13  key  telephones  at  $14 

2  card  dialers  at  $3.50 

Private  business  line  (565-1392) 

Miscellaneous  equipment 

Automatic  dialer— Rapidial 

Recorder— connector 

Alarm  to  city  jail 

Alarm  to  fire  station 

Total 


$1.00 

75.00 

70.00 

80.00 

7.00 

3.50 

5.00 

1.50 

225.00 

258.50  $63.75 

16.00 

52.00 

7.00 

15.00 

10.50 

10.00 

2.00 

13.50 

13.00 

» 865. 50  •63.75 


'  Approximate  requirement,  exact  number  required  will  be  determined  during  study  of  system. 
2  Plus  tax. 
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EXHIBIT  5-C.-C0NT1NUING  CHARGES  TO  BE  PAID  TO  SOUTHWESTERN  BELL  WITH  PRIVATELY  OWNED  SYSTEM 


Monthly 

Annually 

10  years 

15  trunks  at  $22.50 

$337. 50 
97.50 
52.50 
15.00 
25.00 
1.00 
40.60 
12.93 
25.20 

607. 23 

$4,050.00 
1,170.00 
630. 00 
180. 00 
300. 00 
12.00 
487.20 
155. 16 
302. 40 

7,  286. 76 

$40,  500. 00 
11,700.00 
6, 300. 00 
1,800.00 
3, 000. 00 
120. 00 

15  trunks  at  $3  50  for  Touch-Tone 

1  private  business  telephone  number 

2  existing  alarm  circuits 

Federal  tax  (10  percent)  on  $406 

State  tax  (3  percent)  on  $431 

City  pass  on  tax  (4.33  percent)  on  $582.03 

Total 

4,872.00 
1,551.60 
3, 024. 00 

72, 867. 60 

EXHIBIT  5-D.-C0ST  COMPARISON- 

-SUMMARY 

1st  year 

10  years 

C. B.C.  system: 

•  -  -             $ 

58,654.49 

7,286.76 

0 

1  $58, 654.  49 

Interconnect  charges  (based  on  15  trunks) 

72  867  60 

2  12,  750. 00 

Total 

65. 941. 25 

144, 272. 09 

Bell  System: 

!0, 136. 96 
20.136.96 

201, 369. 60 

Total - - 

201, 369. 60 

Apparent  net  difference 

(45,804.53) 

57,097.51 

'  An  additional  charge  of  $73  to  install  each  phone  could  alter  this  total  somewhat. 

2  This  figure  is  pro)ected  on  your  5-year  contract  of  $1,275  per  year  which  is  to  be  renegotiated  after  5  years.  It  is  logical 
to  forecast  that  after  5  years,  the  contract  will  increase  appreciably. 


Exhibit  6 
Itineraey  fob  November  8,   1973,   John   Glower 

7  :30  A.M. — Go  to  Downtown  M  M  Cohn  to  prewire  trunks  to  be  added  by  Bell. 

I  was  to  meet  the  Bell  installer  at  9  :00  A.M.  to  check  the  new  Central  OflSce 
trunk.  I  missed  the  Bell  installer,  but  the  trunk  was  checked  at  9  :30  A.M.  and 
was  found  not  working.  I  called  Bell. 

The  installer  returned  at  10  :00  A.M.  The  line  was  found  reversed.  The  installer 
said  he  could  not  check  it,  when  he  was  there  initially  due  to  the  Central  OflSce 
frame  not  being  wired.  The  installer  prepared  to  leave.  Upon  testing  the  trunk 
we  found  that  it  would  not  dial  touch  tone.  I  caught  the  Bell  installer  before  he 
left  the  building.  Upon  discussion  and  conference  witn  the  Central  Office  frame 
personnel  we  learned  that  group  and  terminal  was  not  touch  tone.  The  installer 
stated  the  trunk  would  be  fixed  some  time  that  afternoon  but  he  did  not  know 
when. 

12:00  to  12:80  P.M.— Lunch. 

I  met  Jack  Ross  at  the  University  Mall  approximately  12  :30  P.M.  He  was  wait- 
ing for  his  installer  to  arrive. 

The  installer  arrived  at  approximately  1 :00  P.M.  and  found  the  Central  OflBce 
trunk  not  wired  correctly.  The  trunk  then  had  to  be  changed  to  ground  start 
operation,  which  was  another  delay.  Also,  the  cable  pair  was  not  patched  through 
in  the  main  telephone  room  at  the  Mall  shopping  center.  After  the  trunk  wiring 
was  completed  the  line  was  discovered  to  be  reversed,  and  the  CDH  card  would 
not  work.  While  testing  the  CDH  card  two  trunks  were  inadvertently  discon- 
nected. One  was  authorized  disconnected  by  Century  Business  Communications, 
Inc.  but  the  wrong  fuse  was  removed,  unintentionally  causing  an  additional 
trunk  to  be  disconnected.  This  was  corrected  and  tested.  The  new  CDH  card 
arrived  and  the  trunk  was  placed  in  service — time  3  :00  P.M. 

I  then  returned  to  Downtown  M  M  Cohn.  The  fourteenth  trunk  there  was  now 
installed  by  the  Central  OflSce  and  was  put  into  service  at  3  :30  P.M.  I  checked 
the  new  full  period  line  to  El  Dorado,  but  since  the  Bell  switch  cabinet  was  open 
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and  no  bridging  clips  installed,  I  could  only  assume  the  trunk  was  not  in  place. 
This  information  was  confirmed  by  the  PBX  operator.  Apparently  El  Dorado  was 
having  trouble  getting  their  end  installed. 

It  took  my  man  a  full  day  to  accomplish  an  hours  work  because  of  Bell's 
delaying  tactics. 

Eastern  Telfonics,  Inc., 
Harrison,  N.Y.,  November  12,  1913. 
Mr.   Gerald  Hellerman, 

Special    Financial    Adviser,    Senate    Subcommittee    on    Antitrust    Monopoly, 
Senate  Annex,   Washington,  D.C. 

Dear  Mr.  Hellerman  :  Please  forgive  the  delay  on  my  sending  you  documen- 
tation with  regard  to  Senator  Hart's  letter  of  October  29,  1973.  As  you  can  well 
imagine  the  Interconnect  Industry  is  one  which  demands  much  time  and  plan- 
ning, let  alone  the  fortitude  to  complete  with  AT  &  T.  Senator  Hart  is  quite 
correct,  this  industry  "is.  to  say  the  least,  challenging". 

Enclosed  please  find  the  following  exhibits:  (a)  ETI  correspondence  to  our 
prospective  customer,  Michael  M.  Rosenthal,  Inc.,  regarding  the  erroneous  com- 
puter analysis  submitted  by  New  York  Telephone;  (b)  The  erroneous  computer 
analysis  submitted  by  New  York  Telephone;  (c)  New  York  Telephone's  letter  to 
our  prospective  customer  itemizing  the  customer's  New  York  Telephone  charges. 

Please  accept  these  documents  as  only  a  sample  of  the  type  of  unfair  restraint 
of  trade  tactics  and  retaliatory  techniques  being  used  by  AT  &  T  to  thwart  our 
selling  Interconnect  equipment.  We  have  other  documentations  that  we  will  be 
sending  to  you  that  unfortunately  does  not  so  blatantly  offend  one's  business 
sense.  Documentation  that  follows  will  most  likely  be  letters  that  we  have  sent 
the  Telephone  Company  with  regard  to  inept  installation  of  interfaces,  delay  of 
installation  of  Interconnect  devices,  and  where  possible,  testimony  from  our 
customer  of  scare  tactics  used  by  the  Telephone  Company.  As  you  know,  the 
Telephone  Company  is  very  careful  to  avoid  written  commitments,  and  much 
of  the  abuse  is  too  subtle  to  be  documented. 

If  we  may  be  of  any  further  assistance  to  you  in  the  near  future,  please  do 
not  hesitate  to  call  on  us.  Thank  you  for  your  interest  in  furthering  our  mutual 
cause  of  making  the  Telecommunications  Industry  a  competitive  one,  .so  that 
we  all  may  compete  fairly. 
Very  truly  yours, 

Andrew  J.  Boneparth, 
Executive  Vice  President. 

Eastern  Telefonics,  Inc., 
Harrison,  N.Y.,  December  9,  1912. 
Mr.  Lawrence  Rosenthal, 
Michael  M.  Rosenthal  d   Co.,  Inc., 
New  Rochclle,  N.Y. 

Dear  Larry:  Thank  you  very  much  for  forwarding  to  me  the  documentation 
you  received  from  the  New  York  Telephone  Company.  I  have  no  axe  to  grind 
with  regard  to  the  Telco  letter  of  December  4,  1972  enumerating  your  "Monthly 
Charges  Local  Service,"  "Foreign  Exchange  Monthly  Charges,"  arid  "Connection 
Charges."  These  are  in  accordance  with  the  tariffs  approved  by  the  New  York 
State  Public  Service  Commission.  However,  I  must  take  strong  exception  to  the 
Financial  Analysis  the  Telephone  Company  has  submitted  to  you.  The  analysis 
is  erroneous,  misleading,  and  impersonal,  and  a  shabby  attempt  to  confuse  a 
potential  interconnect  customer  into  believing  that  the  perpetually  high  rent 
telephone  subscribers  pay  for  their  equipment  is  cost  justified.  Therefore  I  will 
take  the  time  to  go  through  the  analysis  step  by  step. 

First,  as  you  requested,  let  me  revise  the  ETI  Proposal  to  include  the  speaker- 
phone  for  $300.00  which  we  failed  to  include  in  the  original  proposal.  This 
changes  the  purchase  price  of  your  ETI  System  to  $3,150.00.  Your  lease  purchase 
monthly  payment  is  $66.94.  The  lease  payment  is  based  on  an  initial  term  lease 
of  5  years  at  an  effective  interest  rate  of  10%.  The  purchase  option  at  the  end 
of  the  fifth  year  is  8%  of  the  original  purchase  price  or  $252.00,  or  you  may 
continue  to  lease  your  system  at  a  nominal  annual  sum  of  3%  of  the  purchase 
price  or  $94.50  per  year. 
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Now  let  us  proceed  to  examine  the  Telco  financial  analysis : 
Non-Bell  equipment — Tie-Kts  : 

Number  of  years  in  the  purchase  agreement,  5.  This  is  correct. 

Monthly  payments  on  the  non-Bell  equipment :  $60.56 — $66.94.  The  new  figure 

reflects  the  cost  of  the  speakerphone. 
Monthly  rate  for  the  interconnection  devices:  $69.30— $45.31.  The  cost  of 
$69.30  given  by  Telco  is  erroneous.  You  have  7  interconnect  devices  at 
$6.30/interconnect  device/trunk  line,  or  $44.10.  The  figure  of  $69.30  would 
be  the  cost  if  you  had  11  interconnect  devices.  With  tax  the  charge  is  $46.31. 
Down  payment  or  installation  charges  on  non-Bell  equipment:  $0.00.  This 

is  correct. 
Initial  charges  for  interconnection  devices:   $440.00— $175.00.  The  cost  of 
$440.00  given  by  Telco  is  erroneous.  You  have  7  interconnect  devices  at 
an  installation  charge  of  $25.00  each,  or  a  total  of  $175.00. 
The  system  will  be  maintained  free  of  cost  for  12  months.  This  is  correct. 
After  that  time  the  cost  per  month  for  maintenance  is  :  $12.00.  This  is  correct. 
The  outright  purchase  price  of  the  equipment  is:  $2,850.00— $3,150.00. 
The  insurance  rate  of  $1.5/$1000  will  be  used.  Your  own  company  itself  is 
the  best  judge  as  to  whether  this  insurance  rate  is  consistent  with  your 
class  of  building  and  type  of  policy.  However,  as  you  can  see  we're  talking 
about  only  approximately  40^/mo.  if  we  accept  the  Telco  insurance  rate. 
For  your  area,  the  sales  tax  rate  of  5%  applies.  $157.50  Purchase — $3.35 
Lease.  Since  Telco's  computer  was  incapable  of  coming  up  with  the  re- 
spective sales  tax  figures,  I  have  for  both  the  Outright  Purchase  and  Lease 
Payment  sales  taxes. 
Real  property  tax  is  calculated  at  the  rate  of  5.5%  per  $100  of  assessed  value. 
Telco's  inclusion  of  a  real  property  tax  corresponding  to  your  telephone 
system  is  erroneous  and  a  lot  of  nonsense.  Your  private  telephone  system 
stands  separate  from  your  or  your  landlord's  property.  Intercom  systems, 
typewriters,  and  other  office  equipment  are  not  subject  to  property  taxes, 
neither  is  your  telephone  system. 
Bell  equipment— NYT-KTS : 

The   monthly   rental  for  Bell   equipment  comes  to:   $279.51— $321.39.   The 
rental  of  $279.51  is  without  10%  Federal  Tax  and  5%  State  and  Local  Tax. 
I  have  included  both. 
Installation  costs  for  that  equipment  are :  $384.13 — $403.34.  I  have  included 

5%  State  and  Local  Tax,  which  Telco  failed  to  do. 
It  is  understood  that  you  are  expecting  the  equipment  to  last  10  years. 
General  information : 
The  equipment  will  be  depreciated  exi)ensed  over  a  period  of  5  years.  Since 
you  are  financing  your  ETI  System  through  a  Lincoln  Lease/Way  lease,  the 
depreciation  would  remain  with  the  legal  owner  of  the  equipment,  Lincoln 
Lease/Way,  until  such  time  as  a  purchase  option  is  exercised  or  prepay- 
ments of  the  lease  is  made  prior  to  the  initial  term  expiration.  However, 
accounting  procedure  dictates  that  you  expense  your  lease  payments  allow- 
ing you  to  show  a  current  expense  before  taxes.  Of  course,  if  you  purchased 
your  system  outright,  you  would  treat  it  just  like  any  other  capital  asset, 
depreciating  it  over  a  period  anywhere  between  5  and  10  years,  and  taking 
advantage  of  the  pretax  deduction. 
Your  earnings  rate  presently  is  10%.  Earnings  rate  is  many  things  to  many 
people  and  meaningless  to  many  to  many  other  people  if  not  defined  cor- 
rectly. I  presume  Telco  is  referring  to  the  fact  that  they  feel  that  10%  is 
a  rate  at  which  you  expect  a  return  on  invested  capital.  It  is  in  this  light 
which  the  analysis  that  follows  will  be  taken. 
Your  Federal  tax  rate  is  48%. 
Your  State  tax  rate  is  7%. 
Your  city  tax  rate  is  0%. 

The  monthly  rental  on  the  trunks  needed  with  the  non-Bell  equipment  comes 

to :  Same  as  that  required  for  Bell  Equipment.^ 
An  investment  tax  credit  of  4%  has  been  applied. — $126.00.  If  you  so  desire, 
the  leasing  company  will  issue  to  you  a  letter  of  transmittal  which  in 
effect  passes  the  investment  tax  credit  on  to  you.  Although  the  tax  credit 
can  be  as  high  as  7%  I  have  been  intentionally  conservative  in  agreeing 
with  Telco's  4%  rate,  as  the  actual  percentage  is  based  on  the  type  of 
equipment,  useful  life  of  the  equipment,  and  some  other  factors. 


1  Note. — Central  office  trunk  charges  are  common   to  both  proposals   and   have  been 
omitted  from  comparison. 
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CASH  FLOW  ANALYSIS-LEASE 


Bell        Cumulative  ETI        Cumulative      Difference' 


1  $922.77  $922.77  $570.36  $570.36  $352.44  $352.44 

2 " 741.26  1,664.03  678.47  1,248.83  62.79  415.23 

3 " 741.26  2,405.29  678.47  1,927.30  62.79  478.02 

4 741.26  3,146.55  678.47  2,605.77  62.79  540.81 

5^[[l"[l[\"l]['[\[  741.26  3,887.81  678.47  3,284.24  62.79  603.60 

Total 

6 

7 


3,  887.  81 

3,  887.  81 

3,  284.  24 

3,  284.  24 

603. 60 

603. 60 

741.26 

4,  629.  07 

180.  32 

3,464.56 

560. 94 

1,164.54 

741.26 

5,  370.  33 

66.92 

3,531.48 

674.  34 

1,838.88 

741.26 

6,111.59 

66.92 

3,  598. 40 

674.  34 

2,5i3.22 

741.26 

6,852.85 

66.92 

3,665.32 

674.  34 

3,187.56 

741.26 

7,  594. 11 

66.92 

3,732.24 

674.  34 

3,861.90 

3, 861. 90 


'  Cash  flow  differential  In  favor  of  ETI. 

Year  1  analysis : 
ETI: 

Lease  payment,  $66.94X12 

Monthly  interconnect,  $46.31X12. 

Interconnect  installation 

Insurance,  $1.50X3.15 


$803. 

28 

555. 

71 

183. 

75 

4. 

72 

Total  current  expense 1,  547.  46 

Tax  allocation : 

Federal  (48  percent) -742.  78 

State  (7  percent) -108.  32 

Subtotal 696.36 

Investment  tax  credit — 126.  00 


Net  cash  outflow  after  taxes 570.  36 


Bell: 


Monthly  rental,  $137.27X12 1,647.24 

Equipment  installation 403.  34 

Total  current  expense 2,  050.  58 

Tax  allocation : 

Federal  (48  percent) -984.27 

State  (7  percent) -105.  54 

Net  cash  outflow  after  taxes 922.  77 


Year  2-5  analysis: 
ETI: 

Lease  payment,  $66.94X12 803.  28 

Monthly  interconnect,  $46.31X12 555.71 

Insurance,   $1.50X3.15 4.72 

Maintenance,  $12.00X12 144.  00 

Total  current  expense 1,  507.  71 

Tax  allocation: 

Federal  (48  percent).-- ~I^?-  19 

State  (7  percent) 


Net  cash  flow  after  taxes. 
Bell: 


Monthly  rental  $137.27X12 1,647.24 

Total  current  expense 1,  647.  24 

Tax  allocation: 

Federal  (48  percent) -790.  68 

State  (7  percent) -115.  30 

Net  cash  flow  after  taxes 741.  26 


39-887   O  -  74 
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Year  6  analysis :  ^ 
ETI: 

Insurance,  $1.50  times  3.15 $4.  72 

Maintenance,  $12  times  12 144.  00 

Total  current  cash  expense 148.  72 

Depreciation 252.  00 

Total  current  expense 400.  72 

Tax  Allocation: 

Federal  (48  percent) - 192.  32 

State  (7  percent) -28.  08 

Total  tax  allocation —220.  40 

Total  current  cash  expense 148.  72 

Subtotal -71.  68 

Asset  acquisition 252.  00 

Net  cash  outflow  after  taxes 180.  32 

Year  7-10  analysis:  ' 
ETI: 

Insurance,  $1.50  times  3.15 4.  72 

Maintenance,  $12  times  12 144.  00 

Total  current  expense 148.  72 

Tax  Allocation: 

Federal  (48  percent) —71.  39 

State  (7  percent) — 10.  41 

Net  cash  outflow  after  taxes 66.  92 

Bell :  Net  cash  outflow  after  taxes 741.  26 

•  We  have  eliminated  the  monthly  interconnect  charge  for  years  6  to  10,  as  we  sincerely  believe  this  would 
be  the  very  outside  date  for  the  long  awaited  ruling  from  the  FCCto  eliminate  this  tariff. 

When  Michael  M.  Rosenthal  Co.  considers  obtaining  communications  hard- 
ware from  a  non-Bell  System  supplier,  many  facets  of  the  telephone  business 
not  previously  encountered  become  involved.  The  following  is  an  illustration  of 
some  of  the  costs  shifted  to  the  consumer  and  how  the  overall  economic  picture 
looks  in  relation  to  a  similar  telephone  company  recommendation  over  the  life 
of  the  equipment. 
Non-Bell  equipment — Tie-Kts : 

Number  of  years  in  the  purchase  agreement,  5. 

Monthly  payments  on  the  non-Bell  equipment :  $60.56. 

Monthly  rate  for  the  interconnection  devices  :  $69.30. 

Down  payment  or  installation  charges  on  non-Bell  equipment :  $0.00. 

Initial  charges  for  interconnection  devices  :  $440.00. 

The  system  will  be  maintained  free  of  cost  for  12  months. 

After  that  time,  the  cost  per  month  for  maintenance  is  :  $12.00. 

The  outright  purchase  price  of  the  equipment  is  :  $2,850.00. 

The  insurance  rate  of  $1.5/$1000  will  be  used. 

For  your  area,  the  sales  tax  rate  of  5%  applies. 

Real  property  tax  is  calculated  at  the  rate  of  5.5%  per  $100  of  assessed 
value. 
Bell  equipment— NYT-KTS : 

The  monthly  rental  for  Bell  equipment  comes  to :  $279.51. 

Installation  costs  for  that  equipment  are :  $384.13. 

It  is  understood  that  you  are  expecting  the  equipment  to  last  10  years. 
General  information : 

The  equipment  will  be  depreciated  over  a  period  of  5  years. 

Your  earnings  rate  presently  is  10%. 
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Your  Federal  tax  rate  currently  is  48%. 

Your  State  tax  rate  currently  is  7%. 

Your  city  tax  rate  currently  is  0%. 

The  monthly  rental  on  the  trunks  needed  with  the  non-Bell  equipment  comes 

to :  $138.76. 
An  investment  credit  of  4%  has  been  applied. 
I  certainly  hope  this  new  Cash  Flow  will  help  clarify  matters  for  you.  I  have 
also  enclosed  a  new  proposal  for  you.  I  feel  you  should  now  have  sufficient  infor- 
mation on  which  to  base  a  decision.  I  believe  a  choice  of  having  the  Telephone 
Company  install  their  equipment  would  be  most  unwise.  You  would  be  billed 
for  the  initial  installation  at  .$403.34,  and  I  am  sure  you  would  later  come  to^the 
realization  that  the  Bell  equipment  is  far  inferior  to  ETI  equipment,  more 
costly,  and  that  Telco  could  not  possibly  give  you  the  personal,  customized  service 
you  can  get  from  ETI.  ,     .^  ^      , 

Again,  if  there  is  anything  you  feel  you  would  care  to  have  clarified,  please 
do  not  hesitate  to  call  me. 
Very  truly  yours, 

Andrew  J.  Boneparth. 

Enclosure. 

The  following  is  an  analysis  of  both  the  Bell  and  non-Bell  proposals.  Negative 
figures  indicate  a  savings. 

SUMMARY  FOR  1ST  5  YEARS 


Year 

Bell 

Cumulative 

Non-Bell 

Cumulative 

1                                

2,060 

IS 

5  380 
7,040 
8,700 

1, 828. 46 
1, 740. 00 
1,  770.  00 
1,  800. 00 
2,060.00 

1, 828. 46 

2 

1,660 

3, 568. 46 

3                              

1,660 

5, 338. 46 

4 

1,660 

5 

1,660 

9, 198. 46 

The  Bell  advantage  (after  taxes)  is $498.46 

The  present  value  of  the  Bell  cash  flow  is 6,690.00 

The  present  value  of  the  non-Bell  cash  flow  is 6,  972.  46 

The  Bell  advantage  in  the  present  value  is 282.  46 


SUMMARY  FOR  NEXT  5  YEARS 


1,700 

10,  400 

1,700 

12, 100 

1,700 

13,800 

1,700 

15,  500 

1,700 

17, 200 

1,420 

10,618.46 

1,420 

12,038.46 

1,420 

13,458.45 

1,420 

14,878.46 

1,420 

16,298.46 

The  non-Bell  advantage  (after  taxes)  is $901.54 

The  present  value  of  the  Bell  cash  flow  is 10,690.00 

The  present  value  of  the  non-Bell  cash  flow  is 10,  312.  46 

The  non-Bell  advantage  in  the  present  value  is 377.  54 

The  advantage  after  10  years  equates  to  a  monthly  savings  of  $4.71  at  your 
earnings  rate  of  10%. 

A  non-Bell  advantage  of  $2,301.54  exists  after  15  years.  This  equates  to  a 
savings  for  Rosenthal  Michael  M.  Co.  of  $12.79  per  month.  At  your  earnings  rate, 
this  savings  equates  to  $6.04  per  month. 

The  crossover  point  is  at  0  years  0  months. 

The  crossover  point  is  at  3  years  4  months. 

The  crossover  point  is  at  6  years  9  months. 

Note. — Central  office  trunk  charges  common  to  both  proposals  have  been  omitted  from 
this  comparison. 
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New  York  Telephone, 
15  South  5th  Avenue,  Mount  Vernon,  N.Y.,  December  4,  1972. 
Michael  M.  Rosenthal  Co. 
New  Rochelle,  New  York. 

Dear  Mr.  Rosenthal:  Listed  below  is  an  itemization  of  your  monthly  charges 
plus  connection  charges  for  straight  message  business  service  due  to  go  in  12-28-72. 
Also  included  is  your  foreign  exchange  service  due  in  at  the  same  date : 

Monthly  charges  local  service: 

Individual  message  business  line $8.  68 

3  auxiliary  lines  at  $5.81  each 17.  43 

4  key  chiefs  at  $11.06 44.  24 

2  call  directors  at  $15.37 30.  74 

1  speakerphone 9.  22 

6  relays  at  $4.31  each 25.  86 

Dial  select  intercom  system 7.  08 

Buzzers  at  $0.37  each 2.  22 

Total 145.47 

Foreign  exchange  monthly  charges: 

Individual  message  business  line 9.  77 

2  auxiliary  lines  at  $5.81  each 11.  62 

Foreign  mileage  on  3  lines  at  $37.55 112.  65 

Total 134.04 

Monthly  total  of  $279.51  does  not  include  Federal,  State  or  local  tax. 
Connection  charges: 

4  keychiefs  at  $33.23  each 132.  92 

2  call  directors  at  $66.46  each 132.  92 

1  speakerphone 15.  00 

Relays  at  $15  per  line 90.  00 

Dial  select  intercom 13.  29 

Total 384.  13 

If  you  have  any  further  questions,  please  feel  free  to  caU  me  on  664-8752. 
Very  truly  yours, 

R.  Mac  Neil, 
Communications  Consultant. 


Telerent  Leasing  Corp., 
Telecommunications  Division, 
Raleigh,  N.C.,  November  I4,  1973. 
Re  your  lett«r  of  October  29,  1973. 
Mr.  Gerald  Hellerman, 

Special  Financial  Advisor,  Senate  Subcommittee  on  Anti-Trust  and  Monopoly, 
Senate  Annex,  Washin(/ton,  D.C. 

Dear  Mr.  Hellerman  :  Telerent  as  a  small  telephone  interconnect  company 
certainly  appreciates  Senator  Hart's  interest  in  our  fight  for  survival  in  this 
new  industry. 

Telerent  like  most  interconnect  comijanies  has  seen  cases  of  economic  pres- 
sure on  potential  customers  by  the  common  carrier  and  other  items  which  fit 
into  the  categories  mentioned  in  Senator  Hart's  October  29th  letter.  However, 
we  find  it  very  difiicult  to  acquire  Avritten  proof. 

For  instance  one  potential  customer  was  on  the  verge  of  isigning  a  contract 
with  Telerent  for  an  ITT  PABX.  This  potential  customer  (Helmold  Motor 
Company)  is  an  automobile  agency  with  a  need  for  good  telephone  communi- 
cations. I  was  told  by  their  general  manager  that  they  would  have  to  hold 
off  on  making  a  final  decision  on  the  telephone  syvStem  because  the  owner  of 
the  business  had  received  .several  telephone  calls  from  Southern  Bell  employees 
asking  this  question,   "Do  you   realize   we    (Southern   Bell)    purchased   sixty 
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trucks  from  you  tiliis  last  year?"  I  was  also  told  that  it  was  mentioned  to  the 
owner  that  he  was  also  serv-icing  these  vehicles.  Since  thait  time  a  new  South- 
ern Bell  system  has  been  installed  in  this  location.  I  can  certainly  realize  the 
reluctance  of  this  customer  to  sign  an  affidavit  confirming  these  conversations 
with  Southern  Bell's  employees.  Since  Mr.  Helmold  felt  he  could  not  leave 
Bell  because  of  their  attitude  when  they  found  out  he  was  considering  a  Tele- 
rent  system,  I  do  not  feel  he  would  be  willing  to  give  testimony  against  them 
now. 

We  have  also  seen  other  indications  of  ix)ssible  economic  pressure  by  the 
telephone  companies.  However,  the  ease  sighted  previously  is  one  which  I 
Imow  of  personally  and  was  directly  involved  in.  , 

On  November  27th  of  this  month,  our  North  Carolina  Utilities  Commission 
is  hearing  a  rate  increase  request  by  Southern  Bell.  At  the  same  time  they 
have  agreed  to  listen  to  an  objection  by  the  interconnect  companies  of  North 
Carolina  to  their  allowing  Southern  Bell  to  file  a  770A  tariff  without  a  hear- 
ing. The  filing  of  this  tariff  in  North  Carolina  for  a  period  of  time  just  about 
stopped  all  PABX  sales.  Before  it  was  passed,  attorneys  for  Litton  Industries 
wrote  the  Commission  a  lengthy  letter  along  with  several  pages  of  evidence 
showing  the  proposed  770A  rates  are  not  compensatory  and  would  cause  an 
undue  burden  on  the  residential  and  small  business  customer.  I^itton  in  this 
letter  to  the  North  Carolina  Utilities  Commission  asked  that  the  proposed 
rates  be  suspended  pending  a  hearing  to  determine  whether  they  meet  the 
requirement  that  they  be  just  and  reasonable.  The  Commission  passed  the 
rates  without  holding  such  hearing. 

The  truth  of  Litton's  letter  is  being  shown  in  the  pending  rate  case.  Southern 
Bell  is  asking  for  sizeable  rate  increases  on  non-competitive  items  such  as 
business  lines,  PBX  trunks,  message  rate  trunks,  etc.  At  the  same  time  they 
are  asking  for  rate  reductions  on  the  equipment  which  interconnect  com>i)anies 
find  to  be  competitive.  An  example  of  this  is  they  are  asking  to  reduce  the 
monthly  charge  for  a  ten-button  Call  Director  from  $9.00  to  $6.60  a  month. 
This  $2.40  a  month  reduction  amounts  to  27  percent.  Southern  Bell  is  asking 
for  a  $44.00  installation  for  a  home  single-line  telephone  while  their  filed 
770A  inj?tallation  charge  for  a  40-line  PBX  is  only  $100.00. 

Your  guidance  would  be  appreciated  as  to  what  form  we  should  put  our 
evidence  which  we  feel  is  anti-trust  or  monopoly. 

Thank  you  again  for  your  interest. 
Yours  very  truly, 

Leon  C.  Lifsey, 

Vice  President. 


AusTEL,  Austin  Telephone  Co., 
A  Subsidiary  of  the  Santel  Group, 

November  15,  1913. 
Memorandum   to   ijerald   Hellerman,    Special   Financial   Adviser,    Senate   Sub- 
committee on  Antitrust  and  Monopoly  : 
Re  Unfair  Business  Practices  Exercised  by  Southwestern  Bell  Telephone  Com- 
pany (Bell)  in  Order  to  Combat  Comi)etition. 
I  feel  Austel  has  pertinent  information  for  your  office  in  regard  to  the  alle- 
gations that  some  telephone  companies  affiliated  with  holding  companies  are 
engaging  in   questionable  practices   to  thwart  Austel   from   offering   users   the 
opiK>rtunity  to  acquire  their  own  equipment. 

AuiStel  is  an  interconnect  company  located  in  Austin,  Texas  who  sells,  dis- 
tributes and  maintains  telecommunications  equipment  manufactured  by  L.  M. 
Ericsson,  I.T.T.,  Stromberg-Carlson,  etc.  We  have  been  in  this  business  since 
June  1972.  We  have  had  a  very  good  resixmse  from  the  businesses  in  Central 
Texas.  Our  equipment  is  installed  in  many  of  the  leading  businesses  in  the 
Austin  area. 

However,  we  have  been  faced  with  many  unfair  marketing  practices  by 
Bell.  As  of  this  date  the  operating  telephone  company.  Bell,  is  regulated  by 
City  of  Austin  Ordinance  No.  73-0524E  passed  and  approved  on  May  24,  1973. 
This  Ordinance  lists  and  defines  all  the  tariffs  and  regulations,  and  has  been 
approved  by  the  Federal  Communications  Commission.  The  problems  started 
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long  before  these  new  tariffs  wei*e  filed.  When  the  new  rates  went  into  effect, 
it  was  billed  by  Bell  and  the  media  as  a  9.5%  rate  increase.  The  local  city 
council  was  hampered  by  Bell  becaiise  of  the  fact  that  the  rates  and  tariffs 
were  in  code  and  the  City  Council  could  not  get  any  assistance  from  Bell 
to  translate  the  code  (USOC).  Aus'tel  worked  extensively  with  Bob  Sheehy, 
our  attorney,  in  apprising  the  City  Council  of  the  manner  in  which  the  rate 
increases  would  affect  tiie  eommimity. 

Some  examples  of  how  the  rate  increase  affected  competitioii  are  as  follows : 


Percentage 

Monthly  charge        Monthly  charge  (+)  increase 

before  rate  after  rate         or  (-)  decrease 

increase  increase  (percent) 


Rates  in  the  field  of  telecommunications  where  competi- 
tion does  not  exist: 

Touch-tone  line  charges: 

Residence 

Business 

STC  interface  devices 

CDH  interface  devices 

CD9  interface  devices 

Rates  in  the  field  of  telecommunications  where  competi- 
tion does  exist: 

6-button  rotary  dial  key  telephone        

Color  instrument  charge 

12-button  rotary  dial  call  director 

18-button  rotary  dial  call  director 

24-button  rotary  dial  call  director 

30-button  rotary  dial  call  director _ 

PBX  300  series  package: 

1st  20  stations 

Next  80  stations 

Over  100  stations 

6A  intercom  DB9  single  link  intercom: 

lst9  stations 

Each  additional  station 

DA9  Sel.  only  type  intercom: 

1st  9  stations 


$1.75 

$1.75 

0 

2.25 

2.25 

0 

5.00 

5.00 

0 

6.50 

6.50 

0 

6.50 

6.50 

0 

3.75 

3.75 

0 

15.00 

0 

-100 

13.75 

10.00 

-27 

16.25 

12.50 

-23 

18.75 

15.00 

-20 

21.25 

17.50 

-17 

J  23. 00 

2  25.  50 

-fio 

8  11.00 

S12.50 

-M3 

s  10. 00 

2  11.50 

+15 

25.00 

23.00 

-8 

S1.50 

2  1.70 

+13 

•  A  1  time  charge. 
2  Each. 

Other  examples  of  irregularities  in  the  rates  in  the  cities  of  Austin,  Dallas,  Ft. 
Worth  and  San  Antonio  where  there  is  competition  in  the  telecommunications 
field. 


Equipment 

Monthly  charge  in 

other  cities 

served  by  Bell 

Monthly  rate  In 

Austin,  Dallas, 

Fort  Worth  and 

San  Antonio 

12-Bcall  directors 

18-Bcall  directors _. 

24-Bcall  directors 

30-Bcall  directors 

DB9  single  link  intercom,  1st  9  Stations.. 
Sel.  only  type  intercom,  1st  9  Station  DA. 


$12.00 

$10.00 

14.00 

12.50 

17.00 

15.00 

19.50 

17.50 

25.00 

23.00 

15.00 

7.50 

Not  only  does  the  tariffs  make  it  hard  for  competition,  they  are  sometimes 
quoted  erroneously,  both  by  accident  and  purposely  to  muddy  up  the  water  where 
a  customer  is  faced  with  the  decision  of  purchasing  a  system  or  renting  it  from 
Bell.  We  have  had  a  case  in  Austin  where  a  Bell  local  representative  quoted  the 
true  rate  for  equipment  and  then  offered  a  lower  rate  when  the  customer  in- 
formed Bell  that  he  was  contemplating  purchasing  his  own  system  from  Austel. 
Not  only  did  Bell  come  back  with  an  alternate  lower  monthly  rate— lower  than 
stated  in  the  tariff — but  there  have  even  been  cases  where  the  installation 
charge  (a  one-time  charge)  was  used  as  leverage  in  forcing  customers  to  stay 
with  Bell. 

We  have  even  confronted  Bell  with  their  discrepancies,  but  to  no  avail. 

We  have  proposals  in  writing  by  Bell  where  this  practice  has  occurred.  An 
example  is  as  follows  : 


$460.00 

$510.00 

33.00 

375. 00 

4.00 

4.00 

3.75 

3.75 

8.00 

8.00 
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Monthly  charge 
Bell's  proposed  equipment  proposed  Rates  per  tariff 

Series  300  PBX: 

1st  20  stations  at  $23. .-- -. 

Next  30  stations  at  $33 

Econollght  common  equipment 

6-button  set 

Mileage  of  detached  station 

Total  monthly  billing 508.00  1930.23 

Installation  charge  of  $400  2 

1  $29.48  is  included  for  Federal  excise  tax. 

2  The  installation  charge  per  the  tariff  has  been  quoted  from  $400  to  $100  on  this  particular  proposal. 

This  proposal  was  made  after  the  rate  increase  was  passed  and  approved  and 
into  effect.  We  questioned  the  rates  with  Bell  and  they  still  confirmed  the 
lower  rates.  As  of  this  writing  this  customer  has  not  taken  any  action  toward 
soh'ing  its  eommuuioation  problems. 

Recently  Austel  sold  a  system  to  a  customer  in  Austin  and  after  we  informed 
Bell  that  the  customer  had  executed  a  legal  contract  with  Austel,  two  Bell 
executives — ^it  is  our  understanding  that  they  were  vice  presidents  out  of  St. 
Louis — came  down  to  Austin  and  told  the  customer  that  If  he  vW'Uld  cancel 
his  contract  with  Austel,  Bell  would  install  two  PBX  Switches  of  the  same 
size  for  no  installation  charge.  Unfortunately,  due  to  this  customer's  position 
in  community  affairs,  he  will  not  publicly  testify  against  Bell. 

How  much  longer  are  tliese  unfair  business  practices  going  to  be  allowed  to 
go  unchecked?  Texas  is  currently  without  a  public  utilities  commission.  How- 
ever, a  bill  has  been  introduced  and  the  preliminary  hearing  is  scheduled  for 
December  7,  1973.  We  would  appreciate  any  a.ssiistance  that  you  and/or  any  of 
your  a.s«ociates  can  offer  in  eliminating  these  unfair  practices  completely.  The 
Bir  as  it  now  stands  is  very  vague  and  unclear  with  regard  to  competi.tic-Q. 
The  following  is  an  excerpt  from  the  bill : 

Article  4.  Obligations  of  Telephone  Companies 

Section  4.01.   Service  and  rates.  Every  tlephone  company  shall  furnish 
adequate  service  and  facilities  at  reasonable  rates  and  charges. 

Section   4.02.    Discrimination.   No   telephone  company  shall  discriminate 
unreasonably  between  consumers,  classes  of  service  or  localities. 

Section  4.03.  Restraint  of  Competition.  No  telephone  company  shall  dis- 
criminate unreasonably  ag^ainst  businesses  which  sell  or  lease  equipment 
or   perform    service    in   competition    with    telephone   companies,    nor    shall 
any   telephone  company   engage   in  any   other  practice   that  may   tend   to 
restrict  or  impair  such  competition. 
Section    4.03   is    the  only    mention    of  competition   and    regulations    regarding 
unfair  business  practices  in  this  preliminary  bill.  I  feel  that  this  Article  can 
1)9   improved   and    more    specifically    defined   in    relation    to    interconnect    and 
competition. 

In  conclusion,  in  this  business  of  telecommunications,  there  has  always  been 
political  and  economic  setbacks  for  those  who  have  entered  into  the  compe- 
tition. Fortunately,  through  the  governmental  bodies,  capitalism  and  free 
enterprise  can  be  and  should  be  open  to  all  avenues  that  are  for  the  better- 
ment of  the  people  of  the  United  States  of  America. 

Tim  Stokes. 
Director  of  Marketing. 


Communication  Consultants,  Inc., 

Phoenix,  Ariz.,  November  29,  1973. 
Mr.  C.  M.  McLaughlin, 
Vice  President.  Reliable  Communications  Products  Co.,  Franklin,  Park,  III. 

Dear  Mr.  McLaughlin  :  We  are  writing  in  reply  to  your  letter  of  November 
12th  and  Senator  Hart's  letter  of  October  29th. 

We  are  aware  of  some  of  the  tactics  and  strategies  Senator  Hart  mentions 
in  his  letter.  We  cannot  "document"  cases  of  companies  being  told  that  Bell 
prefers  to  do  business  with  "friends"  but  we  have  had  people  tell  us  they  are 
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afraid  to  install  their  own  telephone  system  because  they  will  lose  the  pur- 
chases that  Bell  makes  from  them.  u     -o  n 

Many  customers  that  do  buy  their  own  equipment  are  sent  letters  by  Bell, 
which  in  themselves  are  not  threats  of  poor  service,  but  are  carefully  worded 
to  encourage  the  customer  to  infer  that  poor  service  and  coordination  of  serv- 
ice between  Bell,  the  customer,  and  the  interconnect  company  may  be  poor. 
Two  samples  of  tiiis  letter  is  enclosed.  In  both  samples,  Bell  acknowledges 
receipt  of  our  order  for  interconnect  arrangements,  but  later  in  their  letters 
to  the  customer  infers  that  htey  may  not  be  the  proper  devices. 

The  availability  of  "Voice  Connecting  Arrangement*"  currently  in  Arizona 
is  28  days  after  receipt  of  written  order.  I  understand  it  takes  even  longer  in 
other  market  areas.  This  delivery,  while  not  always  a  problem,  doas  limit  our 
ability  to  compete  with  Bell  on  any  installations  of  service  required  sooner, 
than  30  days. 

If  Bell  required  all  their  customers  to  wait  28  to  30  days  for  service  I  am 
sure  the  uproar  would  be  heard  in  Washington,  and  so  loud — that  telephone 
wires  wouldn't  be  required  to  carry  it  there. 

We  ask  our  interconnect  customers  to  call  us  direct  when  any  problem  with 
telephone  service  occurs,  so  ice  may  determine  if  and  when  Bell  must  be  called 
to  service  their  lines,  central  office  equipment,  or  VGA's.  We  find  the  majority 
of  service  calls  we  perform  is  due  to  faulty  Bell  services.  It  is  definitely  a 
fact  that  the  VGA's  cause  more  service  problems  to  us  and  the  telephone 
users,  than  the  amount  of  protection  they  render,  in  as  much  as  the  equip- 
ment we  install,  and  most  other  interconnect  companies,  is  made  to  standard 
public  utility  standards. 

With  regards  to  Bell  pricing  strategies  we  only  have  two  instances^  that 
are  worth  mentioning.  Bell  is  marketing  and  has  filed  tariffs  for  a  "718"  Key 
Telephone  System  that  offers  services  of  up  to  seven  lines  and  eighteen  tele- 
phones at  a  price  25  to  30%  lower  than  usual  with  a  few  features  not  avail- 
able to  other  key  system  users  who  pay  the  normally  higher  prices. 

Further,  we  have  found  Bell  quoting  an  automatic  type  telephone  system 
for  Semi-iPublic  (Hotel/Motel)  applications  which  is  lower  priced  in  every 
respect  to  tariffs  on  file.  We  cited  three  cases  of  this  to  the  Arizona  Gorpora- 
tion  Commission  on  September  5,  1973.  .Mr.  Ken  Rotta,  a  staff  member  of  the 
commission,  telephoned  us  shortly  thereafter  and  told  me  that  Bell  told  him 
they  were  offering  tihis  lower  priced  system  under  a  section  of  the  General 
Exchange  tariff  which  permits  "special  equipment  and  service  arrangement*". 
We  discussed  this  section  and  agreed  the  intent  was  to  permit  a  special  tele- 
phone instrument  modification  or  special  wiring  arrangement  or  feature — not 
a  complete  system  at  a  lower  price.  Mr.  Rotta  said  he  would  make  a  formal 
inquiry  and  as  of  this  date  we  have  heard  nothing  further,  and  Bell  is  still 
offering  a  lower  priced  system  without  filing  a  tariff. 

We  shall  look  forward  to  Senator  Hart's  subcommittee's  efforts  and  hope 
they  will  result  in  ways  and  means  to  create  an  atmo-sphere  for  ethical,  healthy 
competition,  which  will  result  in  better  equipment  and  service  to  the  tele- 
phone user. 

Very  truly  yours, 

Larry  Bushkin, 
Presiden't, 

Communication  Consultants,  Inc. 
James  Strauss, 
Robert  N.  Ewing,  General  Contractor, 

Phoenix,  Ariz.,  December  15,  1972. 
Re  Communications  services. 
Memo  to  Mr.  Larry  Bushkin, 
Communications  Consultants,  Inc. 
Phoenix,  Ariz. 

Dear  Mr.  Bushkin  :  The  enclosed  copy  of  Mountain  Bell's  letter  is  for  your 
information  and  necessary  action. 
Sounds  like  sour  grapes  to  me. 

Jim. 
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Mountain  Bell, 
Phoenix,  Aris.,  December  11,  1912. 


Mr.  James  Strauss, 

Robert  N.  Ewing— General  Contractor, 

Phoenix,  Ariz. 

Dear  Mr.  Strauss  :  We  have  received  your  December  5,  1972  letter  naming 
Afr.  Larry  Bushkin  as  your  agent  for  communications  services  from  Mountain 
Bell  Every  effort  v\ill  'be  made  to  cooperate  with  your  agent.  We  are  also  in 
i-^^ceipt  of  an  order  from  your  agent  for  the  connecting  arrangements  to  permit 
the  connection  of  vour  system  to  the  telephone  neitwork.  '  _ 

May  I  point  out  that  when  a  third  party  is  involved,  there  is  room  for  mis- 
understanding. As  your  agent.  Oommunications  Consultants,  Inc.  may  direct 
Mountain  Bell  to  change  vour  telecommunications  service.  Nonetheless,  we  will 
continue  to  look  to  you  for  payment  for  all  bills  and  charges  for  services, 
including  anv  increases  or  decreases  authorized  by  your  agent.  However, 
Mountain  Bell  will  continue  to  provide  a  professional  communications  con- 
sulting service  at  no  additional  charge,  should  you  desire  to  use  it. 

Interconnection  of  your  equipment  with  the  Telei^hone  Company  network 
is  in  accordance  with  "the  rates  and  tariffs  on  file  with  the  Corporation  Com- 
mission of  the  State  of  Arizona  and  the  Federal  Communications  Commission. 
Interconnection  will  be  made  through  an  interconnecting  device  as  provided 
in  the  tariffs.  The  choice  of  the  technically  compatible  interconnecting  device 
is  solely  your  responsibility. 

Inteivonneetion  in  no  way  changes  our  concern  for  providing  reliable  com- 
munications serv'ice  and  restoral  of  service  if  our  facilities  fail.  However, 
under  existing  tariffs,  a  $15.00  charge  applies  whenever  a  visit  to  your  prem- 
ises results  in  our  isolating  trouble  to  your  e<:iuipment.  At  that  time,  our 
repairman  will  inform  you  or  your  representative  what  is  found,  and  the 
$15.00  will  appear  as  an  itemized  charge  on  your  telephone  bill.  In  essence, 
once  the  interconnecting  device  has  been  installed,  the  responsibility  for  the 
communications  svstem  behind  that  deWce  remains  with  you. 

In  regard  to  the  connecting  arrangements  of  your  new  telephone  system, 
some  type  of  provision  .should  be  made  for  a  power  failure  transfer  feature. 
Withotit  this  feature  during  a  commercial  power  failure,  no  telephone  service 
would  be  operable  at  your  location.  The  attached  options  are  available. 

Prior  to  the  time  your  system  is  installed,  specific  arrangements  should 
be  made  regarding  the  date  and  time  of  the  change,  removal  of  our  service, 
and  trouble  reporting  procedures  subsequent  to  installation  of  your  own  sys- 
tem. If  installation  or  equipment  removal  is  required  outside  of  normal  busi- 
ness hours  or  requires  overtime  for  our  people,  then  you  agree  to  reimburse 
Mountain  Bell  for  such  costs,  in  additio  nto  regular  tariff  rates  and  charges. 

If  you  have  any  questions,  I  will  be  happy  to  talk  with  you  and  can  be 
reached  on  271-2831. 

Tours  very  truly, 

R.  L.  BURRILL, 

Communications  Consultant. 

Mountain  Bell, 
Phoenix,  Ariz.,  October  12.  1973. 
Don  W.  Heiple, 
Red  Carpet  Realtors, 
Phoenix,  Ariz. 

Dear  Mr.  Heiple:  We  have  received  your  September  28.  1973  letter  naming 
Larry  Bu.shkin  as  your  agent  for  communications  services  from  Mountain 
Bell.  Every  effort  will  be  made  to  cooperate  with  your  agent.  We  are  also  in 
receipt  of  "an  order  from  your  agent  for  the  connecting  arrangements  to  permit 
the  connection  of  your  system  to  the  telephone  network. 

May  I  point  out  that  when  a  third  party  is  involved,  there  is  room  for  mis- 
understanding. As  your  agent.  Communication  Consultants  Inc.  may  direct 
Mountain  Bell  to  change  your  telecommunications  service.  Nonetheles.s.  we  will 
continue  to  look  to  you  for  payment  for  all  bills  and  charges  for  service, 
including  any  increases  or  decrea.ses  authorized  by  your  agent.  However, 
^Mountain  Bell  will  continue  to  provide  a  professional  communications  con- 
sulting service  at  no  additional  charge,  should  you  desire  to  use  it. 
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Interconnection  of  your  equipment  with  the  Telephone  Company  network  is 
in  accordance  w"ith  tlie  rates  anl  tariffs  on  file  with  the  Corporation  Commis- 
sion of  the  State  of  Arizona  and  the  Federal  Communications  Commission. 
Interconnection  will  be  made  throiigh  an  interconnecting  device  as  provided 
in  the  tariffs.  The  choice  of  the  technically  compatible  interconnecting  device 
is  solely  your  responsibility. 

Interconnection  in  no  way  changes  our  concern  for  providing  reliable  commu- 
nications service  and  restoral  of  service  if  our  facilities  fail.  However,  under 
existing  tariffs,  a  $15.60  charge  applies  whenever  a  visit  to  your  premises 
results  in  our  isolating  trouble  to  your  equipment.  At  that  time,  our  repair- 
man will  inform  you  or  yoiir  representative  what  is  found,  and  the  $15.60  will 
tt/ppear  as  an  itemized  charge  on  your  telephone  bill.  In  essence,  once  the 
interconnecting  device  has  been  inst-alled,  the  responsibility  for  the  commu- 
nications system  behind  that  device  remains  with  you. 

If  you  have  any  questions,  I  will  be  happy  to  talk  with  you  and  can  be 
reached  on  257-2838. 
Sincerely, 

Carol  Senese, 
Accounts  Representative. 

Gulf-States  Telephone  Co., 
MoMle,  Ala.,  December  3,  WIS. 
!\Ir.  Gerald  Hellerman, 
Special  Financial  Advisor, 

Senate  Suh-committee  on  Antitrust  and  Monopoly, 
Washington,  B.C. 

Dear  Mr.  Hellerman  :  In  re.^^ponse  to  correspondence  from  Senator  Philip 
A.  Hart,  dated  October  29th,  1973,  I  am  enclosing  Attachment  'A',  which 
relates  a  number  of  instances  with  which  I  am  familiar  concerning  what,  in 
my  opinion,  are  illegal  monopolistic  actions  on  the  part  of  certain  telephone 
companies  in  the  area  served  by  Gulf-Sstates  Telephone  Company. 

All  the  situations  described  in  the  attachment  hereto  are  factual;  no  names 
have  been  provided.  In  some  cases,  it  would  be  difficult  to  prove  in  court  that 
the  circumstances  described  actually  exist.  However,  there  is  enough  informa- 
tion available,  from  individuals  involved,  for  parties  who  might  be  concerned 
about  the  methods  in  which  public  funds  were  utilized  in  efforts  to  combat 
competition,  to  proA-ide  the  .iustification  for  an  investigation  on  tlie  part  of 
the  Senate  Sub-committee  on  Anti-trust  and  Monopoly. 

Please  do  not  hesitate  to  call  upon  me,  or  other  officers  of  Gulf-States  Teler 
plione  Company  should  you  be  so  inclined. 
Very  truly  yours, 

John  C.  Henson, 

Vice  President. 

I.  In  Mobile,  Alabama,  the  Rodeway  Inn  hosted  a  state-wide  Communica- 
tions Workers  of  America  meeting  and  received  a  letter  complimenting  them 
on  the  excellent  service,  food.  etc.  Later,  the  CWA  discovered  that  the  Rode- 
way Inn  had  an  interconnect  system  installed  by  Gulf-States  Telephone,  and 
the  CWA  members  in  Alabama  were  told  they  would  not  patronize  any  firm 
with  an  interconnect  system  installed,  either  individually  or  as  a  group. 

II.  When  the  City  of  Mo])ile  considered  an  interconnect  system  for  the  City 
offices,  oflScials  were  told  that  the  Bell  employees  would  be  instructed  not 
to  vote  for  them  if  an  interconnect  system  were  installed. 

III.  Again  in  Mobile.  South  Central  Bell  was  requested  to  give  Gulf-States 
Telephone  a  price  for  house  cable  installed  in  the  Rodeway  Inn.  South  Cen- 
tral Bell  never  gives  a  price  for  house  cable  until  the  interconnect  company 
has  paid  for  the  effort  necessary  to  "obtain"  the  price.  The  price  quoted  was 
$P.000.00.  The  cable  is  considered  to  be  worth  approximately  $4,000.00.  and 
Gulf-States  Telephone  offered  $4,000.00  for  the  cable.  The  cable  was  not 
removed ;  South  Central  Bell  entered  the  Rodeway  premi-ses  and  cut  the  cable 
to  the  extent  that  it  could  not  be  usefl.  but  left  it  in  the  conduit.  This  prac- 
tice, in  some  cases,  makes  it  extremely  difficult  for  the  interconnect  company 
to  instajll  their  cable.  This  happens  throughout  the  territory  in  which  Gulf- 
States  Telephone  operates. 

IV.  In  Pensacola,  Florida,  a   Bell  employee  called  a  Gulf -States  Telephone 
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employee  to  advise  that  his  telephone  conversations  were  actually  being  mon- 
itored" and  broadcast  over  a  loud  speaker  in  Bell's  Central  office. 

V.  In  Panama  City.  Florida,  on  June  20th,  1973,  a  Gulf-States  Telephone 
employee  acting  as  Communications  Consultant  for  Top  of  the  Gulf  Corpo- 
ration, requested  from  a  Bell  Marketing  Representative  a  three  (3)  number 
Rotary  Group  for  this  account.  The  Bell  Represe-ntative  furnished  the  num- 
bers 234-6628  and  234—6629,  stating  that  "At  this  exchange  there  are  no  three 
line  Rotary  Groups  available."  This  information  was  relayed  to  the  customer 
and  arrangements  were  discussed  to  substitute  a  thii-d  number,  out  of  Rotary, 
to  give  the  customer  the  necessaiT  number  of  lines.  On  June  22,  1973,  a  Bell 
Representative  called  the  customer  and  offered  the  third  rotary  number  .pro- 
viding that  Top  of  the  Gulf  Corporation  used  telephone  Company  equipment 
in  place  of  puiThasiug  their  own  equipment  from  Gulf-States  Telephone 
Company.  ^  ^^  »,  , 

VI  Local  personnel  of  General  Telephone  Company  m  Dothan,  Alabama, 
will  not  provide  a  date  as  to  when  interfacing  will  be  available.  Therefore, 
all  conversion  dates  are  uncertain.  As  an  example,  Bishop's  Laundry  &  Cleaner 
was  remodeled  and  were  awaiting  conversion  so  they  could  occupy  their  new 
quarters.  The  interfacing  was  not  installed  for  a  period  of  slightly  less  than 
sixty  (60)  days  from  the  date  General  Telephone  was  notified. 

VII  In  the  Dothan  Office  of  Gulf-States  Telephone,  interfacing  was  re- 
quested and  after  thirty  (30)  days,  which  is  supposedly  the  maximum  time 
delay  for  this  operation,  Gulf-States  Telephone  employees  -'hard-wired"  the 
interfacing.  General  Telephone  made  an  on-premise  inspection  of  our  facilities 
and  demanded  that  our  key  system  be  removed  from  their  equipment  imme- 
diately. Gulf-States  Telephone  employees  did  remove  our  equipment  to  avoid 
a  confrontation.  The  necessary  interfacing  was  provided  by  General  Telephone 
approximately  three  (3)  weeks  later.  .     .  „  ^ 

VIII.  Out  of  seven  (7)  jobs  in  the  Dothan  area  which  have  been  mstaUed 
ill  the  last  eight  (8)  months,  there  has  been  major  malfunctions  in  the  inter- 
facing equipment  provided  by  General  Telephone  in  all  but  two  (2)  systems. 
On  the  conversion  at  the  Opp  National  Bank.  General  Telephone  technicians 
were  unable  to  correct  the  interfacing  problems  and  our  own  technicians  were 
flown  in  to  correct  General  Telephone  interfacing  problems  in  order  to  give 
the  customer  service.  Other  conversions  have  had  the  problem  of  interfacing 
just  not  working  and  "hard-wiring"  was  necessary  in  order  to  give  the  cus- 
tomer service.  The  Twitchell  Corporation  has  constantly  had  problems  with 
their  interfacing.  Here  there  is  a  delay  in  the  transmission  of  voice  through 
the  interfacing.  At  the  present  time,  this  interfacing  has  been  by-passed. 

IX  When  the  Bell  Companies  in  Alabama,  Florida,  and  Georgia.. are  called 
upon  for  service  to  an  interface  device,  and  the  Bell  technician  comes  to  the 
conclusion  that  the  problem  is  within  the  interconnect  system,  the  customer 
i.«;  charged  for  a  service  call,  and  the  interconnect  company  who  installed  the 
system  normally  absorbs  this  charge.  "When  an  interconnect  company  is  called 
upon  for  serA-ice  to  an  interconnect  system  and  it  is  determined  that  the  prob- 
lem is  a  Bell  problem,  the  interconnect  technicians  normally  stay  to  show  the 
Bell  technician  that  the  problem  is  his.  If  the  interconnect  company  attempts 
to  bill  South  Central  Bell  for  an  interface  problem  that  has  been  Bell's  all 
along,  payment  is  refused. 

X.  In  the  State  of  Alabama.  South  Central  Bell  told  the  State  that  it  would 
not  build  a  proposed  $50  million  dollar  computer  center  until  certain  tariff 
increases  were  approved.  When  the  tariff  increases  were  approved.  South 
Central  Bell  indicated  it  did  not  intend  to  build  the  $50  million  dollar  struc- 
ture. The  computer  center  cost  was  part  of  the  justification  used  to  obtain 
approval  for  the  increased  tariff. 

XI  Recent  rate  increases  in  the  states  of  Mississippi  and  Alabama  have 
applie<^l  primarily  to  trunk  lines  and  residential  services  while  equipment  rates 
for  busiues  ssvstems  have  remained  essentially  unchanged,  thereby  making 
cost  comparison  between  interconnect  and  South  Central  Bell  services  favor- 
able to  South  Central  Bell.  (Reference  attached  letter  which  was  mailed  to 
Public  Service  Commissioners  and  Pre.^idents  in  Alabama,  Mississippi.  Ixmisi- 
ana.  Georgia  and  Florida.) 

XII.  When  the  Small  Business  Administration  foreclosed  on  a  loan  against 
The  Tradewinds  Motel  in  Biloxi.  Mississippi,  and  the  SB  A  took  over  the 
building,  the  Bell  house  cable  was  abandoned  and  considered  by  the  SB  A  and 
the  attorneys  involved  to  be  leasehold  improvements.  Tavo  (2)  years  later, 
the  Tradewinds  was  purchased  by  an  individual  who  elected  to  have  an  inter- 
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connect  system  installed.  The  interconnect  coompany  was  informed  that  the 
cable  belonged  to  the  building  as  a  leasehold  improvement.  When  Bell  dis- 
covered that  an  interconnect  company  was  installing  a  system,  they  attempted 
to  sell  the  cable  to  the  interconnect  company  even  though  it  had  been  abandoned 
for  more  than  two  (2)  years. 

Gulf-States  Telephone  Co., 
Communications  Equipment  and  Systems  Division, 

February  5,  1913. 
To  Bob  Brown 
Re  Bell  discrimination. 

The  incident  described  in  the  attached  memo  caused  considerable  embar- 
rassment to  Wally  Sapp,  our  oi>erations  man  in  Montgomery,  since  he  was 
accompanied  by  several  other  of  our  employees  when  Mr.  Tharp  refused  to 
charge  gasoline,  after  the  tank  was  filled. 

Wally  was  unable  to  get  the  name  or  title  of  the  Bell  man  who  stopped  our 
service.  What  further  action  do  you  suggest  be  taken? 

Van  Gosb. 

Gulf-States    Teletphone    Co. 
Montgomery,  Ala.,  February  1,  1973 

Intercompany  memorandum  to  Van  Goss. 

Re.  Tharp's  Buckingham  Gulf  Service. 

I  opened  an  account  at  Tharp's  Buckingham  Gulf  Service,  4207  Norman 
Bridge  Road,  Montgomery,  to  service  and  gas  vehicles  in  this  area.  Mr.  Tharp 
welcomed  our  business  and  arrangements  were  made  to  bill  us  monthly. 

Today  I  stopped  to  fill  my  company  vehicle  up  with  gas,  and  I  was  informed 
by  Mr.  Tharp  that  he  could  no  longer  serve  Gulf-States.  My  first  question 
was  "Why?"  He  informed  me  that  he  served  155  Bell  Telephone  trucks,  and 
that  someone  in  the  Bell  System  had  asked  him  not  to  serve  Gulf-States. 

This  seems  unfair  to  me,  and  I  wonder  if  something  can  be  done  about  a 
situation  like  this. 

Wally   Sapp. 


Business  Communications  Systems, 

Communications    Specialists, 
Salt  Lake   City,   Utah,  December  5,   1973 
Mr.  Gerald  Hellerman, 
Special    Financial    Advisor, 

Senate  Subcommittee  on  Antitrust  and  Monopoly, 
Washington,   D.C. 

Dear  Mr.  Hellerman  :  I  am  writing  in  response  to  Senator  Hart's  letter  of 
November  20,  1973  requesting  information  we  can  contribute  regarding  tele- 
phone company  practices  regarding  "interconnected"   telephone  systems. 

First  may  I  say  that  I  am  extremely  grateful  and  delighted  that  such  a 
study  is  under  way.  Vie  have  felt  helpless  in  our  attempts  to  counter  the  un- 
fair "practices  that  Bell  has  used  against  us.  I  hope  nothing  will  deter  you 
from  finding  out  the  true  facts  in  your  investigation. 

Upon  receipt  of  your  letter  I  sent  copies  along  with  a  cover  sheet  to  our 
inter  connect  customers  and  asked  for  comments  regarding  this  matter.  To 
date  I  have  not  received  any  written  responses  that  I  can  send  you. 

Most  business  men  with  whom  we  have  done  business  or  have  proposed  sys- 
tems to  are  very  hesitant  to  send  in  information  with  their  name  on  it  for 
fear  they  will  end  up  on  a  black  list  of  Bells.  Bell  is  so  large  and  powerful  that 
they  can  control  a  substantial  part  of  the  economy  in  any  given  community. 
They  spend  fantastic  amounts  of  money  every  year  in  each  community  for 
purchase,  maintenance  and  operation  of  vehicles ;  oflBce  equipment  and  supplies : 
physical  plant  construction  and  maintenance.  Many  local  business  men  in 
each  community  sell  a  lot  of  merchandise  to  Bell  each  year  and  Bell  uses  that 
as  a  lever  to  entice  them  to  keep  their  systems  instead  of  purchasing  their 
own. 

A  case  in  point  is  Marion  Willey  Ford  in  Bountiful,  a  small  town  north  of 
Salt  Lake  City.  We  attempted  to  sell  them  a  telephone  system  when  they 
moved  into  a  dealership  a  year  or  so  ago.  We  made  the  proposal  and  when  Bell 
found  out  that  they  were  considering  a  private  system  they  alledgedly  made  a 
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deal  with  the  ford  dealer  to  purchase  a  certain  number  of  vehicles  from  them 
each  vear  if  they  would  continue  to  rent  from  the  Bell  System.  The  owner  told 
me  that  for  that  reason  he  could  not  afford  to  install  a  private  system  and  so 
we  lost  the  job  to  Mountain  Bell.  In  another  case,  we  approached  Scott  Tractor 
Company,  the  John  Deere  Distributor  here  about  a  system.  The  owner  theiv 
told  me'  that  Wheeler  Machinery,  the  Caterpillar  Dealer,  had  lost  a  $30- 
$40,000.00  order  to  International  Harvester  on  a  Mountain  Bell  Bid  because 
Wheeler  had  installed  a  private  system  and  International  had  stayed  with 
Bell.  Therefore  he  would  not  consider  a  private  system  because  he  didn't  want 
to  run  the  risk  of  being  on  Bell's  black  list.  In  another  case  a  Mr.  Lake- 
owner  of  an  office  supply  firm  again  turned  down  our  system  because  ot  re- 
percussions from  Bell  if  he  put  in  his  own  equipment. 

We  installed  a  system  for  an  athletic  club  and  Spa  who  is  located  a  few- 
doors  away  from  Bells  Headquarters  here  in  Salt  Lake.  Bell  exerted  pressure 
on  their  employees  who  were  members  to  quit  Ihe  club  and  posted  a  notice 
that  the  club  was  "unfriendly"  towards  Bell  and  cautioned  employees  about 
doing  business  there.  . 

There  have  been  many  subtle  hints  and  suggestions  to  people  who  do  busi- 
ness with  Bell  that  any  change  to  a  private  telephone  system  would  result  in 
a  cancellation  of  any  future  sales  to  Bell. 

We  have  heard  from  reliable  sources  within  the  telephone  company  that 
there  exists  a  so  called  "enemies"  list  of  businesses  who  have  installed  private 
systems  here  in  town  and  all  Bell  employees  are  asked  not  to  do  business  with 
any  of  the  firms  listed  and  of  course  Bells  own  purchasing  department  is  not 
to  buy  from  any  companies  listed  either. 

Bells  sales  people  have  also  threatened  our  potential  customers  with  their 
intention  to  raise  line  and  interface  charges  and  reducing  equipment  charges. 
They  have  down  graded  our  equipment  to  our  customers  and  also  our  ability 
to  stay  in  business. 

We  were  involved  in  a  rate  reduction  suit  this  past  summer  in  which  Bell 
wanted  to  reduce  the  rate  on  the  10  button  telephone  from  $9.00  per  month  to 
$6.00  per  month.  A  33  1/3%  reduction  their  stated  reasons  were  as  follows : 

1.  Variable  length  handset  cords  are  not  available  for  the  10  button  set. 

2.  Speaker  phones  cannot  be  used  in  conjunction  with  the  10  button  set. 

3.  Amplified  handset  were  not  available  for  10  button  sets. 

4.  A  busy  lamp  field  could  not  be  provided  with  10  button  sets. 

Not  one  of  these  are  valid  reasons,  in  fact  in  just  a  few  hours  of  driving 
around  looking  at  telephone  systems  installed  by  Bell  I  found  two  systems 
where  thev  were  actually  providing  busy  lamp  field  in  a  ten  button  set  and 
one  where' they  had  variable  length  handset  cords  in  service.  I  also  called  the 
business  office  and  posed  as  a  Bell  customer  and  asked  if  the  5  specific  items 
they  claimed  were  not  available  in  their  brief  to  the  P.S.C.  were  offered  on  ten 
button  sets.  I  was  told  they  were  available  and  was  quoted  rates  on  them. 

This  w-as  obviously  an  attempt  by  Bell  to  eliminate  competition  by  re- 
ducing rates.  We  have  not  had  a  ruling  from  the  Utah  Public  Service  Com- 
mission vet  so  I  can't  say  whether  the  rate  reduction  will  be  allowed  or  not. 

The  hearings  cost  approximately  $8,000.00  and  if  the  ruling  is  in  our  favor  I 
expect  Bell  to  appeal  which  will  cost  us  even  more. 

The  situation  is  very  hard  on  us.  We  cannot  sit  still  and  let  them  run  over 
us  but  we  cannot  afford  the  court  costs  either.  Bell  knows  that  and  their  at- 
torney— a  Dennis  Stack  from  Denver  even  said  during  a  break  in  the  hearings 
that  our  attorney  had  better  "check  his  pocket  book"  to  see  if  we  had  enough 
money  to  continue.  The  inference  was  that  they  would  keep  us  in  court  by 
bringing  up  side  issues  until  we  "were  broke  and  couldn't  continue.  They  did 
this  successfully  for  a  while  but  we  were  finally  able  to  get  it  submitted.  Their 
delaying  tactics  were  very  costly  for  us  and  because  of  the  cost  made  us  cut 
short  our  arguments  in  order  to  get  the  case  submitted. 

Bell  makes  money  on  hearings — it  goes  as  one  of  their  operating  expenses 
which  if  they  become  too  large  qualifies  them  for  a  rate  increase. 

Bell  is  using  unethical  practices  in  competing  with  the  private  systems  sup- 
plier. They  do  it  in  many  ways.  I  hope  your  committee  will  be  successful  in  its 
attempt  to  gain  accurate  information  and  to  introduce  legislation  to  correct 
the  problem.  If  I  can  be  of  further  assistance  please  call  on  me. 
Sincerely  yours, 

Brent  G.  Brown. 
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Business  Communications  Systems, 

Communications   Specialists, 
Salt  Lake  City,  Utah,  March  1,  19'74- 
Mr.  Gerald  Hellerman, 
Special  Financial  Advisor 
Senate  Subcommittee  on  Antitrust  and  Monopoh/. 

Dear  Mr.  Hellerman  :  I  am  again  writing  in  response  to  Senator  Harfs 
letter  of  November  10,  1973  requesting  information  regarding  teleplione  com- 
pany practices.  Especially  their  practices  in  response  to  competition  from, 
"interconnect"  companies. 

A  most  recent  case  I  personally  had,  regarded  an  O.C.  Tanner  Jewelry  Co., 
1930  South  State  Street,  Salt  Lake  City,  Utah.  AVhen  I  asked  if  I  could  pre- 
pare a  proposal  for  them,  I  was  told.  "We  have  a  National  agreement  with 
Bell  to  produce  the  Bell  emblem  that  most  of  their  employees  wear.  We  also 
have  an  agreement  that  Bell  employees  may  purchase  their  jewelry,  watches 
or  any  other  item  we  carry  at  a  special  rate.  We  cannot  possibly  jeopardize 
our  agreemnets  with  Bell  by  purchasing  our  own  telephone  system." 

They  refused  to  write  a  letter  to  you  for  the  reason  that  word  somehow 
would"  get  through  to  Bell  that  they  weren't  one  of  Bell's  "friends"  anymore. 

A  local  carpet  wholesaler  has  recently  purchased  a  private  phone  system. 
They  reported  to  me  on  February  15,  1973,  that  they  had  lost  their  first  order 
in  fifteen  years  on  some  carpet  they  have  been  selling  to  Bell.  They  asked  me 
not  to  mention  any  names  in  this  letter  I  am  writing.  They  told  me  the 
purchasing  agent  at  Bell  had  told  them  that  he  had  instructions  to  "spread 
around"  their  business  a  little  more.  Strange  that  this  instruction  took  fifteen 
years  to  come,  and  only  3  weeks  after  purchasing  a  private  system,  wouldn't 
you  say? 

I  will  be  happy  to  supply  further  cases  in  the  very  near  future. 

Sincerely, 

Ken  Neeley. 


Belew  Sound  &  Visual, 
Bristol,   Tenn.,   December  6,   1913. 
Hon.  Philip  A.  Hart, 

Chairman,  Subcommittee  on  Antitrust  and  Monopoly, 
U.S.  Senate. 

Dear  Sir:  We  very  much  appreciate  your  letter  asking  for  questions  on  the 
telephone-interconnect  situation.  ,      .   ^ 

We  have  one  example,  in  which  we  think  you  would  be  particularly  inter- 
ested, and  some  other  generalizations,  which  we  would  like  to  express  as 
truth  without  actually  being  able  to  bring  witnesses  to  you  in  Washington. 

Our  peculiar  position  arrives  from  the  fact  that  we  are  dealing  with  an  in- 
dependent telephone  company,  known  as  United  Inter-Mountain  Telephone 
Company,  which  services  an  area  from  Wytheville.  Virginia,  through,  Green- 
ville, Tennessee. 

Now  we  will  assume.  Senator,  that  you  have  heard  of  interconnect  devices, 
called  interfaces,  which  the  Telephone  Company  demands  be  supplied  by 
them  before  inside  telephone  can  be  hooked  to  their  lines. 

For  the  CDH  interface,  AT&T  put  out  a  bulletin  over  the  country  advising 
that  the  telephone  companies  rent  this  interface  for  $5.25  a  month.  Bell  Tele- 
phone, taking  advantage  of  their  control  of  the  Utility  Commission,  asked  for 
.$6.25&,  .$6.50  and  .$6.75  a  month  in  varvious  states. 

However,  under  the  complete  Dominion  of  the  Inter-Mountain  Telephone 
Company  (as  we  call  it  locally),  and  the  General  Telephone  Company,  in  our 
area  and  in  other  areas  of  Tennessee  and  Virginia,  they  have  been  allowed  a 
rate  of  $12.50  a  month. 

We,  being  interested  in  this  particular  problem  since  it  poses  us  greater 
difficult  in  selling  interconnect  telephone,  phoned  the  Utility  Commission  in 
Tennessee  and  the  State  Corporation  Commission  in  Virginia,  to  ask  for  the 
reason  for  the  differences,  and  received  exactly  the  same  answer  to  our  ques- 
tion at  both  places. 

The  answer  was  a  bare-faced  lie— not  by  the  Commis.sion— but  from  what 
thev  had  been  told  bv  the  Telephone  Company. 

The  story  ran  thusly :  "We  (Telephone  Company)  have  to  buy  from 
Western  Electric.  Western  Electric  builds  the  interfaces." 
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"The  Bell  Telephone  Company  is  financially  related  to  Western  Electric 
(a  fact  we  all  know)  ;  therefore,  Western  Electric  can  sell  to  Bell  much 
cheaper  than  they  can  sell  to  us." 

Sir,  even  the  State  Utility  Commission  should  know  that  under  United 
States  law  a  corporation  cannot  sell  at  cheaper  rates  to  one  company  than 
they  do  to  another. 

We  investigated  this  matter :  and  then  we  went  to  Richmond  to  meet^  the 
State  Corporation  Commission  at  a  public  hearing  on  the  behavior  of  the 
Inter-Mountain  Telephone  Company. 

At  that  time,  we  took  fifteen  duplicate  documents  to  give  to  the  State 
Corporation  Commission  members,  the  lawyers  concerned,  and  the  Telephone 
Company.  ' 

In  this  document  we  enclosed  catalogues  which  showed  that  Western  Electric 
did  not  build  the  CDH  interfaces  bought  by  Bell;  but  they  purchased  them 
from  Elgin  Electronics. 

On  approaching  Elgin  Electronics,  we  found  that  they  make  two  model 
numbers  of  this  particular  interface ;  one  of  which  models  is  sold  to  the 
Western  Electric  under  one  number;  but  the  other  number  is  sold  to  indepen- 
dent telephone  companies  and  is  an  exact  duplicate  mechanism. 

We  further  showed  that  we  can  purchase  CDH  interface  from  three  other 
companies  and  can  buy  them  for  $136  each  in  quantities  of  50,  and  have 
heard  that  the  Telephone  Company  has  been  able  to  buy  them  for  con- 
siderably less  than  this  sum.  Yet  they  charge  double  rate  and  pay  out  this 
cost  in  less  than  one  year. 

Our  question  would  be :  Why  should  a  telephone  company  be  allowed  to 
practice  such  financial  duplicity  at  double  the  cost  for  an  interface  in  portions 
of  a  state  f 

We  are  most  interested  in  seeing  their  rates  brought  into  line  with  Bell 
rates,  as  we  regard  this  as  an  example  of  placing  their  rate  structure  in  such 
a  way  as  to  inflict  the  most  damage  on  interfacing  customers. 

We  have  an  interesting  anecdote  to  relate. 

At  last  months  hearing  of  the  Tennessee  Utilities  Commission,  a  group  of 
the  interconnect  dealers  had  appeared  with  legal  counsel  as  interveners  at 
the  Bell  Company  hearings  in  Nashville,  Tennessee. 

Bell  was  applying  for  new  rates,  and  as  usual  was  juggling  to  put  the 
burden  on  the  common  home  phone  owner  at  the  expense  of  lessening  their 
rates  to  industries  to  fight  interconnect. 

It  was  the  first  time  that  ofl3cial  interveners  had  appeared  before  the  Com- 
mission in  the  75  more  or  less  years  of  its  history — aside  from  "the  little  old 
lady." 

The  attorney  for  the  interveners  started  with  this  statement:  "You  gentle- 
men of  the  Utilities  Commission  are  here  to  represent  the  people  of  Tennes- 
see. .  .    !" 

He  was  interrupted  by  the  Chairman  of  the  Utilities  Commission,  who 
blatantly  stated  his  true  motives  with  a  statement  that:  "We  are  here  to 
represent  the  interest  of  the  Bell  Telephone  Company — stutter,  stutter — and 
the  State  of  Tennessee.'^ 

We  think  this  reflects  the  total  thinking  of  the  North  Carolina  Utilities 
Commission,  the  State  of  Tennessee  Utilities  Commission,  and  the  State  of 
Virginia  Corporation  Commission. 

We  would  also  like  to  cite  some  small  aggravations. 

In  order  to  attach  one  phone  in  a  local  factory,  it  took  approximately 
3  phone  calls.  5  letters,  and  SVo  months  to  get  the  proper  interface. 

In  attaching  a  3  line,  3  trunlj,  PAB-system,  in  the  State  of  Tennessee,  it 
took  us  the  usual  letters,  4  phone  calls,  one  visit,  and  over  3  months  to  get 
the  proper  interfaces. 

The  Telephone  Company  always  .shows  an  amazing  unawareness  and 
ignorance  of  any  type  of  interface  needed.  Their  people  cannot  repair  them : 
our  people  show  them  how. 

In  another  place  from  which  we  have  a  letter  expressing  complete  ap- 
proval of  our  work  and  expressing  the  owner's  satisfaction  with  the  system, 
we  found  the  Telephone  Company  telling  at  Rotary  Clubs  that  where  we  had 
placed  the  interfaced  phone  systems  the  owner  was  thoroughly  dissatisfied. 

This  has  been  a  constant  history,  and  is  going  to  be  a  constant  history,  until 
the  Congress  or  the  FCC  sets  standards  which  will  override  the  State  Corpora- 
tion Commissions  and  compel  the  Telephone  Companies  to  accept  inter- 
connect as  a  new  way  of  doing  business. 
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We  are  the  only  intercom  company  in  the  Inter-Mountain  Telephone  Com- 
pany domain;  and  we  are  too  small  to  carry  law  suits  through  the  State 
Utilities  Commission  in  Tennessee,  the  State  Corporation  Commission  in  Vir- 
ginia, and  are  somewhat  at  the  mercy  of  the  Telephone  Company. 

We  greatly   appreciate  your   letter   and   your   interest   in   effecting   a   cure 
for  these  situations. 
Sincerely, 

W.  W.  Belew. 


Blectbonic  Engineering  Co.  of  Ohio, 

December    6,    1973. 
Mr.  B.  P.  Hardebs, 

Manager,  Systems  Apparatus  Sales,  Northern  Telecom,  Inc. 
Elmsford,  N.Y. 

Dear  Mr.  Harders  :  I  received  your  letter  dated  December  3,  1973,  and  am 
very  unhappy  with  the  response.  I  know  that  the  Pulse  SG-1  is  currently  be- 
ing sold  into  the  Bell  syystem.  Specifically : 

Pacific  Tel.  &  Tel.  Advice  Letter  #11165  dated  October  24,  1973  signed  by 
Arthur  C.  Latno,  V.P.  was  a  tariff  filing  for  the  Pulse  SG-1.  CPUC  approval 
could  not  have  been  received  until  November  24,  1973,  which  is  a  short  three 
weeks  ago.  Since  Electronic  Engineering  Company  has  been  selling  Pulse  since 
our  first  installation  in  February  1973,  I  would  assume  we  should  be  con- 
sidered an  earlier  customer  for  the  Pulse  switch  than  PT  &  T. 

I  have  a  "gut  feeling"  at  this  moment  that  I  am  being  removed  as  a 
Pulse  dealer  because  I  am  a  member  of  the  interconnect  industry.  I  hope  this 
is  not  the  case  and,  infact  would  like  to  sit  down  with  you  and  amicably  dis- 
cuss your  shipping  schedule  and  how  I  could  coordinate  my  requirements 
with  your  deliveries. 

Should  you  choose  not  to  discuss  this  matter  with  me,  I  will  contact  the 
International  Section  of  the  Anti-Trust  Division,  Department  of  Justice  and 
you  will  face  Civil  Investigation  Demands. 

I  appreciate,  in  advance,  your  attention  to  my  problem. 
Sincerely, 

Martin    A.    Leibowitz, 

Vice   President. 

Electronic  Engineeeing  Co.  op  Ohio, 

November  27,  1973. 
Mr.  Ray  Bellows, 
Vice   President,   Sales, 
Boston,  Mass. 

Dear  Mb.  Bellows:  Confirming  my  telephone  conservation  with  you,  I  am 
pleased  to  introduce  my  company.  Electronic  Engineering  Company  and 
formally  request  your  assistance  in  supplying  us  with  Pulse  SG-1  PABX's  and 
other  products. 

So  1  sound  Industries,  Inc.  (dba  Electronic  Engineering  Company  and  dba 
Audio  Hall)  was  incorporated  in  Ohio  in  1937  and  has  been  catering  to  the 
communications  needs  of  Northeastern  Ohio  since  its  founding.  We  provide 
professional  audio  equipment,  interconnect  telephone  equipment  (our  largest 
segment  of  business),  manufactured  industrial  communications  devices,  and 
other  equipment.  . 

Our  telephone  customer  list  is  enclosed.  Our  other  customers  include  many 
in  the  Fortune  500  (e.g.  more  than  130  installations  in  30  countries  for 
Goodyear  alone).  ... 

I  am  currently  committed  to  the  SG-1  through  technical  training,  inventory, 
and  sales  approach.  However,  after  February  1,  1973,  Buckeye  Telephone 
Supply,  my  current  supplier,  will  not  be  a  distributor,  I  hope  you  will  process 
orders  from  Electronic  Engineering  Company  for  this  equipment. 

At  your  recommendation  I  am  forwarding  financial  information  to  Bruce 
Harders.  Also  included  is  a  copy  of  a  blanket  order  for  36  SG-1  PABX's  for 
1974  which  Buckeve  Telephone  will  not  be  able  to  fill. 

I   am   looking  foward   to   hearing  from   a   representative   of   your   company 
concerning  our  detailed  needs.  Thank  you  for  your  attention. 
Sincerely, 

Mabtin  A.  Leibowitz. 
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Northern  Telecom,    Inc., 
Elmsford,  N.Y.,  December  3,  1973. 
Martin  A.  Leibowitz, 
Electronic  Engineering  Co., 
Akron,    Ohio. 

Dear  Mr.  Leibowitz  :  Thank  you  for  the  financial  and  background  informa- 
tion on  vour  firm. 

For  the  time  being,  we  are  not  in  a  position  to  add  any  new  accounts,  due 
to  the  shortages  we  have  experienced  as  a  result  of  a  strike  and  un-expected 
high  market  demand.  We  trust  that  the  situation  will  clear  up  by  mid  1974, 
and  we  will  contact  you  at  that  time  to  determine  if  you  are  still  interested  in 
Pulse. 

Thank  you  for  your  interest. 
Sincerely, 

B.  P.  Harders, 
Manager,  Systems  Apparatus  Sales. 

Executone  Communications  Co., 
Fresno,  Calif.,  December  10,  1973. 
Mr.  Gerald  Hellerman, 

Special  Financial  Adviser,  Senate  Subcommittee  on 
Antitrust  and  Monopoly,  Senate  Annex, 
Washitigton,  D.C. 

Dear  Mr.  Hellerman:  I  received  a  copy  of  the  letter  written  to  Mr.  Ed- 
ward Brody  by  Philip  A.  Hart,  dated  November  6th,  requesting  information 
regarding  competitive  practices  by  telephone  companies  relating  to  "the  inter- 
connect industry." 

This  letter  requested  information  wherein  undue  pressures  and  scare  tactics 
have  been  utilized  by  the  telephone  company  to  potential  interconnect  cust- 
omers. I  wish  to  state  that  in  my  experience,  this  has  generally  been  the  case. 
To  be  more  specific,  we  had  an  actual  order  signed  by  an  architectural  firm 
for  an  Executive  System.  After  signing  this  order  they  were  contacted  by 
the  telephone  company.  The  telephone  company  made  it  known  either  directily 
or  indirectly  that  should  this  architectural  firm  wish  to  receive  any  ad- 
ditional work  in  the  design  of  telephone  buildings,  etc.,  they  had  best  stay 
with  the  telephone  company  in  lieu  of  our  company.  The  architectural  firm 
then  cancelled  the  order,  but  due  to  the  pressure,  did  not  actually  put  in  writ- 
ing the  reason  why. 

We  also  had  an  order  signed  by  a  local  businessman  for  an  Executive  Sys- 
tem. In  this  case  it  was  a  frozen  food  company.  Upon  notifying  the  telephone 
company  that  they  were  going  to  install  an  Executone  System,  the  phone 
company  had  a  meeting  and  exerted  extreme  scare  tactics  to  the  point  that  the 
owner's  wife  became  extremely  nervous  and  they  cancelled  the  order. 

I  also  attended  an  architectural  meeting  wherein  Bell  Telephone  had  their 
representative  speak,  relating  to  why  people  should  stay  with  the  telephone 
company  versus  owning  their  own  system.  Their  presentation  was  definitely 
distorted  and  the  true  facts  were  not  actually  brought  to  light. 

At  the  present  time  we  are  trying  to  market  a  key  telephone  system  and 
the  telephone  company  is  making  it  extremely  difficult  by  not  having  the 
correct  interconnect  device  that  they  require  tariffed  in  California,  even 
though  this  is  available  in  other  parts  of  the  Bell  System  and  is  presently  in 
tariff  in  those  states.  This  necessitates  our  furnishing  additional  equipment 
that  would  normally  be  required  -to  interconnect  into  a  different  device  pro- 
vided by  the  telephone  company.  The  interconnect  not  available  is  known  as 
STP.  The  interconnect  that  we  must  use  is  known  as  the  C2ACP. 

There  are  manv  other  instances  where  undue  pressures  have  been  brought 
as  well  as  the  distortion  of  facts.  The  problem  is  to  actually  have  these 
people  sign  a  complaint.  This  is  extremely  difficult,  due  to  the  repercussion 
that  they  may  face,  or  at  least,  feel  they  might  encounter. 

They  have  also  been  advertising  extremely  heavy  relating  to  interconnect, 
stating  that  people  should  contact  them  first,  etc.  This  is  available  to  them, 
since  it  is  assumed  that  they  have  unlimited  funds. 

I  do  hope  this  information  will  be  helpful  and  that  the  necessary  steps  may 
be  taken  to  limit  the  telephone  company's  activites. 

Sincerely,  

Joe  Walten, 

President. 


-887   O  -  74  -  pi.    5-3 
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ExEcuTONE,    Inc., 
Long  Island   City,  N.Y.,  November  8,  1973. 
Mr.  Angus  S.  Alston, 
Southwestern  Bell  Telephone  Co., 
St.  Louis,  Mo. 

Dear  Mr.  Alston  :  Executone  of  Kansas  City,  Inc.  has  informed  us  of  two 
instances  during  October,  1973  where  Southwestern  Bell  Telephone  Company 
Marketing  personnel  have  initiated  sales  activity  for  certain  items  with  a 
customer,  after  that  customer  and  Executone  of  Kansas  City,  Inc.  informed 
Southwestern  Bell  that  a  binding  agreement  for  these  same  items  existed  be- 
tween them. 

The  customers  involved  are  as  follows : 

Mr.  Larry  Patterson,  Internal  Professional  Association,  Room  204,  Medical 
Arts  Building,   Topeka,   Kan. 

Mr.  Harlan  Hallmer,  Menninger  Foundation,  Department  of  Neurology, 
Box  829,  Topeka,  Kan. 

Further  details  may  be  obtained  from: 

Executone  of  Kansas  City,  Inc.,  9185  Bond,  Overland  Park,  Kan.  66214, 
telephone  (913)   888-7100. 

We  were  advised  of  your  policy  on  not  having  sales  contact  with  our 
customers  once  the  contract  has  been  signed.  Please  inform  your  new 
manager  in  Topeka  of  your  policy. 

Sincerely,  _     ^      ^ 

D.     G.     JUDD, 

Manager,    Telecommunications. 


Central  Travel  &  Ticket,  Inc., 

December  10,   1973. 
Mr.  John  DeVol, 

President,  Cousino  Communications,  Inc., 
Toledo,   Ohio. 

Dear  Mr.  DeVol  :  On  Monday  morning,  December  3,  1973,  an  Ohio  Bell 
Telephone  Company  installer  was  on  our  premises  to  complete  installation  of 
our  Interconnect  Telephone  System. 

During  the  time  that  he  was  on  our  premises,  he  made  the  following  re- 
marks which  were  unsolicited  by  anyone  in  our  organization. 

(1)  He  stated  that  a  $25.00  charge  applied  each  time  that  an  Ohio  Bell 
serviceman  came  out  to  check  the  telephone  service. 

(2)  He  further  said,  "Hope  you  have  better  luck  than  others  have  had  with 
interconnect."  -  ^  ,  „        ^    ^v,   ^ 

(3)  He  .said  that  the  equipment  was  "Jap  manufactured,"  and  that  we 
would  have  trouble  obtaining  replacement  parts. 

(4)  He  indicated  that  one  of  the  "suppliers"  of  Cousino  Communications 
had  gone  bankrupt.  .      ,,      .   ^  4. 

(5)  He  also  mentioned  that  a  recent  business  failure  in  the  interconnect 
business  in  Toledo  had  just  taken  place. 

Mr  DeVol.  in  light  of  the  difficulty  we  had  experienced  when  Ohio  Bell 
failed  to  meet  their  commitment  of  a  cutover  date,  and  the  subsequent  delays 
when  they  did  not  provide  additional  line  service  as  we  had  requested,  we  are 
concerned  and  are  wondering  if  this  latest  incident  is  part  of  a  planned  and 
calculated  effort  to  intimidate  and  harass  us  since  we  have  acquired  our  own 
telephone  system. 

Incidentally,   the  phone  system  you  installed  is  working  properly,  and  we 
are  very  pleased  with  your  response  and  cooperation  in  this  matter. 
Yours  truly, 

Jerry  Simons, 
Vice    President. 


Amtec, 
New   York,   N.Y.,  December  10,   1973. 
Gentlemen:  In  early  November  1973,  I  called  the  Bell  Telephone  Co.,  and 
spoke  to  Mr.  Massiello  and  told  him  of  our  intention  of  moving  by  December 
1973.  He  gave  us  a  date  of  December  17th,  1973.  There  later  arose  in  November 
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a  problem  with  the  color  of  the  telephones.  We  had  ordered  red  telephones 
and  Mr.  Massiello  informed  us  that  red  was  unavailable.  This  forced  us  to 
seek  our  color  preference  elsewhere. 

On  Friday  December  7th  1973,  I  called  New  York  Telephone  Co.,  Mr. 
Massiello  then  said  "If  you  go  interconnect,  the  phone  company  will  not  move 
you  until  January  14th  1974,  instead  of  December  17th,  1973." 

Why  is  it  that  that  we  can  move  December  17th  with  Bell,  and  cannot 
move  our  own  system  until  January  14th,  1974?  This  is  especially  confusing 
since  we  gave  the  Telephone  Company  1.5  months  notice,  and  all  we  asked  Bell 
to  do,  is  to  move  the  line  downstairs,  which  they  agreed  to  do  anyway  by 
December  17th  1973. 

We  must  seek  an  immediate  solution  to  this  problem,  as  we  must  vacate  our 
premises  on  December  30th,   1973. 

Any  assistance  in  this  matter  will  be  greatly  appreciated. 
Sincerely, 

J.    Sherlock. 

President. 


GCE  Telephone  Co., 
Oakland,  Calif.,  December  12,  1973. 
Hon.  Philip  A.  Hart, 

Chairman,  Subcommittee  on  Antitrust  and  Monopoly, 
U.S.  Senate. 

Dear  Senator  Hart  :  I  am  writing  relative  to  your  letter  of  November  20th 
asking  for  information  concerning  our  experience  in  dealing  with  the  local 
telephone  utility. 

It  has  been  a  bit  frustrating  as  I  believe  Pacific  Telephone  &  Telegraph 
feels  that  no  one  except  itself  is  capable  of  providing  telephone  equipment 
service.  PT&T's  response  to  competition  has  been  in  several  areas.  In  each  of 
Pacific's  bills  the  customers  receive  a  small  notice  advising  them  of  the 
dangers  of  owning  their  own  equipment.  Every  morning  on  several  of  the 
local  radio  stations,  from  the  hours  of  0700-0800,  their  spots  advise  anyone 
considering  the  purchase  of  a  system  to  consult  first  with  PT&T.  They  infer 
that  a  private  system  purchase  is  fraught  with  hidden  problems  such  as 
poor  equipment  and  service  and  technical  obsolescence.  They  have  also  taken 
out  ads  in  periodicals  which  depict  the  interconnect  company  as  something 
not  much  better  than  a  crook. 

I  feel  that  these  are  highly  unethical  forms  of  advertising  and  question 
whether  they  are  a  legal  form  of  advertising  for  the  utility  to  undertake. 

Besides  the  local  posture  that  Pacific  takes  politically  they,  of  course,  do 
compete  very  agressively  for  the  customer's  confidence  before  and  after  the 
sale  is  made. 

Recently,  one  of  our  customers,  the  Fred  Meyer  Company  of  Emeryville, 
California,  experienced  telephone  problems  such  as  disconnects  and  noise  on 
the  lines.  We  thoroughly  investigated  our  equipment  and  could  find  no 
problem.  Normally,  we  contact  Pacific  relative  to  service  problems ;  however, 
our  customer  did  it  in  this  case.  At  first  he  was  flatly  refused  service  because 
he  had  a  private  system.  Later,  he  called  PT&T  back  and  explained  to  them 
that  he  had  called  several  other  Pacific  customers  in  the  area  as  well  as  the 
former  tenant  of  his  premises  and  all  reported  similar  problems.  Several  days 
later  Pacific  arrived  and  corrected  a  problem  on  their  interface  equipment. 
However,  this  was  not  done  without  making  it  perfectly  clear  to  the  com- 
pany that  their  communicatons  would  always  be  in  jeopardy  because  a 
private  system  had  been  installed.  The  customer  confided  to  me  that  they 
probably  would  not  have  installed  a  private  system  if  they  had  known  that 
poorer  service  would  be  a  result  of  this  move. 

The  type  of  equipment  installed  by  Pacific  is  also  another  headache.  Their 
interface  devices  are  troublesome  and  as  a  practical  matter  we  often  times 
hard  wire  around  them.  The  cost  in  extra  man  hours  to  work  around  their 
defects  is  considerable.  More  importantly,  the  telephone  users  get  a  less 
reliable  system  because  of  these  devices. 
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We  actually  have  one  case,  the  University  of  California  in  Berkeley,  where 
we  have  had  to  disconnect  PT&T's  interface  so  it  would  not  interrupt  service 
on  the  local  Pacific  PABX. 

I    appreciate    your   looking   into    this    problem    which,    I    suppose,    can    be 
expected  with  every  new  venture  of  such  magnitude.  The  small  businessman 
needs  an  understanding  and  enlightened  legislature  to  assist  him  in  keeping 
his  place  in  America's  free  enterprise  system. 
Sincerely, 

Walter  F.  Corbin, 

President. 

Buying  Telephone  Equipment  Of  Your  Own   Could  Involve  Problems 
And  Costs   That   You   Haven't   Bargained  Fob 

The  devices  we're  referring  to  have  been  advertised  in  magazines,  news- 
papers, on  radio  and  TV.  The're  also  available  through  the  mail,  and  perhaps 
at  your  neighborhood  department  store.  They  come  in  various  colors,  and 
perform  a  variety  of  functions.  But  one  thing  they  all  have  in  common — they 
must  be  connected  to  your  telephone  line  to  be  of  value. 

And  that's  the  rub.  Usually  the  ad  says  something  like — "quick,  easy  in- 
stallation" or  "all  you  have  to  do  is  plug  it  in."  But  don't  bet  on  it  because 
it's  not  that  simple. 

You  see,  were  responsible  for  your  telephone  service.  All  of  it.  And  that 
service  depends  on  two  basic  elements — the  telphone  network  that  carries 
your  calls,  and  the  equipment  connected  to  that  network.  These  two  must 
work  together  compatibly  to  insure  that  you  and  other  customers  receive  high 
quality  telephone  service. 

We  want  to  be  sure  that  your  equipment  will  work  properly  with  our  net- 
work. So  before  you  "plug  it  in,"  your  equipment  must  be  connected  through 
special  Telephone  Company  installed  arrangements.  And  that  may  cost  more 
than  you  planned  to  spend.  For  example  if  a  connecting  arrangement  is  re- 
quired, there's  a  one-time  connection  charge  and  a  recurring  monthly  charge. 

You  can  avoid  the  big  gamble.  Call  your  local  business  office.  You'll  find  the 
number  on  your  telephone  bill.  The  service  representative  will  be  glad  to 
explain  the  charges  and  the  procedures  to  be  followed. 

Pacific    Telephone. 
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Before^ou  get  razzle-dazzled  into 
buying  a  new  phone  system, 

make  one  last  call  on  your  old  one. 


Call  us. 

Call  a  Communications  Con- 
sultant at  your  Pacific  Telephone 
Business  Office  and  '  <-  .  \ 
check  out  the 
vantages  of 
using  our  ser- 
vice on  a 
monthly 
charge  basis 
rather  than 
buying  a 
system. 

First  of 
all,  you 
won't  be  ty 
ing  up  capital 
that  you 
could  be 
putting  to  bet- 
ter use  in  your 
business. 

Secondly 
you  won't  need 
to  pay  property  taxes 
on  the  equipment, 
or  worry  about  insurance. 


O 


And  finally,  you  can  be  sure 
your  service  is  never  obsolete,  be- 
cause Pacific  Telephone  can  keep 
it  updated  with  the  latest 
improvements.  We 
offer  you  over 
1000  pro- 
ducts and 
services  to 
choose  from. 
There  are 
4000  other 
good  rea- 
sons for  go- 
ing with  us 
...  the 
thoroughly- 
trained  repair 
workers  in 
our  130 
mainten- 
ance centers 
throughout 
California. 
So  before  you  buy 
give  us  a  call. 
It  won't  cost  you  a  cent. 


(g)  PacificTelephone 

Part  of  our  business  is  helping  business. 


November  1973 


PSA  Magazine 


Sawyer  Communications  Consultants  Inc., 

Portland,  Oreg.,  December  20,  1973. 
Mr.  Gerald  Hellerman, 
Special  Financial  Adviser, 

Senate  Subcommittee  on  Antitrust  and  Monopoly, 
Senate   Annex, 
Washington,  D.C. 

Dear  Mr.  Hellerman  :  Senator  Hart's  recent  letter  was  like  a  ray  of  sun- 
light in  a  stormy  sky.  We  are  happy  to  pass  along  several  ex- 
periences we  have  had ;   however,   hard   documentation  would  be  difficult  to 
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provide  as  there  is  not  much  that  has  heen  committed  to  paper.   Also,  our 
legal  counsel  informs  us  we  should  not  name  names. 

We  recently  installed  a  system  for  a  grain  company.  As  you  may  know, 
certain  areas  in  any  building  are  earmarked  for  tenant  telephone  equip- 
ment. In  this  instance  the  telephone  company  put  pressure  on  the  building 
management  and  they  refused  our  customer  access  to  this  public  space  if 
they  bought  private  equipment  from  us.  The  customer  wanted  their  own 
equipment,  so  used  their  own  leased  office  space  to  store  their  telephone 
equipment  and  did  not  make  an  issue  of  the  refusal. 

Also  at  this  grain  company,  the  telephone  company  representatives  told 
the  manager  that  the  telephone  company  interconnect  devices  would  never 
be  removed.  This  lends  weight  to  the  view  that  these  devices  were  intended 
as  a  punitive  measure  to  those  wishing  to  purchase  their  own  systems  rather 
than  to  protect  the  network.  In  fact,  the  equipment  we  handle  is  used  by 
independent  telephone  companies  throughout  the  country  in  their  central 
offices  as  well  as  customer  installations,  yet  our  customers  are  required  to 
pay  monthly  interconnect  charges  to  "protect"  the  network. 

One  of  our  first  accounts  was  a  savings  &  loan  in  Portland.  They  have  been 
a  very  satisfied  customer  and  have  had  our  systems  installed  in  their  main 
office  as  well  as  all  their  branches.  We  frequently  use  them  as  a  reference  for 
potential  customers.  We  recently  sold  a  large  system  to  a  newspaper  in 
southern  Oregon.  The  telephone  company  told  the  newspaper  that  the  reason 
we  got  such  glowing  statements  from  the  savings  &  loan  was  because  our 
company  was  wholly  owned  by  them.  They  were  also  told  that  they  would 
be  very  sorry  they  had  made  the  decision  to  purchase. 

We  were  furnished  a  document  by  the  manufacturer  we  represent  that 
said,  in  effect,  that  the  end  user  would  be  provided  with  sei-vice  for  ten 
years  if  we  should  happen  to  go  out  of  business.  We  use  this  document  in 
many  of  our  proposals.  The  telephone  company  in  the  state  of  Washington 
copied  this  document  and  used  it  in  their  proposals.  They  told  potential  inter- 
connect customers  that  this  meant  that  the  manufacturer  of  these  systems 
anticipated  a  life  expectancy  of  only  ten  years. 

There  have  been  many  instances  where  our  customers  have  suffered  a  slow 
down  in  service  from  the  telephone  company  because  they  have  a  private 
svstem.  While  these  situations  seem  to  have  improved  recently,  we  have  dis- 
covered a  few  instances  where  our  switching  systems  have  been  tampered 
with.  There  have  been  two  of  these  situations  in  the  past  few  weeks.  They 
were  not  severe,  just  "pesty." 

The  Oregon  PUC  recently  approved  rate  increases  for  the  telephone  com- 
pany which  effectivelv  "juggled"  rates  around— a  little  off  here,  a  little 
added  there— which  tended  to  lower  the  rates  on  equipment  offered  to  busi- 
ness but  raised  line  charges  to  aid  the  telephone  company's  competitive  posi- 
tion on  equipment. 

The  telephone  company  has  said  and  done  many  detrimental  things.  They 
are  obviouslv  not  committed  to  paper  so  the  only  way  we  can  report  on  them 
is  to  repeat  statements  and  situations.  We  spoke  to  our  attorney  about  a 
number  of  these  instances  and  he  contacted  legal  counsel  for  the  telephone 
company.  The  telephone  company's  reply  was  that,  in  effect,  we  had  no  case 
because  we  were  reporting  "fragments  of  conversations  that  were  'overheard,' 
accusations  based  upon  alleged  refusals  to  'cooperate'."  This  rather  effectively 
closed  the  door  on  reporting  anything  further  to  the  telephone  company. 

Sincerely,  ^    ^ 

Ben  S.  Sawter, 

President. 


Barbara  B.   Hirsch, 

Attorney  at  Law, 
Chicago,  III,  Decemher  26,  1973 
Hon.  Philip  A.  Hart, 
Mr.  Gerald  Hellerman, 

Senate  Subcommittee  on  Antitrust  and  Monopoly, 
Washington,  D.C. 

Gentlemen  :  This  is  in  reply  to  the  letter  of  Senator  Hart  of  October  29 
1973,  addressed  to  Private  Tele-Communications,  Inc.,  1300  West  Belmont 
Avenue    Chicago,  Illinois  60657,  attention :  Mr.  Ronney  L.  Harlow.  That  letter 
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stated  that  the  Subcommittee  has  received  information  charging  that  the 
telephone  utilities  have  acted  to  thwart  the  competition  offered  by  companies 
in  the  telephone  interconnect  industry  and  sought  information  as  to  any 
such   practices   which    Private   Tele-Communications,    Inc.    has    encountered. 

The  purpose  of  this  letter  is  to  provide,  as  briefly  as  practicable,  some  of 
Private  Tele-Communications'  experience  in  its  attempts  to  offer  alternative 
telephone  equipment  and  service  to  that  offered  by  Illinois  Bell  Telephone 
Company,  the  American  Telephone  and  Telegraph  Company's  operating  com- 
panv  in  the  Illinois-Indiana  area. 

Initially,  I  wish  to  express,  on  behalf  of  my  client,  Private  Tele-Com- 
munications, Inc.  (PriTec)  and  its  president  and  founder,  Mr.  Ronney  ^L. 
Harlow,  our  gratitude  that  your  subcommittee  is  providing  a  means  of  airing 
the  serious  problems  which  we  have  faced  and  we  are  most  hopeful  that 
your  attention  to  these  problems  will  result  in  action  which  will  not  only 
allow  PriTec  and  others  in  interconnect  to  survive,  but  will  allow  the  public 
the  benefits  of  free  and  open  competition  in  this  market. 

1.   BACKGROUND   OF   PRITEC 

PriTec  was  originally  started  in  1901  in  Berlin,  Germany,  by  Mr.  Harlow's 
father  and  the  company  was  engaged  in  telephony,  interconnecting  its  equip- 
ment with  the  German  government-operated  telephone  lines.  The  German 
company  has  been  sold  in  1928  and  has  now  become  part  of  the  Tele-Norm 
complex,  which  is  among  the  largest  of  German  industries. 

Mr.  Marlow  came  to  the  United  States  in  1941  with  an  unusually  broad 
knowledge  of  the  field  of  telephony.  He  served  in  the  United  States  Army  in 
Communications  Intelligence  for  Supreme  Headquarters.  Shortly  after  his 
discharge  from  the  Army,  he  incorporated  PriTec  in  Illinois.  Because  inter- 
connect had  not  then  come  to  the  United  States,  PriTec  concentrated  its 
business  in  internal  communication  systems,  paging,  and  public  address.  Mr. 
Harlow  has  been  active  in  the  private  communications  associations  and  has 
served  as  an  oflficer  in  certain  of  the  established  communications  trade  asso- 
ciations. 

Because  of  his  unique  qualifications  and  expertise  in  telephony,  Mr.  Harlow 
was  in  an  excellent  position  to  understand  the  full  meaning  of  the  Carterfone 
decision  issued  by  the  Federal  Communications  Commission.  Almost  immedi- 
ately, PriTec  obtained  financing  to  expand  the  PriTec  business  into  the 
interconnect  field.  Notwithstanding  the  Carterfone  decision,  however,  PriTec 
has  suffered  numerous  problems  in  their  dealings  with  American  Telephone 
&  Telegraph  and  Illinois  Bell.  PriTec  has  engaged  in  business  throughout 
the  Chicago  metropolitan  area,  and  in  parts  of  Indiana  and  Wisconsin,  and 
looks  forward  to  expanding  its  business.  However,  because  of  the  difficulties 
that  PriTec  has  faced  with  the  utility,  its  future  in  the  interconnect  field 
has  been  seriously  affected. 

PriTec  has  been  active  in  its  efforts  to  obtain  and  secure  its  right  to 
comply  freely  and  fairly.  Mr.  Harlow  is  a  member  of  the  executive  board  of 
the  North  American  Telephone  Association  (NATA)  which  association  has 
sought  to  represent  the  viewpoint  of  interconnect  equipment  manufacturers 
and  sellers.  PriTec  is  also  a  member  of  Communications  Systems  Contractors 
Association,  a  Chicago  based  association  of  sound  and  communications  com- 
panies. Mr.  Harlow  has  been  serving  on  a  Better  Business  Bureau  commit- 
tee for  the  purpose  of  seeking  cooperation  between  interconnect  telephone 
companies  and  the  utility.  Mr.  Harlow  has  brought  his  industry's  problems 
to  the  attention  of  the  Federal  Communications  Commission,  and  has  re- 
quested assistance  of  the  Illinois  Attorney  General's  Antitrust  Division  as 
well  as  the  Chicago  office  of  the  Antitrust  Division  of  the  United  States  De- 
partment of  Justice.  Moreover,  PriTec  has  petitioned  the  Illinois  Commerce 
Commission  and  participated  in  many  matters  there.  Those  matters  will  be 
discussed  hereinbelow  at  Section  3  of  this  letter. 

PriTec  has,  of  course,  considered  the  pressing  of  a  civil  suit  (particularly  ; 
an  antitrust  suit)  against  Illinois  Bell  and  possibly  its  parent,  American  Tele- 
phone and  Telegraph,  but  is  faced  with  the  practical  reality  that  the  ex- 
pense inherent  in  protracted  litigation  against  these  corporations  may  itself 
put  PriTec  out  of  business.  PricTec's  problem  in  this  regard  is  further  com- 
pounded by  its  understanding  that  the  public  must  ultimately  subsidize  the 
utilities'  expenses  of  defending  such  a  suit  in  that  these  costs  may  be  passed 
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on  to  the  telephone  user  in  the  form  of  increased  utility  charges.  This  has 
been  PriTec's  experience  in  its  efforts  at  the  Illinois  Commerce  Commission. 
While  PriTee  ht^s  not  totally  abandoned  the  possibility  of  pressing  a  private 
suit,  we  know  that  the  government  is  more  able  to  take  on  such  a  challenge 
and  we  believe  that  there  is  suflScieut  public  interest  so  that  the  government 
may  well  consider  litigation  or  regulation  protecting  competition  in  this 
area. 

2.  EXAMPLES  OF  UTILITY  INTERFERENCE  IN  PRITEC'S  EFFORTS  TO  COMPETE 

It  must  be  said  at  the  outset  of  this  section  that  PriTee  has  met  with 
almost  daily  interference  from  Illinois  Bell.  We  are,  therefore,  providing  the 
subcommittee  with  an  outline  of  only  some  examples. 

(a)  When  PriTee  obtains  a  contract  from  a  customer  for  the  use  of  a 
PriTee  system,  it  realizes  its  duty  to  advise  Illinois  Bell  Telephone  Company 
(IBT)  that  it  has  a  contract  so  that  the  interface  device  can  be  installed. 
PriTec's  procedure  is  as  follows:  The  customer  signs  a  contract  of  some 
years'  duration ;  the  customer  than  writes  a  letter  to  IBT  on  his  own  letter- 
head, advising  IBT  that  it  has  contracted  for  the  installation  of  telephone 
equipment  from  PriTee  and  that  PriTee  will  be  arranging  for  cut-over  on  its 
behalf.  That  letter  on  customer  letterhead  is  sent  to  IBT,  addressed  to  the 
Marketing  Department.  Then,  PriTee  sends  a  registered  letter  to  the  interface 
coordinator  at  IBT.  The  PriTee  letter  sets  forth  the  type  of  interface  de- 
vice required  and  the  dates  for  installation.  PriTee  encloses  a  copy  of  the 
customer's  letterhead  letter,  and  PriTee  sends  its  letter  by  registered  mail  or 
hand  delivers  it,  obtaining  a  receipt.  Immediately  upon  IBT's  receipt  of  the 
letter,  PriTee  customers  are  contacted  by  IBT  employees.  IBT  calls  this 
contract  a  "verification."  Due  to  the  nature  of  the  "verification"  PriTee  esti- 
mates at  this  writing  it  has  lost  20%  of  its  business  even  though  contracts  had 
been  signed.  IBT  "verifications"  are  done  by  phone  or  at  the  customer's 
premises  without  notice  to  PriTee.  As  a  result  of  the  IBT  "verification." 
PriTee  customers  have,  on  occasion,  invited  a  PriTee  representative  to  be 
present  at  a  conference  with  IBT  personnel  on  the  customer''s  premises.  This, 
however,  is  rare.  PriTee  has  consistently  offered  to  make  available  to  IBT 
materials  which  would  verify  that  the  PriTee  contract  has  been  signed  with 
the  customer,  even  though  the  customer's  own  letter  to  IBT  should  be  more 
than  sufficient.  IBT  has  refused  to  deal  with  PriTee  on  such  "verifications" 
and  insists  upon  contacting  PriTee  customers  prior  to  the  date  the  installa- 
tion is  made.  In  the  course  of  such  "verification"  contacts,  IBT  employees 
have  said  the  following  to  PriTee  customers : 

(1)  "Have  you  been  advised  of  the  additional  charge  that  you  must  pay 
for  interface  defice?" 

(2)  "What  are  the  terms  of  the  PriTee  contract,  and  what  is  the  cost?" 

(3)  "Why  did  you  select  a  private  company?" 

(4)  "What  equipment  will  they  furnish?" 

(5)  "Do  you  know  that  your  line  charges  will  increase  if  you  use  PriTee 
equipment?" 

(6)  "We  only  want  to  help  and  advise  you." 

(7)  "We  will  rip  out  the  wiring  and  leave  holes  and  markings  on  the  walls 
and  ceilings  and  while  we  will  try  not  to  damage  anything,  it  may  be  that 
we  will  cut  your  ADT  wiring  and  if  so,  that  is  unfortunate." 

(8)  "You  understand,  of  course,  that  you  will  not  be  listed  in  the  tele- 
phone directory." 

(9)  "You  understand,  of  course,  that  you  will  not  be  able  to  get  off-premise 
lines  (that  is,  lines  connecting  extension  phones  in  separate  buildings  in  which 
the  customer  does  his  business)." 

(10)  "The  service  is,  of  course,  not  what  you  would  be  getting  if  you  dealt 
with  the  utility's  equipment.  Do  you  really  know^  what  you  are  doing?" 

In  one  such  instance,  PriTee  had  a  signed  contract  with  a  customer  and  an 
IBT  representative  dissuaded  it  from  performing.  Apparently  recognizing  that 
he  had  tortiously  induced  a  breach  of  contract  and  he  was  exposing  the 
utility  to  liability,  he  obtained  a  letter  from  the  customer  purporting  to 
release  the  utility  from  liability  in  the  event  of  a  suit. 

(b)  IBT  has  decided  that  it  will  install  interface  equipment  where  it 
pleases.  While  it  was  customary  to  put  interface  devices  where  the  utility's 
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equipment  was,  now  IBT  has  put  interface  devices  at  the  entrance  of  the 
building,  sometimes  far  from  the  PriTec  equipment,  although  there  is  a 
separate  charge  for  installation  in  addition  to  the  monthly  interface  charge 
tariffed  and  billed  to  the  subscriber.  This  is  described  more  fully  in  the  last 
paragraph  of  page  10.  ......     ^  „    4.  , 

(c)  There  is  a  taariff  which  provides  that  the  utility  will  install  tele- 
phones on  jacks  or  plugs  ordered  by  customers.  A  PriTec  customer  has 
ordered  utility  equipment  and  plug  but  was  not  allowed  to  receive  the  same 
because  the  utility  said  that  "by  design  or  inadvertance,"  PriTec  equipment 
may  be  plugged  into  the  jacks.  As  a  consequence  the  customer  was  de- 
prived of  utility-available  equipment,  tariffed  for  the  general  public  and  this 
denial  was  without  any  justification. 

(d)  PriTec  has  sought  to  sell  its  equipment  through  the  customary  market- 
ing and  merchandising  means.  It  is  faced  with  the  obstacle  of  extensive 
utility  advertising,  which  advertising  promotes  utility  equipment.  This  ad- 
vertising is  paid  for  by  revenues  from  the  monopoly  and  rates  are  increased 
to  the  general  public  to  defray  advertising  in  an  area  which  should  be  part  of 
the  private  sector  rather  than  part  of  the  utility  monopoly.  PriTec  also  ob- 
serves that  AT&T  is  not  of  the  top  10  advertisers  in  the  United  States;  that 
PriTec  is  informed  AT&T  spends  approximately  86  million  dollars  annually  for 
advertising  paid  for  by  the  public.  And  these  ads  are  often  for  equipment  di- 
rectly competitive  with  the  private  equipment  sector.  Of  late,  the  Bell  Sys- 
tem has  undertaken  a  regular  series  of  advertising  addressed  to  the  PABX 
(switchboard)  and  multiple  button  key  phone  ("call  director")  market. 
PriTec's  predominant  business  is  in  PABX  and  multiple  button  key  phones. 
The  advertisements,  many  of  which  appear  in  Time  magazine  are  directed  to 
derogate  interconnect  and  raise  unwarranted  fears  as  to  continuity  of  service 
and  reliability  of  the  interconnect  industry.  If  AT&T  is  to  advertise  so  as 
to  discredit  competitors,  PriTec  contends  it  should  do  so  out  of  its  own,  non- 
utility  financed,  funds.  Separate  accounting  should  not  present  a  problem, 
but  consumers  do  resent  and  should  resent  AT&T  furthering  its  monopoly  in 
the  competitive  market  at  their  expense. 

(e)  After  PriTec  meets  with  a  prospective  customer,  the  customer  often 
calls  IBT  for  information  on  interface,  and  when  the  customer  makes  such 
an  inquiryy  at  least  two  IBT  employees  appear  at  the  customer's  office.  These 
IBT  employees  have  said  to  customers  that  "if  you  interconnect  and  you 
don't  like  the  equipment  or  the  service,  we  (IBT)  may  not  take  you  back." 
They  have  also  said,  "Give  us  the  PriTec  proposal  and  we  wil  analyze  it  for 
you."  "If  something  happens  to  the  lines,  we  will,  of  course,  take  care  of 
IBT  equipment  customers  first  so  you  may  be  without  lines  for  quite  a 
while."  ,,      .... 

(f)  The  interconnect  industry  in  general,  and  PriTec  specifically,  is  justi- 
fiably proud  of  the  innovative  advances  it  has  made  in  technology.  The  utility, 
lulled  by  its  monopoly  position  and  unwilling  to  step-up  existing  installations 
and  obsolete  stock-piled  equipment  has  fallen  behind  the  technology.  Now 
IBT  is  responding,  not  by  providing  advanced  equipment,  but  rather  by 
offering  to  meet  PriTec's  advances  and  undersell  PriTec.  IBT  has  done  this 
on  a  selective  basis  offering  advanced  features  only  to  interconnect  customers 
and  prospective  customers  who  have  received  PriTec's  proposal.  The  utility  does 
not  tariff  these  features,  as  required  by  law,  but  rather  offers  them  only  to 
selective  customers  as  it  chooses  and  at  rates  not  submitted  to  the  Illinois 
Commerce  Commission  Prospective  PriTec  customers  calling  IBT  for  inter- 
face information  are  immediately  approached  by  IBT  personnel.  These  IBT 
marketing  employees  have  made  statements  that  "whatever  PriTec  gives  you, 
we  will  give  you."  . 

One  PriTec  prospective  customer  related  the  following  incident:  Ihis  pro- 
spective customer  had  been  in  communication  with  PriTec  and  had  a  special 
need  which  PriTec  equipment  could  meet.  The  customer  wanted  the  ability  to 
place  a  call  to  Los  Angeles  and  another  to  New  York  and  conduct  a  con- 
ference between  Los  Angeles,  New  York  and  Chicago.  PriTec  was  able  to  pro- 
vide this  conference  by  arranging  pushbuttons  so  that  when  two  buttons  were 
pressed  the  conference  call  could  take  place.  An  IBT  representative  said  "if 
PriTec  provides  that  service,  IBT  will  sue  you  (the  customer).  That  is  an 
illegal  use  of  our  lines;  but  if  you  really  want  that  conference  call  capa- 
bility,  we,   IBT,   will   install  it  for  you."   And   IBT   did   install   that   system 
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with  the  conference  call  capability  and  did  so  at  a  lower  price  than  PriTec 
had  quoted.  PriTec,  of  course,  lost  the  prospecrive  customer.  It  should  be 
noted  that  there  is  no  tariff  provided  for  such  a  conference  capability. 

The  same  customer  had  need  for  a  direct  station  transfer  of  an  outgoing 
call.  That  is,  when  the  customer  placed  an  outgoing  call,  it  wished  to  trans- 
fer that  call  to  another  office  so  that  the  outside  recipient  of  the  call  could 
talk  with  other  employees  of  the  customer.  PriTec  has  equipment  for  such 
a  direct  station  transfer  of  an  outgoing  call.  IBT  had  not  furnished  such  a 
feature  on  anything  other  than  Centrex  equipment,  but  IBT  did  furnish  the 
direct  station  transfer  to  the  potential  PriTec  customer  and  again  furnished 
it  without  a  tariff.  IBT  obtained  what  it  calls  a  '-special  authority"  which  is 
specialized  permission  from  the  Illinois  Commerce  Commission  made  on  an 
ad  hoc  basis.  That  is,  IBT  goes  to  the  Illinois  Commerce  Commission  and  ad- 
vises them,  ex  parte  and  without  public  notice,  what  it  wishes  to  do  for  a 
particular  customer  and  receives  an  "okay"  for  that  customer. 

(g)  A  PriTec  customer  considering  entering  into  a  PriTec  contract,  ad- 
vised IBT.  IBT  by  letter  (not  on  letterhead  stationery)  understated  the 
charges  which  it  would  make  for  a  similar  system.  The  understated  charges 
were  not  in  accordance  with  the  tariff  and  after  IBT  system  is  installed,  the 
charges  were  increased  to  the  amount  of  the  IBT  tariff. 

(h)  PriTec  had  repeatedly  requested  that  it  be  listed  under  the  caption 
"telephone  companies"  in  the  yellow  page  directory,  but  the  telephone  utility, 
through  its  publisher,  Reuben  H.  Donnelly,  had  refused  to  list  PriTec  under 
that  heading.  It  did,  however,  list  its  own  equipment  in  the  yellow  pages  under 
the  heading,  "telephone  companies"  and  from  time  to  time  listed  other 
equipment  companies,  but  not  PriTec.  It  insisted  that  PriTec  be  listed  only 
under  a  heading  entitled  "telephone  apparatus." 

(i)  When  PriTec  has  contracted  with  a  customer  for  a  system  pursuant 
to  a  contract,  it  finds  that  IBT  will  take  generally  four  weeks  to  install  the 
interface  device.  They  uniformly  have  "technical  problems"  in  installing  the 
device.  IBT  requires  that  the  interface  device  itself  be  provided  by  IBT  and 
the  customer  must  pay  a  monthly  charge  to  IBT  for  the  interface  it  provides. 
IBT  has  been  installing  "STC"  interface  devices  manufactured,  not  by 
Western  Electric,  but  by  independant  manufacturers  including  Elgin  Elec- 
tronics Incorporated,  a  subsidiary  of  Basic  Incorporated.  Walnut  Street, 
Waterford,  Pennsylvania  15441,  (814)  796-2601.  IBT  has  stated  that  it  can- 
not provide  "STC"  interface  devices  without  a  seven  to  eight  week  delay 
because  of  the  manufacturer's  production  and  supply  problems.  This  means, 
of  course,  that  a  PriTec  customer  is  delayed  in  his  cut-over  to  PriTec  equip- 
ment because  under  present  conditions,  the  equipment  may  not  be  "hard- 
wired" but  must  be  wired  to  an  interface  device  and  then  from  the  device  to 
the  utility  lines.  Mr.  Harlow  offered  to  place  the  orders  for  the  Elgin  Elec- 
tronics STC  interface  himself  as  PriTec  customers  need  them  in  that  he  was 
assured  that  Elgin  was  ready,  willing  and  able  to  provide  prompt  delivery. 
IBT  refused  to  allow  this  even  though  there  was  no  question  that  PriTec  and 
IBT  would  receive  the  identical  device.  Without  any  explanation  the  "delays" 
as  to  STC  interfaces  have  continued  to  the  harassment  of  PriTec  customers. 
We  have  ob.served  some  improvement  of  late. 

(j)  PriTec  and  its  customers  have  been  plagued  with  faulty  interface  de- 
vices and  IBT  sennce  of  them.  The  regularity  of  this  problem  indicates  a 
moivation  to  discredit  interconnect  rather  than  mere  incompetence. 

For  example,  one  PriTec  customer  has  ten  consecutive  phone  numbers  and 
the  numbers  were  supposed  to  "hunt"  automatically  (hunt  means  that  when 
a  call  comes  in  line  1,  and  line  1  is  busy,  it  automatically  tran.sfers  to  line 
2,  etc.).  Shortly  after  the  equipment  was  installed,  the  lines  simply  did  not 
hunt.  When  aii  outside  call  came  into  this  customer's  switchboard,  the  line 
did  not  hunt  and  the  outside  caller  did  not  receive  a  busy  signal.  Instead,  the 
calling  phone  had  a  ring  tone  as  if  no  one  was  there  to  answer  it  but,  of 
course,  there  was  no  ring  in  PriTec  customer's  building.  PriTec  sent  out  its 
technical  people  who  stayed  on  the  customer's  premises  on  a  24-hour  basis 
over  the  weekend  and  finally  ascertained  that  the  problem  was  in  the  Bell 
equipment  and  that  Bell  equipment  did  not  hunt  beyond  the  4th  line,  did  not 
give  a  busy  signal  but  just  provided  a  ring  tone  to  the  caller.  The  problem 
was  pinpointed  to  one  interface  device,  but  the  interface  device  worked  in- 
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termittently  so  that  sometimes  the  call  hunted  to  the  10th  line  and  some- 
times it  did  not. 

Another  PriTec  customer  encountered  an  unusual  amount  of  static  on  its 
lines  and  PriTec  communicated  the  problem  to  IBT  as  the  static  was  caused 
by  utility  equipment.  The  IBT  representative  investigating  the  static  "dis- 
covered" that  PriTec's  customer  had  not  been  correctly  billed  by  IBT  since 
its  initial  installation  and  back-billed  the  customer  for  nine  years. 

Another  PriTec  customer  was  assigned  a  sequence  of  telephone  numbers  by 
IBT  for  its  new  location.  The  customer  proceeded  to  have  stationery  and 
forms  printed  showing  its  new  number.  After  it  had  gone  to  considerable 
expenses,  The  IBT  advised  the  customer  that  the  assignment  of  numbers  had 
been  an  IBT  error  and  gave  it  new  numbers. 

IBT  has  arbitrarily  fixed  the  location  of  interface  devices  at  a  site  on 
customer's  premises  which  had  no  AC  current  and  the  location  was  far  from 
the  equipment.  In  fact,  IBT  had  installed  blocks  in  the  aisles  of  the  cus- 
tomer's warehouse,  which  IBT  has  since  acknowledged  as  being  a  dangerous 
location  and  which  IBT  has  moved.  Notwithstanding  the  removal  of  these 
blocks,  however,  the  interface  devices  are  still  inconvveniently  located.  PriTec, 
its  customer  and  IBT  personnel  arranged  a  meeting  at  the  customer's  loca- 
tion to  discuss  the  placing  of  the  interface  devices.  Notwithstanding  the  fact 
that  PriTec  had  a  contract  with  the  customer  and  IBT  knew  it,  the  IBT 
representative  at  that  meeting  again  sought  to  induce  the  customer  to  breach 
its  contract  with  PriTec. 

Similar  interference  with  PriTec  customers  and  improper  IBT  service  to 
PriTec  customers  have  occurred  regularly  in  the  course  of  PriTec's  busi- 
ness. 

3.   PENDING  ILLINOIS  COMMERCE  COMMISSION  MATTERS 

PriTec  has  participated  as  petitioner  and  complainant  in  several  matters  be- 
fore the  Illinois  Commerce  Commission.  IBT  files  tariffs,  often  more  than  one 
per  week,  and  PriTec's  sole  notice  of  the  filings  is  the  legal  notice  appearing 
in  daily  Chicago  newspapers.  Tariffs  are  not  published  in  the  press,  but  when 
a  notice  is  filed,  PriTec  must  obtain  the  tariff  in  its  entirety  by  filing  a  request 
with  the  Illinois  Commerce  Commission  in  Springfield.  The  Illinois  Commerce 
Commission  then  advises,  by  mail,  the  number  of  pages  in  the  tariff  and 
makes  a  photocopy  charge  and  the  tariff  is  sent  to  PriTec.  Once  it  receives 
the  tariff,  PriTec  must  start  the  difficult  task  of  interpreting  it  and  translat- 
ing the  IBT  terms  to  determine  if  and  to  what  extent  the  tariff  may  be  ad- 
verse to  PriTec's  position.  Unless  a  petition  to  suspend  is  filed  with  the 
Illinois  Commerce  Commission  within  thirty  days  and  unless  the  suspension  is 
granted,  the  tariff  goes  into  effect  on  the  thirtieth  day.  Many  of  these  tariffs 
vitally  affect  PriTec's  business  and  even  its  ability  to  survive  in  business  at 
all. 

PriTec  has  engaged  in  Illinois  Commerce  Commission  proceedings,  but  these 
are  burdensome  in  terms  of  time  and  effort  and  expenses,  both  for  attorneys 
fees  and  costs  such  as  transcripts.  IBT,  which  has  a  staff  available  for 
tariff  prosecution,  .simply  passes  on  its  expenses  to  the  customers  as  to  whom 
it  occupies  a  monopoly  position  as  to  lines.  The  following  is  a  brief  summary 
of  Illinois  Commerce  Commission  cases  in  which  PriTec  has  participated.  Be- 
cause these  are  pending  matters,  PriTec  will  limit  its  comments  to  descrip- 
tions of  the  proceedings  and  where  briefs  have  been  filed  summarizing  facts 
and  issues  involved,  those  briefs  have  been  enclosed. 

(1)    I.C.C.  Dockets  Numbers:  57368  and  57395 

In  April  1972,  IBT  filed  a  tariff  proposing  a  .$4.00  per  line  per  month  sur- 
charge for  trunk  lines  with  touch  tone  capability  if,  and  only  if  the  lines 
terminated  in  customer  provided,  i.e.  interconnect,  equipment.  After  extensive 
hearings,  the  Commission  held  the  tariff  discriminatory  and  disapproved  it. 
IBT  was  allowed  to  restructure  its  rates  and  it  reduced  its  equipment  rates 
and  added  the  $4.00  per  line  charge  for  its  customers  and  interconnect  cus- 
tomers as  well.  The  $4.00  charge  was  considered  excessive  and  the  Commis- 
sion ordered  IBT  to  file  a  cost  of  service  study  in  support  of  it  within  six 
months.  When  the  six  months  ended  without  IBT's  filing,  PriTec  made  in- 
quiry and  then  a  one-page,  and,  we  contend,  non-responsive  paper  was  filed  by 
IBT  purporting  to  justify  the  charges.  PriTec  moved  the  Commission  to 
strike   the  lines  charge  as   unsupported.   The  March,   1973,   decision  and   the 
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Motion  to  Strike,  IBT's  letter  response  and  PriTec's  Reply  are  attached  as 
Exhibit  1  a-d  to  this  letter.  The  Motion  is,  at  this  writing,  still  undecided. 

(2)  I.C.C.  Docket  Numbers:  58455  and  5^72 

In  July,  1973,  IBT  filed  a  tariff  seeking  the  Illinois  Commerce  Commission 
approval  for  its  entry  into  the  new  business  of  providing  Loudspeaker-Paging 
Systems.  PriTec  and  Communications  Systems  Contractors  Association  oppose 
the  tariff  as  discriminatory  and  anticompetitive.  Our  position  is  that  the 
Commission  has  no  jurisdiction  to  allow  IBT  to  enter  into  loudspeaker- 
paging  and  that  IBT  seeks  that  approval  in  order  to  avoid  the  injunction 
issued  against  entry  into  new  businesses  in  the  United  States  Department 
of  Justice  antitrust  case  resolved  by  consent  decree  in  1956.  The  Motion  to 
Strike  for  lack  of  jurisdiction,  IBT's  Response  and  cross-motions  and  our 
Reply  are  attached  as  Exhibits  2  a,  b  and  c  heretoo.  The  Motions  are  as  yet 
undecided. 

(3)  I.C.C.  Docket  Numbers:  57903-57906 

IBT  filed  tariffs  seeking  a  general  rate  increase.  IBT  claimed  that  it  needed 
additional  funds  and  that  it  could  not  operate  without  substantial  increases. 
PriTec,  joined  with  other  interconnect  companies  Allcom  Inc.  and  Custom 
Communications,  Inc.  and  intervened  in  the  general  rate  case  because,  in  the 
face  of  IBT's  claims  of  poverty  and  its  substantial  increases  to  residence  users 
(who  do  not  have  the  alternative  to  go  to  interconnect)  IBT  substantially 
reduced  rates  for  equipment  which  interconnect  companies  seek  to  compete- 
This  cross-subsidization  (increases  for  residents  and  lines  to  support  de- 
creases in  competing  equipment)  was  urged  to  be  predatory.  On  December 
21,  1973,  the  Commission  decided  to  allow  all  of  IBT's  tariffs  and  although 
PriTec,  Custom  and  Allcom,  appeared  throughout  the  eleven  months  of 
hearings,  placed  direct  testimony  and  exhibits,  cross-examined  vigorously, 
filed  briefs,  and  appeared  in  Springfield  and  presented  oral  argument  before 
the  full  Commission,  neither  their  participation  nor  the  matters  they  raised 
was  even  mentioned  in  the  decision.  A  copy  of  Ihe  post-trial  and  the  Com- 
mission's order  are  attached  as  Exhibits  3  a  and  b.  The  interconnect  com- 
panies are  now  deciding  what,  if  any,  steps  can  be  taken  as  to  that  decision. 

(4)  I.C.C.  Docket  Number:  58102 

IBT  filed  a  tariff  with  the  Commission  for  new,  and  lower,  rates  for  PBX 
(switchboard)  features  already  provided  under  existing  tariffs  at  higher  rates. 
Therefore,  IBT  has  alternative  rates,  contemporaneously  in  effect,  for  identical 
service.  PriTec,  Allcom  Inc.,  and  Custom  Communications,  Inc.  find  that  the 
lower  rates  in  the  new  tariff  are  being  offered  on  a  selective  basis  to  cus- 
tomers interested  in  interconnect.  These  companies  filed  a  timely  petition  to 
suspend  the  tariff  which  was  denied  and  filed  a  motion  for  reconsideration  in 
March,  1973.  That  motion  has  not  been  decided.  The  case  is  going  forward 
as  a  complaint  to  suspend  the  tariff  and  evidence  is  being  taken.  In  the 
course  of  the  hearings  we  have  established  that  IBT  sales  personnel  had  been 
offering  the  PBX  alternative  rates  to  our  customers  and  potential  customers 
many  months  before  the  tariff  was  even  submitted  to  the  Commission.  The 
motion  to  suspend  the  tariff  is  submitted  as  Exhibit  4.  The  motion  and  case 
are  as  yet  unresolved. 

(5)  I.C.C.  Docket  Number:  58351 

PriTec  and  Custom  Communications  have  filed  a  complaint  charging  IBT 
with  quoting  and  making  duplicative  charges  for  lines  where  interconnect 
customers  are  involved.  This  is  charged  to  be  anticompetitive  and  discrimina- 
tory. The  parties  are  presently  putting  in  their  evidence  before  the  Commis- 
sion. 

CONCLUSION 

In  conclusion  then  we  believe  that  Private  Tele-Communications,  Inc.  is 
well  qualified  and  able  to  provide  the  benefits  of  competitive  equipment  for 
interconnection,  but  the  PriTec  has  met  unwarranted  and,  we  believe,  un- 
lawful, harassment,  discrimination,  and  a  whole  range  of  anticompetitive 
conduct  including  discrimination  in  lines  charges  and  predatory  pricing.  Pri- 
Tec has  actively  sought  to  protect  its  right  to  compete  and  has  participated  in 
actions  in  regulatory  agencies.  To  date,  the  results  have  been  frustrating  and 
PriTec  can  only  foresee  further  skirmishes  at  the  Illinois  Commerce  Com- 
mission, at  great  expense,  or  an  antitrust  suit  at  even  greater  (and  what 
appears  to  be  prohibitive)   expense. 
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We  therefore  state  again  our  gratitude  for  the  interest  you  have  shown 
and  our  hope  that  the  senate  will  find  a  constructive  solution  which  will 
allow  the  American  people  the  benefits  which  inhere  in  free  and  fair  competi- 
tion in  telephone  interconnect  as  in  other  fields  of  enterprise. 

Mr  Harlow  has  substantial  documentation  to  support  the  charges  con- 
tained in  this  letter  and  he  will  be  happy  to  testify  before  your  committee. 
Please  advise  us  if  we  can  provide  further  information  as  we  are  desirous  of 
cooperating. 

Yours  very  truly, 

Barbara  B.  Hirsch. 


National  Telephone  Systems,  Inc., 
Newton  Highlands,  Mass.,  January  8,  1974. 
Mr.  John  W.  Couqhlin, 
Director  of  Telephone  Division, 
Department  of  Public  Utilities, 
100  Cambridge  St.,  Boston,  Mass. 

Dear  John:  The  attached  chronology  depicts  the  gross  inefficiency  and 
negligence  of  New  England  Telephone  and  Telegraph  Company  in  per- 
forming service  on  their  equipment  associated  with  an  interconnected  tele- 
phone system.  Our  many  customers  consider  this  method  of  operation  by  New 
England  Telephone  Company  as  harassment.  Although  the  New  England 
Telephone  Company's  policies  causing  this  type  of  action  were  not  necessarily 
written  to  cause  harassment  of  interconnect  customers,  this  is  clearly  de- 
facto  harassment. 

The  enclosed  history  shows  that  New  England  Telephone  Company  appar- 
ently wasted  hundreds  of  dollars  of  its  subscribers  money  in  their  utterly 
inefficient  practices  and  negligence  in  servicing  our  system.  I  expect  that  their 
account  practices  would  post  these  costs  against  "expenses  involved  in  pro- 
viding services  to  interconnect  customers"  instead  of  "expenses  involved  in 
the  repair  of  unreliable  New  England  Telephone  Company's  property  by  un- 
trained personnel."  The  first  category  would  clearly  put  interconnect  into  a 
totally  unfair  light  when  rate  base  accounting  entries  are  made. 
Very  truly  yours, 

Robert  T.   Schwartz, 

President. 

History  of  a  Telephone  Company   Service   Call 
December  17,  1973  Through  January  3,  1974 

Dec.  13,  1973 — Discovered  that  incoming  calls  were  not  being  received  on 
our  fifth  hunting  incoming  line.  Could  not  tell  how  long  condition  had  existed. 
Tested  interface  device   (STC)   and  found  it  inoperative  on  incoming  ringing. 

Called  New  England  Telephone  Company  Repair  611  and  reported  defective 
STC  unit.  Was  called  back  by  New  England  Telephone  Company's  test  booard 
and  told  to  call  my  "interconnect  supplier." 

Told  test  board  that  problem  was  their  equipment,  not  ours  and  asked  that 
the  STC  be  replaced.  . 

Dec.  17  or  18— Called  611  again  and  reported  that  no  repairman  had 
arrived  yet. 

Dec.  19— Also  reported  again.  New  England  Telephone  Company  repairman 
arrived  on  different  problem.  Didn't  touch  STC. 

Dec.  20— Called  611  again. 

Dec.  21 — Repairman  arrived  without  bringing  new  STC.  He  admitted  that 
he  could  do  nothing  since  he  didn't  know  how  to  repair  STC's  or  how  to  get 

Dec.  2&— Called  John  Dunphy,  New  England  Telephone  Company's  Plant 
Department  for  help.  Wrote  letter  to  Massachusetts  Department  of  Public 
Utilities  regarding  matter. 

Jan.  3,  1974— Received  note  in  mail  from  New  England  Telephone  Company 
stating  that  repairman  had  arrived  on  January  2,  1974  and  found  no  one  in. 
We  had  been  open  from  8  :30  a.m.  to  5  :30  p.m.  on  January  2,  1974. 

Called  611  and  told  them  to  get  a  new  STC  over  immediately.  Repairman 
arrived  about  10:30  a.m.  without     new  STC.  Called  John  Dunphy's  office.  He 


2850 

wasn't  in  but  I  spoke  to  Mr.  Coleman.  Mr.  Coleman  spoke  to  New  England 
Telephone  Company's  repairman  apparently  informing  him  where  to  get 
replacement  unit.  Repairman  left. 

Repairman  returned  with  supervisor  but  no  STC.  They  left. 

Repairman  returned  with  new  STC  and  replaced  defective  unit.  Repairman 
left. 

Another  New  England  Telephone  Company  employee  stopped  in  to  see  if 
repair  had  been  made  and  then  left. 

Total  Time  Elapsed — Report  to  repair — approximately   500  hours. 


NORLING,    ROLLE,    KiNG    &   OeSER, 

Law  Offices. 
Phoenix,  Ariz.,  January  10,  1974. 
C.  Webb  Crockett,  Esq., 
100  West  Washington, 
Phoenix,  Ariz. 

Dear  Mr.  Crockett  :  This  firm  represents  Inter-Tel  Incorporated,  an  inter- 
connect company  operating  in  Arizona  and  Colorado.  It  has  come  to  our 
attention  that  certain  employees  of-  Mountain  States  Telephone  &  Telegraph 
Company  in  Arizona  have  taken  actions  on  its  behalf,  which,  in  our  opinion, 
are  violations  of  the  Federal  and  State  Anti-Trust  Laws. 

In  September  1973,  Mr.  Dick  Davis  of  Inter-Tel  was  contacted  by  Jerry 
Ackman  from  Realty  Executives  to  make  arrangements  for  Inter-Tel  to 
transfer  Realty  Executives'  twelve  instrument  touch  tone  system  from  its 
Paradise  Valley  oflSce  to  its  new  commercial  office  building  at  4560  North  19th 
Avenue.  Mr.  Davis  contacted  Carol  Senese  and  Mr.  Graves  of  Mountain  Bell 
to  ascertain  the  availability  of  exchanges  248,  264  or  263,  which  were  the 
only  exchanges  capable  of  handling  the  electronic  features  desired  by  Realty 
Executives.  Mr.  Davis  was  informed  by  Ms.  Senese  and  Mr.  Graves  that 
these  exchanges  were  not  available  and  that  touch  tone  was  also  not  avail- 
able for  Realty  Executives  at  their  new  office. 

On  September  21,  1973,  Realty  Executives  received  a  letter  from  Carol 
Senese  assigning  the  new  telephone  numbers  of  277-6871-6872  and  6874.  Mr. 
Ackman  immediately  called  Ms.  Senese  for  an  explanation.  She  informed  him 
that  although  every  effort  was  made  to  obtain  a  264  exchange,  there  were 
no  lines  available  at  this  time  and  none  would  be  available  until  after 
February  1974.  She  also  stated  that  the  Inter-Tel  touch  tone  system  would 
not  be  workable  in  the  new  office  as  there  was  currently  an  embargo  on 
touch  tone  availability. 

In  the  following  weeks,  both  Realty  Executives  and  Mr.  Davis  of  Inter-Tel 
made  additional  requests  to  obtain  the  264  exchange  and  touch  tone  avail- 
ability, but  to  no  avail. 

On  October  9,  1973,  Mr.  Ackman  again  contacted  Carol  Senese  at  4:15  P.M. 
and  was  informed  that  Realty  Executives'  order  was  on  hold  as  requested  by 
Mr.  Davis  as  there  were  no  264  numbers  available  and  that  there  was  still 
an  embargo  on  touch  tone  systems  in  that  area.  At  4 :19  P.M.  on  the  same 
date,  Mr.  Ackman  called  Mountain  Bell  as  an  unidentified  customer  desiring 
information  on  new  telephone  service  for  4560  North  19th  Avenue.  Mr. 
Larry  Clayton  of  Mountain  Bell  was  most  cooperative  and  eagerly  accepted 
the  order  for  a  touch  tone  system  with  the  264  exchange.  Mr.  Clayton 
stated  that  he  would  see  if  he  could  get  clearance  for  the  264  exchange  and 
touch  tone  availability.  He  called  Mr.  Ackman  back  on  the  same  day  and 
stated  that  the  Mountain  Bell  System  with  the  264  exchange  and  touch 
tone  availability  would  be  installed  by  Friday,  October  12,  1973.  The  system 
was  installed  on  October  12,  1973,  and  was  in  working  order  by  October  17, 
1973 ;  this  was  the  same  system  which  Realty  Executives  had  requested  for 
several  weeks  through   Inter-Tel  and  was  unable  to  obtain. 

On  October  23,  1973,  Mr.  Davis  again  contacted  Ms.  Senese  and  inquired 
about  the  status  of  the  request  for  Realty  Executives.  He  was  informed  that 
neither  a  264  exchange  nor  touch  tone  was  available.  It  is  apparent  to  us 
that  Mountain  States  Telephone  &  Telegraph  Company  was  willing  to  pro- 
Vide  services  for  those  persons  willing  to  use  its  equipment  that  it  would  not 
provide  to  those  using  equipment  of  Inter-Tel,  Incorporated.  In  our  opinion, 
such  action  clearly  violates  Section  3  of  the  Clayton  Act,  Section  2  of  the 
Sherman  Act  and  is  a  restraint  of  trade. 
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I  am  writing  this  letter  to  you  to  be  forwarded  to  Mountain  Bell  manage- 
ment in  Arizona  and  Colorado  with  the  hope  that  Mountain  Bell  will  not 
continue  to  discriminate  against  Inter-Tel,  Incorporated.  If  such  conduct 
does  continue,  we  will  take  whatever  appropriate  action  is  necessary  to 
protect  the  interests  of  Inter-Tel,  Incorporated. 
Very  truly  yours, 

John  C.  King, 
For  NoRLiNQ,  RoixE,  King  &  Oeseb. 


ScAUTUB  Insurance  Agency,  Inco., 
Schenectady,  N.Y.,  January   23,  1974. 
Mr.  Gerald  Hellerman, 
Special  Financial  Adviser, 

Senate  Subcommittee  on  Anti-Trust  d  Monopoly, 
Senate  Annex, 
Washington,  D.C. 

Dear  Sir:  Regarding  the  New  York  Telephone  Company's  alleged  anti- 
competitive practices,  here  is  a  documentation  of  a  recent  occurrence. 

Our  insured,  John  A.  James,  has  been  insured  with  our  agency  since  August 
1969.  During  February  or  March  of  1973  Mr.  &  Mrs.  James  came  to  our  office 
and  stated  they  were  building  a  new  home.  They  wished  to  inquire  about 
protection  on  their  new  dwelling,  so  I  discussed  coverage  with  them  and 
quoted  rates.  Mr.  &  Mrs.  James  decided  on  the  coverage  they  wanted  and 
said  they  would  notify  me  when  the  home  would  be  completed  and  the  cov- 
erage was  to  be  made  effective. 

After  some  months,  when  I  did  not  hear  from  them,  I  called  the  James 
home  and  spoke  with  Mrs.  James.  She  informed  me  that  they  had  purchased 
coverage  on  their  new  home  from  another  agency.  Naturally  I  inquired  as 
to  the  reason.  Mrs.  James  told  me  that  a  list  of  the  names  of  firms  that  do 
not  use  New  York  Telephone  equipment  was  circulated  among  Telephone 
Company  employees,  and  they  were  urged  not  to  do  business  with  any  of 
these  firms.  Since  our  agency  does  not  have  New  York  Telephone  equipment, 
the  James  bought  their  policy  elsewhere. 

This  documentation,  to  the  best  of  my  recollection,  describes  the  facts 
of  this  event. 

Respectfully, 

William  E.  Walsh. 

ScAUTUB  Insurance  Agency,  Inc., 
Schenectady,  N.  Y.,  January  7,  1974- 
Mr.  Hilton  P.  Dana, 
Regional  Vice  President, 
United  Telecommunications  Corp., 
1843  Central  Ave., 
Albany,  N.Y. 

Dear  Mr.  Dana  :  Please  be  advised  that  it  has  been  brought  to  the  attention 
of  one  of  our  sub-agents  that  the  New  York  Telephone  Company  is  circulating 
a  list  to  their  employees  of  those  firms  that  have  elected  to  purchase  the 
United  Telecommunications  Corp.  phone  systems. 

The  New  York  Telephone  employees  are  urged  not  to  do  business  with  any 
firm  not  on  the  New  York  Telephone  system.  Our  insured,  Mr.  John  James, 
is  an  installer  for  New  York  Telephone,  and  had  agreed  to  purchase  a 
homeowners  policy  on  a  dwelling  that  he  had  under  construction.  In  attempt- 
ing to  make  contact  with  Mrs.  James,  in  order  to  obtain  policy  information 
for  issuance,  Mrs.  James  informed  our  sub-agent,  Mr.  William  Walsh,  that 
they  have  purchased  coverage  elsewhere  in  view  of  the  afore  mentioned 
list  publication. 

I  sincerely  hope  this  information  will  be  helpful   to  both  United  Telecom- 
munications and  your  customers  in  enabling  your  firm  to  combat  this  unfair 
trade  practice.  If  we  may  be  of  further  help — please  advise. 
Sincerely  yours, 

John  T.  Healey, 

President. 
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Telecommunication  Association  of  New  Jersey, 

West  Paterson,  N.J.,  February  1^,  19T4. 
Senate  Subcommittee  on  Antitrust  &  Monopoly, 
Washington,  B.C. 
Attn:  Mr.  Gerald  Hellerman. 

Gentlemen  :  Enclosed  is  a  copy  of  an  article  which  appeared  in  the  Febru- 
ary 4th  issue  of  '"Telephony"'  detailing  various  advertisements  used  by  the 
operating  companies  of  American  Telephone  &  Telegraph.  The  Telecommuni- 
cation Association  of  New  Jersey  takes  exception  to  this  advertisement 
campaign,  both  in  New  Jersey  and  nationwide.  We  believe  that  it  is  illegal  to 
finance  this  campaign  out  of  revenue  received  from  rates  stipulated  in  the 
tariffs. 

I  feel  that  yoxi  should  be  aware  that  ads,  such  as  the  ones  enclosed,  appear 
weekly  in  all  national  publications ;  and  in  New  Jersey,  each  small  weekly 
or  monthly  publication.  The  cost  of  a  page  in  "Business  Week"  is  approxi- 
mately $12,000.00  and  is  the  same  for  "Time",  "Newsweek",  etc.  I  have  had 
estimates  from  an  advertising  firm  that  this  campaign  is  costing  about 
$1,000,000  per  week.  This  is  absurd  to  have  the  public  pay  for  anti-competitive 
policies. 

American  Telephone  &  Telegraph  had  higher  profits  and  earnings  in  1973 
than  ever  before  in  its  history.  At  the  same  time,  they  asked  for  and  received 
tariff  rate  increases  of  between  three  and  twelve  percent.  The  New  Jersey 
Public  Utilities  Commission,  long  a  friend  of  New  Jersey  Bell  Telephone,  set 
a  precedent  by  even  allowing  New  Jersey  Bell  Telephone  an  automatic  2.5% 
across-the-board  rate  increase  without  having  to  submit  to  open  hearings.  At 
the  same  time,  New  Jersey  Bell  Telephone  has  lowered  rates  for  equipment 
used  in  commercial  accounts  so  they  can  compete  with  private  communication 
companies.  To  allow  this  to  continue  is  criminal. 

If  the  business  they  have  isn't  profitable,  why  spend  millions  advertising  for 
more?  If  they  need  large  rate  increases,  why  cut  rates  on  equipment?  If  they 
are  concerned  about  the  national  network  and  the  good  of  the  public,  why 
set  up  in-house  seminars  which  they  call  "The  Enemy  School"  to  educate  their 
employees  on  how  to  compete  in  any  way  possible  with  the  private  communi- 
cation companies?  And  how  do  they  justify  such  huge  profits? 

I  also  enclose  an  article  by  Robert  Feiner,  President  of  Phonetele,  for  your 
information.  This  Association  will  not  let  these  actions  by  New  Jersey  Bell 
Telephone  continue  without  refuting  them.  I  bring  them  to  your  attention  for 
your  information. 

Yours  very  truly, 

Martin  F.  McDermott  III, 

President. 
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Bell  System  advertising  takes 
strong  competitive  stance 


Advertising  works  hard  to  back  up  sales 
force;  MCI  makes  an  issue  of  it 


Leo  Anderson,  Editor 

AMERICAN  TELEPHONE  &  Tele- 
graph Co.,  or  more  particularly  its 
Bell  System  operating  companies  are 
takinu  a  decidedly  more  apcressive 
stance  in  their  advertising  these 
days  than  they  have  in  the  past.  The 
reason  is  the  new  competition.  And 
the  new  competition  definitely  does 
not  like  the  new  advertising. 

The  ads  talk  about  new  hardware 
that  can  better  serve  the  customer. 
They  challenge  the  "savings"  touted 
by  the  telco's  competitors.  They  talk 
about  maintenance  and  dependabil- 
ity. They  do  these  things  in  no  un- 
certain terms. 

The  ads  shown  on  these  pages  in- 
dicate the  approaches  Bell  System 
advertising  is  taking.  While  the 
AT&T  ads  at  the  top  of  this  spread 


arc  less  "hard  selling"  than  the  op- 
erating company  ads  at  the  bottom. 
there's  still  no  doubt  that  they  are 
driving  hard  to  help  build  sales  of 
revenue-producing  services.  H.  Allen 
Carroll.  AT&T  advertising  director,  ' 
confirmed  this  in  a  conversation 
with  Tf.lephonv  and  added;  "We're 
expecting  an  even  greater  return 
for  our  advertising  budget  than  be- 
fore." 

One  reaction  to  the  Bell  System 
advertising  has  been  a  move  by  MCI, 
one  of  the  new  specialized  carriers, 
which  petitioned  the  Federal  Com-' 
munications  Commission  to  alter 
AT&T's  advertising  program.  The 
move  was  viewed  by  moat  in  the  tele- 
phone industry  as  one  of  vast  ef- 
frontery. What  MCI  was  asking  was 
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LETTER  from  lUirwis 
Bell  President  Charles  L. 
Brouti  was  part  of  a 
package  nf  ad  preprints 
that  vent  tn  sales  force. 


that  its  competitor — the  Bell  System 
— be  required  as  part  of  a  new  "fair- 
ness doctrine"  to  pay  for  the  presen- 
tation of  "opposing  viewpoints"  in 
the  same  advertising  media  as  Bell 
was  using.  The  rule  was  needed,  MCI 
said,  because  without  it  Bell  could 
use  its  advertising  to  "stifle  the 
growth  of  new,  lower-priced  competi- 
tors." 

AT&T  ans\i-ered  that  MCI's  "ill- 


A  telephone  system  that 
appears  to  save  you  money 
at  First  can  cost  you  money  in  the 
long  run. 
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.Ad  Director  Carroll  said  it  was 
difficult  to  determine,  in  terms  of 
sales,  .iust  what  kind  of  a  job  the 
ads  were  doing,  but  the  sales  force's 
morale  definitely  is  being  bolstered 
b.v  the  advertising  back-up.  Addi- 
tionally, he  said,  the  advertising 
helps  solve  the  problem  of  the  silent 
cx-customer.  in  which  the  telephone 


company  doesn't  know  the  customer 
is  unhappy  until  an  order  comes  in  to 
remove  the  telco  equipment. 

The  ads.  said  Carroll,  have  re- 
duced by  half  these  cases  that  are 
lost  without  a  contact.  And  when  you 
stop  to  consider  that  the  telephone 
company  wins  out  eight  out  of  ten 
times  when  it  goes  up  against  an 
interconnect  outfit,  that's  a  pretty 
good  sales  accomplishment.  D 
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Before  you  sign  any 
eonlracl.call  this  number. 

(212)395-6666: 

It  will  put  you  in  touch  with 

a  New\brk  Telephone 

Communications 

Consultant. 


The  time  to  think 

about  maintenance 

^         foryour 

communications 

equipment  is 


before  you  sign 
;  dotted  Line. 
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[From  Communications  News  February,   1974.] 
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Ma  Bell 


(By  Robert  L.  Feiner,  President,  Phonetele,  Inc.) 

"We  hear  you"  say  AT&T  ads.  And  what  AT&T  hears  is  a  revolution  of 
subscribers  liberated  from  the  yoke  of  its  autocracy,  a  tyranny  that  has  been 
heretofore  unwilling  to  respond  to  their  needs. 

Interconnection  has  changed  AT&T's  attitude,  and  now  having  alienated  so 
many  subscribers  AT&T,  like  a  toothless  lion,  bellows  in  empty  halls — "We 
hear  you."  But  who  and  how  many  hear  the  Bell's  ring  when  so  many  are 
beyond  earshot? 

To  leave  the  fold  of  Ma  Bell  becomes  heresy,  a  form  of  un-Americanism,  a 
bewildering  incredulous  experience  for  her.  No  dictator,  however  benevolent, 
can  ever  understand  his  subject's  desire  for  freedom,  in  this  case  freedom  of 
choice.  No  ammount  of  fear  mongering  by  AT&T  will  forestall  the  exodus,  be- 
cause interconnect  is  freedom,  and  despotism  is  dead. 
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In  unison  across  the  land  the  feudal  lords  leading  the  Bell  companies  echo 
the  litany  of  their  demagogic  Lord  of  Lords — "the  network  will  be  harmed" 
and  "service  will  deteriorate"  and  "residential  telephone  bills  will  rise"  and 
"competition  is  bad."  And  so  the  "Big  Lie"  propaganda  goes  on.  USITA  is  but 
an  echo,  and  NARUC,  who  is  charged  to  serve  as  a  bastion  between  the  mo- 
nopoly and  the  consumer  crumbles  Like  a  sand  castle  before  a  tidal  wave. 
Who  serves  whom?  What  is  the  truth? 

"Support  your  allegations  of  harm  and  network  deterioration"  says  the 
FCC  to  AT&T,  and  they  have  not,  because  they  cannot.  Said  the  United 
States  Department  of  Justice  in  the  North  Carolina  case : 

"There  is  no  reason  for  believing  that  allowing  the  interconnection  of 
customer-supplied  equipment  would  have  an  adverse  impact  on  residential 
rates." 

Said  the  California  Public  Utilities  Commission  in  its  recent  Order  Insti- 
tuting Investigation  on  certification : 

"It  may  be  argued  that  to  allow  direct  interconnection  of  customer-provided 
equipment  in  lieu  of  that  equipment  traditionally  furnished  by  the  telephone 
utility  will  disturb  the  revenues  of  the  regulated  utilities  creating  the  potential 
for  a  restructuring  of  all  rates  and  charges.  If  and  when  such  a  result  should 
occur  there  are  suflScient  procedural  remedies  available  to  insure  that  rates 
for  service  by  the  utility  are  properly  and  reasonably  maintained." 

The  "truth  did  out"  for  but  a  brief  moment,  because  the  repentant  CPUC, 
no  doubt  admonished  by  NARUC  for  having  espoused  heresy,  was  reluctant  to 
stand  on  the  truth,  and  so  endeavored  to  expunge  it  by  a  subsequent  order. 

And  how  does  the  subscriber  feel  about  interconnection?  In  the  January 
1974  issue  of  Communications  News,  Managing  Editor  Ken  Bourne  wrote 
about  a  dramatic  case  of  interconnection.  The  subscriber  involved  is  the  aver- 
age tax-paying  citizen  in  Los  Angeles  County — the  facility,  their  tax  supported 
use  Medical  Center.  The  article  described  how  the  Phonemaster  restriction 
system  facilitated  more  efficient  trunking  by  imposing  dialing  controls,  and  is 
saving  the  County  almost  one  half  of  its  $70,000  monthly  usage  bill  against 
an  equipment  cost  of  $50,000.  Pacific  Telephone  had  nothing  comparable  to 
offer  and  so  the  County  went  interconnect  with  Phonetele,  Incorporated  on 
this  portion  of  their  system. 

Taking  the  annual  savings  at  the  Center  of  an  approximate  amount  exceed- 
ing $360,000  and  capitalizing  it  at  a  nine-percent  rate  of  return.  Pacific  Tele- 
phone has  been  "ripping  the  County  off"  at  this  one  facility  to  the  tune  of 
$4,000,000.  Thanks  to  interconnection,  the  County  just  received  a  $4,000,000 
"credit."  As  to  Pacific  Telephone,  one  feels  more  pathos  than  anger. 

The  fact  that  Pacific  (and  the  Bell  System)  does  not  provide  a  restriction 
system  truly  comparable  to  the  Phonemaster  is  gross  negligence.  It  has  long 
been  Phonetele's  contention  that  the  carriers  have  accrued  substantial  sub- 
scriber liability  in  having,  by  intent,  failed  their  monopoly  responsibility  to 
provide  effective  equipment  when  such  technology  has  been  available  for  many 
years,  and  that  the  carriers  could,  in  a  class  action  lawsuit,  be  justly  caused 
to  rebate  all  misuse  to  subscribers  for  those  many  years.  Pacific,  et  al,  never 
provided  restriction  equipment  for  key  systems. 

There  is  nothing  to  mitigate  their  position,  because  providing  restriction 
equipment  of  any  type  has  been  contrary  to  their  marketing  policy  unless  it 
was  on  a  demand  basis.  Reducing  telephone  misuse,  while  benefiting  the  sub- 
scriber, hardly  inures  to  the  benefit  of  the  telephone  company,  it  would  appear. 
In  other  words,  the  subscriber  be  damned !  Such  a  policy  by  a  monopolist 
is  bankrupt;  it  is  immoral,  and  it  is  criminal.  The  example  of  the  County 
installation  is  a  most  willful  act  Jaordering  on  felonious  grand  theft.  This  is 
no  ordnary  subscriber.  This  subscriber  is  the  people,  some  6,967,000  Los 
Angeles  County  citizens. 

But  even  overshadowing  the  immoral  or  "criminal"  aspects  of  this  situation 
is  the  shortsightedness  and  rank  stupidity  that  arises  from  the  leviathan 
"state"  that  is  the  Bell  System.  Surely  the  $13,000  monthly  message  unit  mis- 
use at  the  County  is  based  upon  cost-related  charges.  Is  not  that  sum  the 
total  of  cost  and  rate  of  return,  and  therefore  does  not  the  restructured 
County  system  also  effect  savings  back  to  Pacific?  In  other  words,  the  County 
saved  $13,000  and  Pacific  lost  its  rate  of  return  incorporated  in  that  amount, 
and  itself  saved  the  difference,  or  should  have. 

Tolerating  the  long-distance  misuse  was  aiding  and  abetting  grand  theft  by 
a   multitude  of  unauthorized   users.   The  telephone  company   effectively   con- 
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spired  with  unauthorized  callers  to  "steal"  thousands  of  dollars  from  the  tax- 
payers. Pacific  opened  the  County's  coffers  to  wrongdoers  and  profited  by  it. 
They  could  have  closed  the  lid  and  locked  it,  but  they  did  not,  thus  sharing 
illgotten  gains.  What  piracy' 

Is  revenue  so  dear  and  rate  of  return  so  sacred  that  Pacific  could  willfully 
and  knowingly  tolerate  such  a  situation?  Apparently  so  because  the  County 
situation  was  only  rectified  with  the  advent  of  interconnection.  Perhaps  this 
situation  is  what  John  deButts  meant  when  in  his  recent  address  before 
NARUC  he  called  for  a  "moratorium  on  further  experiments  in  economics." 
And  perhaps  this  is  why  AT&T  has  defacto  foreclosed  Phonetele  from  doing 
business  outside  California  to  the  date  of  this  writing  by  failing  to  provide 
connecting  arrangements,  notwithstanding  the  fact  that  direct  engineering 
liaison  was  initiated  by  Phonetele  over  three  years  ago — an  unconscionably 
long  time,  and  an  act  most  suspect  of  willful  and  calculated  omission.  The 
Bell  companies  violate  with  impunity  the  tariffs  they  have  promulgated  by 
not  providing  the  connecting  arrangements  they  purport  those  tariffs  demand, 
and  do  so  with  imperious  indifference.  Probably  the  only  reason  Phonetele  has 
been  able  to  do  business  in  California  is  because  of  one  long,  three-year,  bare- 
knuckle, eye-gouging,  screaming-and-kicking,  rumble-tumble,  spitting-and-cuss- 
ing  battle  that  has  been  carried  by  Phonetele  through  the  Public  Utilities 
Commission  all  the  way  to  the  State  Supreme  Court,  in  quest  of  justice  before 
the  law. 

And  perhaps  this  County  situation  is  what  Commissioner  Edward  Larkin  of 
the  New  York  Public  Service  Commission  would  call  "wicked"  as  he  labeled 
interconnection  generally  ;  "morally  wrong  and  likely  to  cause  harm  or  trou- 
ble" he  defined  it.  But  this  is  not  what  Ben  T.  Wiggins,  the  President  of 
NARUC,  meant  when  he  said  "We  must,  at  all  costs,  protect  consumers 
against  exploitation."  He  was  speaking  against  interconnection  at  the  USITA 
Convention,  not  for  it.  Interconnection  is  not  "skimming  the  cream  off  the 
top"  as  he  says,  it  is  revealing  the  scum  of  wrongdoing. 

This  is  not  to  say  that  Pacific  deliberately  went  into  the  Center  and,  by 
plan,  created  the  situation.  One  could  not  attribute  to  them  either  such  malice 
or  grant  them  such  intelligence.  Rather,  it  is  due  to  the  composite  failure  of  a 
"system,"  a  corporate  malaise  with  little  hope  for  redemption. 

To  dislike  Bell  System  people,  that  is  seldom  possible — but  the  "system" 
itself,  that  is  another  matter.  A  "system"  cannot  be  tried  for  collective  im- 
moral, illegal,  or  stupid  acts,  especially  when  they  are  perpetrated  under  the 
aegis  of  "regulation,"  and  condoned  by  an  impassive,  submissive  subscribing 
body,  gripped  by  a  paralytic  fear,  prostrated  before  the  awesome  presence 
that  is  Ma  Bell.  Ma  is  not  to  be  antagonized  because,  controlling  the  jugular 
of  telecommunications,  she  holds  captive  the  entire  fortunes  of  a  business 
enterprise.  The  corporate  consultants  are  properly  contrite,  partly  because 
management  does  not  support  them.  They  tolerate  all  sorts  of  abuses  when 
they  should  demand  of  Ma  Bell  her  proper  role  of  servitude,  as  a  monopoly 
regulated  by  the  people  to  serve  the  people. 

To  pay  Ma  one  dollar  in  misuse  when  equipment  is  available  to  prevent  it  is 
unconscionable  cowardice.  Rebellion  is  the  order  of  the  day.  After  all,  whose 
money  is  at  stake?  The  burden  is  on  Ma  Bell  to  provide  the  means  for  stop- 
ping misuse  or  pay  its  cost.  But,  there  will  be  no  rebellion,  the  subscriber  is 
a  coward,  and  Ma  will  collect  her  tribute,  ad  infinitum. 

In  her  own  interest  she  should  provide  restriction  systems  to  facilitate  a 
more  efficient  use  of  her  network.  Misuse  creates  inefficiency  that  is  a  waste 
of  an  important  national  resource — the  enormous  central-office  capital  equip- 
ment investment. 

The  number  of  similar  subscriber  cases  involving  sizable  misuse  are  legion. 
Even  the  County  is  held  captive  in  numerous  other  locations  because  it  is 
burdened  with  Pacific's  equipment,  secured  in  place  by  basic  termination 
charges.  The  County  taxpayers  are  economically  foreclosed  from  alternatives 
by  an  unfair  competitive  practice  that  retains  an  unreasonable  hold  on  the 
market  place  for  as  long  as  five  years.  In  the  IBM-Telex  case,  such  leasing 
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tactics  were  held  to  be  unlawful  as  an  unfair  competitive  practice.  The 
County  cannot  make  a  free  choice  with  the  availability  of  a  new  offering 
without  paying  prohibitive  penalties.  In  other  words,  the  taxpayers  must  go 
on  paying  more  and  getting  less  because  a  monopolist  won't  release  them  from 
an  economic  stranglehold.  "We  hear  you"  they  say  !  What  is  it  that  AT&T 
hears? 

It  is  such  real  or  imagined  abuses  that  contribute  to  ours  being  a  capital- 
istic economic  system,  a  system  which  embraces  a  policy  of  free  competition  as 
the  most  effective  means  of  providing  the  best  goods  and  services,  to  the  larg- 
est body  of  people,  at  the  lowest  possible  prices.  Monopoly  is  condoned  only 
where  essential  and  only  then  under  regulation.  However,  it  is  sheer  fantasy 
too  suggest  that  AT&T  and  her  affiliates  are  in  any  way  subjected  to  the  de- 
gree of  regulation  that  their  size  and  power  demand.  The  situation  at  the 
County  is  a  dramatic  example  of  that.  The  budgets  of  regulating  bodies  are 
too  frequently  too  small  to  ever  effectively  do  their  jobs. 

Regulated  monopoly  is  essential  as  far  as  the  very  basic  telephone  network 
is  concerned  but  there  remains  absolutely  no  evidence  that  it  is  essential 
where  telephone  equipment  on  a  subscriber's  premises  is  concerned.  Govern- 
ment should  only  govern  where  essential  and  it  should  not  perpetuate  itself 
by  perpetuating  a  monopoly  over  the  interconnect  market  place.  Government 
should  not  substitute  itself  for  the  dynamism  of  free  competition ;  rather  it 
should  exert  itself  to  cause  AT&T  to  divorce  itself  methodically  from  the 
keeping  with  the  spirit,  if  not  the  letter  of  present-day  antitrust  laws. 

Interconnection  will  merely  deny  the  telephone  companies  rates  of  return  on 
situations  where  the  subscriber  can  do  better  by  going  interconnect.  The  tele- 
phone companies  will  he  compelled  to  compete  and  become  cost-efficient  like 
any  other  business  enterprise.  The  day  may  come  when  we  will  no  longer 
hear  that  20  percent  of  the  people  do  80  percent  of  the  work.  Interconnection 
will  force  the  telephone  companies  to  "squeeze  the  fat"  out  of  cost.  What 
efficiency  can  there  be  in  granting  a  regulated  rate  of  return  on  unregulated 
costs  ? 

The  idea  advanced  by  Ben  T.  Wiggins  that  price  performance  has  been 
"achieved  without  government  subsidies"  is  unobservant.  Government  regu- 
lators have  been  granting  endless  subsidies  in  the  form  of  adding  a  regulated 
rate  of  return  to  unchallenged  and  unregulated  costs,  and  then  "taxing"  the 
subscriber  in  the  form  of  higher  tariffs.  That  is  not  "performance";  it  is 
perfidious.  Who  would  ever  believe  that  the  conservative  managements  of  the 
telephone  companies  and  their  conserv-ative  regulators  would  be  practicing 
such  thinly  veiled  socialism?  They  are  at  the  public  trough  for  subsidies  and 
thev  should  never  forget  it. 

A  company  such  as  AT&T  cannot  carry  the  mantle  of  size  and  monopoly 
power  without  being  subjected  to  a  great  deal  of  criticism,  some  of  it  just 
and  some  of  it  unjust.  It  is  a  gigantic  bureaucracy.  Like  government,  it  can 
become  an  uncontrollable  system  of  men  who  can  do  little  to  effect  change. 
There  are  those  among  management  who  would  bring  change.  They  must  be 
called  enlightened;  they  are  refreshing,  too  few,  and  tread  a  perilous  path  in 
their  careers. 

We  have  a  great  telephone  system  in  this  country  and  the  finest  telephone 
system  in  the  world.  The  credit  belongs  to  AT&T  and  it  is  richly  deserved. 
However,  the  best  does  not  mean  that  it  cannot  be  better,  and  it  will  be  better 
because  the  greatest  beneficiaries  of  competition  ^\ill,  in  the  final  analysis,  be 
the  telephone  companies  themselves. 

Telecom MX5NICATI0N  Association  of  New  Jersey, 

West  Paterson,  N.J.,  November  7,  197S. 
Mr.  Gerald  Hellerman, 

Senate  Subcommittee  on  Anti-Trust  and  Monopolyy, 
Washington,  B.C. 

Dear  Mr.  Hellerman  :  I  am  in  receipt  of  Senator  Hart's  letter  of  October 
29,  1973.  The  Telecommunication  Association  of  New  Jersey  has  been  formed 
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by  an  alliance  of  consumers,  users  of  private  communication  equipment,  and 
companies  in  tlie  interconnect,  intercom  and  sound  business.  The  reason  for 
the  association  is  threefold : 

1.  New  Jersey  residential  subscribers  are  subsidizing  the  present  low  com- 
mercial and  business  rates.  This  means  that  New  Jersey  Bell  Telephone,  in 
order  to  compete  with  private-communication  companies,  lowered  business 
rates  while  increasing  residential  rates.  We  believe  this  practice  to  be  illegal. 

2.  Users  of  private  communications  equipment  are  deliberately  intimidated, 
and  given  poor  service  by  New  Jersey  Bell  Telephone.  They  are  concerned,  for 
they  are  not  receiving  the  service  from  the  utility  for  which  they  pay. 

3.  The  private  communication  companies  understand  very  clearly  that  AT&T 
intends  to  exterminate  them.  If  these  firms  go  out  of  business,  who  services 
the  thousands  of  private  users? 

You  have  requested  assistance  and  in  whatever  way  possible  the  Telecom- 
munication Association  of  New  Jex'sey  will  support  you.  This  association  is 
six  weeks  old.  There  is  much  to  be  done.  Believe  me  when  I  say  that  AT&T 
has  everyy  block  covered  but  one,  and  that  is  public  indignation !  We  will 
provide  you  with  all  copies  of  correspondence  relating  to  AT&T  unfair  practices. 
We  will  testify  if  asked,  and  if  you  require  any  expertise  from  the  private 
telecommunications  field,  this  will  also  be  provided. 

This  is  not  a  short  term  project  either  of  us  have  undertaken.  Friends  of 
mine  at  AT&T  smirk  when  I  tell  them  what  the  Association  is  attempting. 
You  may  tell  the  Senator  that  you  havve  my  personal  support,  the  support 
of  Telephone  And  Sound  Sales  Co.  Inc.,  and  of  the  Telecommunication  Associ- 
ation of  New  Jersey.  I  look  forward  to  our  future  association. 
Yours  very  truly, 

Martin  F.  McDermott  III, 

President. 


Dub  Miller  Ford,  Inc., 
Rosenljerg,  Tex.,  February  19,  1974- 
Mr.  Gerald  Hellerman, 

Senate  Subcommittee  on  Antitrust  and  Monopoly, 
Senate  Annex, 
Washington,  D.C. 

Dear  Mr.  Hellerman  :  I  believe  the  attached  document  is  the  type  of  infor- 
mation you  are  seeking.  It  documents  a  recent  case  where  a  Bell  Telephoone 
Co.,  employee  called  our  wrecker  to  tow^  his  truck  to  our  Service  Dept.,  for 
repairs.  Another  employee  of  the  Phone  Company  arrived  at  our  Dealership 
about  the  same  time  as  our  wrecker  and  requested  we  deliver  their  truck  to  a 
shop  that  was  a  customer  of  theirs. 

It  is  my  feeling  they  did  this  because  we  happen  to  own  our  phone  equip- 
ment. The  reasons  we  do  are  many.  To  name  a  few,  poor  service,  indifEerent 
attitude  and  savings. 

Our  most  recent  bill  from  Bell  was  in  excess  of  $900.00  for  line  changes, 
yellow  page  advertising  and  etc.  If  this  fails  to  meet  their  test  as  a  customer 
I'd  like  to  know  what  it  takes. 

There  are  many   problems   too  numerous  to  list   here.   If  you   desire  more 
information  please  let  me  know. 
Sincerely, 

J.  W.  Miller, 

President. 
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Dub  Miller  Ford,  Inc., 
Rosenberg,  Tex.,  June  18,  1974. 
Mr.  Gerald  Hellerman, 

Senate  Subcommittee  on  Antitrust  n  Monopolyy, 
Washington,  D.C. 

Dear  Mr.  Hellerman  :  In  response  to  your  recent  visit  and  request  for  the 
following  information  about  Bell  Telephone  Company,  they  have  purchased 
$678.33  worth  of  parts  and  service  from  us  from  October  4,  1972  to  date.  The 
last  new  vehicle  we  delivered  them  was  on  March  26,  1971  and  I  have  no 
record  of  any  request  for  quotations  in  the  past  two  years. 

My  apologies  for  the  delay  in  furnishing  this  information  but  I  have  had  to 
be  out  of  town  a  lot  as  well  as  have  had  some  family  illness. 
Sincerely, 

J.  W.  Miller. 
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Mid-Westeen  Telephone,  Inc., 

Joplin,  Mo.,  February  20, 1974. 
Gerald  Hellerman, 

Senate  Subcommittee  on  Antitrust  &  Monopoly, 
Washington,  D.C. 

Dear  Mr.  Hellerman  :  On  February  5,  1974  Mr.  James  E.  Brown,  attorney. 
First  National  Bank  Building,  Joplin,  Missouri,  was  contacted  by  Mr.  Paul 
Pearson,  owner  of  Mid-Westeni  Telephone.  Mr.  Brown  was  very  interested  in 
saving  money  on  his  phone  bill.  Mr.  Pearson  explained  the  economic  advan- 
tages of  interconnection  (privately  owned  telephones),  as  well  as  some  of  the 
advantages  of  a  total  communications  package.  Mr.  Brown  was  using  a 'Bell 
Telephone  Key  System. 

Several  days  later  Mr.  Brown  called  the  Business  OflSce  of  Southwestern 
Bell  Telephone,  Eighth  &  Pearl  Streets,  Joplin,  Missouri.  He  inquired  as  to 
Bell  Telephone  charges  for  lines  and  protective  devices,  as  he  was  considering 
owning  his  telephones.  The  Bell  representative,  whose  name  Mr.  Brown  has 
been  unable  to  acquire,  told  Mr  Brown  that  (1)  he  could  save  little  or  no 
money,  (2)  he  would  be  dissatisfied  with  his  service,  and  (3)  that  he  would 
be  legally  liable  for  the  damage  his  privately  oivned  equipment  would  un- 
doubtedly cause  to  the  Bell  switching  network !.' 

The  result  of  this  speech  was  that  Mr.  Brown  decided  against  private 
ownership.  As  in  so  many  other  instances,  Mr.  Brown  and  his  associates 
accepted  Bell's  word  as  law,  and  were  unwilling  to  be  legally  liable  for  dam- 
age to  a  multi-million  dollar  network. 

In  this  instance  Mr.  Brown  was  successfully  insulated  from  interconnection, 
and  is  now  using  a  single-line  telephone. 

We  trust  that  some  of  these  incidents  will  furnish  your  committee  with 
evidence  for  need  to  "ride  herd"  on  the  antics  of  the  major  telephone  com- 
panies. 

Thank  you  for  your  efforts, 
Sincerely, 

Paul  L.  Pearson  III, 

Vice  President. 

Mid-Western  Telephone,  Inc., 
Joplin,  Mo.,  February  20,  1974- 
Gerald  Hellerman, 
Senate  Subcommittee  on  Antitrust, 
Washington,  D.C. 

Dear  Mr.  Hellerman  :  This  letter  concerns  intimidating  remarks  made  by  a 
Southwestern  Bell  Telephone  employee  to  Dr.  Benjiman  Rosenberg,  of  2602 
Picher  Avenue.  Joplin,  Missouri.  The  Southwestern  Bell  employee  is  a  patient 
of  Dr.  Roosenberg's  and  Dr.  Rosenberg  has  requested  that  this  person's 
(patient)   name  be  kept  confidential  for  obvious  reasons. 

In  February  of  1974  Dr.  Rosenberg  was  contacted  by  Mr.  Paul  Pearson, 
Jr.  owner,  and  Mr.  Roland  Boote.  Sales  Manager,  of  Mid-Western  Telephone 
(an  interconnect  contractor).  Dr.  Rosenberg  was  presented  with  a  MWT  pro- 
posal for  a  privately  owned  telephone  system.  He  (Dr.  R),  took  the  proposal 
to  his  accountant  who  advised  him  to  purchase  his  own  telephone  system. 

It  was  then  that  Dr.  Rosenberg  mentioned  his  intention  to  purchase  his 
own  telephones  to  the  Bell  employee  mentioned  above.  The  Bell  employee 
informed  Dr.  Rosenberg  that  he  would  see  that  it  was  well  known  that  the 
doctor  had  "left"  the  Bell  system,  and  that  no  Bell  employee  or  their  families 
would  patronize  Dr.  Rosenberger  thereafter! 

This  same  employee,  being  aware  that  Dr.  Rosenberg  was  constructing  a 
new  country  home,  "told  the  doctor  that  if  he  "interconnected',,  he  might  find 
it  difficult  to  get  a  private  line  (single  party)  at  his  country  home.  This  Bell 
Employee  further  went  on  to  say  that  Mid-Western  Telephone  was  a  "fly-b.y- 
night"  operation  and  that  their  customers  were  all  very  dissatisfied  with  their 
service. 

Fortunately,  Dr.  Rosenberg  had  known  Mr.  Pearson  for  a  number  of  years, 
and  also  was  acquainted  with  many  people  who  owned  their  own  systems,  so 
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he  knew  these  last  statements  to  be  false.  He  was,  however,  suflBciently 
worried  about  loss  of  clientele  and  his  inability  to  procure  a  private  line  for 
his  country  home,  to  kill  the  sale.  Needless  to  say,  we  are  trying  to  persuade 
Dr.  Rosenberg  to  release  the  name  of  the  employyee  who  so  intimidated  him. 
This  incident  though  unsubstantiated  by  a  name,  is  FACT,  It  is  not  an 
isolated  incident,  it  is  only  unusual  in  that  Dr.  Rosenberg  knows  us  well 
enough  to  relate  it  to  us. 

Paul  L.  Pe^abson  III, 

Vice   President. 
Mio-Western  Telephone,   Inc., 

Joplin,  Mo.,  November  5,  1912. 
Senator  Phillip  A.  Hart,  Chairman, 
Subcommittee  on  Antitrust  and  Monopoly, 
Washington,  D.C. 

Dear  Senator:  We  returned  from  Miami  Beach  where  we  were  attending  a 
meeting  of  NATA  (North  American  Telephone  Association)  to  find  your  very 
welcome  letter.  My  father,  Mr.  Paul  Pearson,  Jr.  was  appointed  to  the  budget 
committee  and  is  at  present  in  your  city. 

We  assure  you  that  there  have  been  instances  of  very  questionable  practices 
on  the  part  of  "Ma  Bell",  but  we  agree  that  the  l>est  source  of  information 
for  your  committee  is  from  the  customers  themselves;  so  we  have  forwarded 
copies  of  your  letter  along  to  our  customers  who  complained  to  us  of  undue 
pressures,  and  will  let  them  speak  for  themselves.  You  will  be  receiving 
notes  from  six  or  seven  companies  in  our  area  in  the  near  future.  They  in- 
clude Leggett  &  Piatt  of  Carthage,  Missouri,  Doane's  of  Carthage,  Missouri, 
Central  States  Construction  of  Pittsburg,  Kansas  and  Reverend  Stahls  of 
World  Headquarters  of  the  Pentecostal  Church  of  God  in  Joplin,  Missouri  to 
name  a  few  which  come  to  mind. 

If  there  is  anything  further  we  can  do  please  let  us  know  at  any  time.  Had 
this  letter  reached  our  office  a  bit  sooner,  Mr.  Pearson  might  have  had  time 
to  come  by   and  visit  a   bit  while  in   Washington.   Please   do   continue  your 
efforts  for  there  is  need  in  this  area. 
Cordially, 

Paul  L.  Pearson  III. 


Donald  K.   Dorini,   Inc., 
Fort  Lauderdale,  Fla.,   February  21,   197^. 
Mr.  Gerald  Hellerman, 

Senate  Subcommittee  on  Antitrust  and  Monopoly, 
Washington,   D.C. 

Dear  Mr.  Hellerman  :  On  October  29,  1973  Senator  Philip  A.  Hart,  Chair- 
man of  the  Subcommittee  on  Antitrust  and  Monopoly  directed  a  letter  to  a 
number  of  the  "interconnect  companies"  doing  business  in  the  United  States. 
This  letter  sought  assistance  from  the  interconnect  companies  to  relay  back 
to  the  committee  any  problems  they  or  their  customers  had  prior  to,  during, 
or   subsequent   to   the   installation   of   customer  owned    telephone   equipment. 

I  am  one  of  the  people  in  this  country  who  fought  the  telephone  company 
and  who  succeeded  in  having  my  own  equipment  installed  and  who  has  been 
unsuccessful  to  date  in  eliminating  some  of  the  unfair  practices  the  phone 
company  has  subjected  me  to.  My  installer  and  service  organization  for  my 
tel-nphone  equipment  is  Nelron  Communications  of  Ft.  Lauderdale,  Florida. 
Mr.  Ronald  Boender  is  President  of  Nelron  Communications  and  has  done 
everything  in  his  power  to  satisfy  me  with  the  installation  he  has  made.  I 
am  pleased  with  the  equipment,  we  are  happy  we  purchased  it,  it  does  every- 
thing we  thought  it  would  do,  it  has  economically  assisted  us  in  forecasting 
our  expenses ;  but  in  spite  of  all  of  these  advantages  our  customer  owned 
system  has  one  big  disadvantage  of  being  subjected  to  discriminatory  prac- 
tices by  the  national  telephone  company. 

I  have  periodically  directed  letters  to  the  Common  Carrier  Bureau  of  the 
Federal  Communications  Commission.  I  am  attaching  a  recent  copy  of  such 
a  letter.  My  big  complaint  with  the  telephone  company  is  the  necessity  for 
an  interface  device.  In  my  particular  case,  cost  me  well  over  $60  per  month. 
This  interfact  device  is  nothing  more  than  a  fuse,  or  a  circuit  breaker  and  is 
the  most  idiocally  ridiculous  required  piece  of  equipment  I  have  ever  con- 
ceived of.  My  letter  points  out  in  no  uncertain  terms  the  independent  tele- 
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phone  companies  throughout  our  state  and  as  close  as  eighty  miles  to  my 
office  install  identical  equipment  to  the  equipment  I  purchase  without  the 
use  of  interface  devices  and  connect  it  directly  to  the  ATT  lines.  If  this 
practice  is  not  discriminatory,  then  I  would  like  to  know  what  is  discrimina- 
tory? I  realize  this  is  the  day  and  age  when  the  feelings  of  the  small  busi- 
ness man  are  not  too  important.  Believe  me,  the  presence  of  the  interconnect 
telephone  industry  and  people  like  Mr.  Boender  are  essential  to  the  mainte- 
nance of  free  enterprise  in  this  country.  I  liken  Mr.  Boender's  sale  of  cus- 
tomer owned  systems  to  that  of  the  purchase  of  major  electrical  appliances. 
Can  you  conceive  of  the  utility  company  insisting  that  all  customers  utilizing 
their  power  buy  all  appliances  from  the  electric  company?  Can  you  imagine 
what  the  cost  of  a  refrigerator,  a  television  set,  or  even  an  electric  iron 
might  be  if  such  were  the  case.  This  is  exactly  what  is  going  on  in  the 
telephone  business.  In  order  to  subject  the  users  to  discriminatory  practices, 
etc.,  such  things  as  interface  devices  and  other  gimmicks  are  used.  I  have  a 
number  of  friends  who  have  purchased  their  own  systems  who  can  give 
you  many  examples  of  the  practices  used  by  the  telephone  company  to  avert 
the  installation  of  a  customer  owned  system.  Most  of  these  people  did  as 
I  did  and  went  ahead  and  purchased  the  equipment  anyway.  Most  of  these 
people  are  happy  with  the  equipment  they  purchased.  However,  the  harrass- 
ment  we  went  through  and  the  continuation  of  the  discriminatory  practices 
leaves  a  rotten  taste  in  our  mouth  and  we  are  eagerly  seeking  relief. 

I  mentioned  I  have  written  regularly  to  the  Common  Carrier  Bureau  of 
the  Federal  Communications  Commissions.  Would  you  believe  in  all  these 
days  that  I  have  been  writing,  not  one  bit  of  relief  has  ever  been  achieved. 
They  have  given  deadlines  and  promises  as  to  when  subcommittees  would 
meet  on  this  subject  and  when  certain  legislation  would  be  passed  and  lo  and 
behold  the  years  continue  to  go  by,  nothing  ever  gets  done.  Being  a  pilot 
and  owning  my  own  airplane  has  made  me  well  aware  of  how  long  it  takes 
for  the  Federal  Communications  Commission  to  take  decisive  action,  but 
aircraft  owners  are  a  minority.  Telephone  users  are  not.  I  do  believe  the 
FCC  should  be  urged  to  take  corrective  action  in  as  short  a  time  as  possible 
in  order  to  alleviate  these  unfair  practices.  I  would  like  your  views  on  this 
subject  and  your  advisement  as  to  what  is  being  done  and  w^hat  if  any 
action  is  being  taken  to  achieve  some  of  the  results  I  have  desired  and  some 
of  the  items  I  have  listed  above. 

Very  truly  yours, 

Donald   K.    Dorini,    Inc., 
Donald   K.    Dorini, 

President. 

November  13,  1973. 
Federal  Communications  Commission, 
Common  Carrier  Bureau, 
Washington,  D.C. 
Attention :  Mr.  Dave  Cosson. 

Dear  Mr.  Cosson  :  Approximately  one  year  ago  I  corresponded  with  you 
concerning  unfair  assessment  of  charges  by  Southern  Bell  Telephone  and 
Telegraph  Company  here  in  Fort  Lauderdale  against  our  account  for  the 
installation  of  interface   devices   on   our   privately   owned   telephone. 

To  refresh  your  memory  on  the  previous  correspondence  you  will  recall 
I  had  exchanged  numerous  letters  with  your  office  concerning  our  purchase 
of  ITT  Corinthian  Telephones  and  having  a  local  interconnect  company 
install  these  units  and  connect  them  to  the  Bell  System  lines.  This  equip- 
ment which  I  purchased  is  identical  in  all  respects  to  the  equipment  cur- 
rently being  used  by  both  the  General  Telephone  Company  and  United  Tele- 
phone Company  on  the  West  Coast  of  Florida.  In  those  locations  no  inter- 
face devices  are  required  whatever. 

However,  I  must  pay  to  Southern  Bell  Telephone  and  Telegraph  Company 
a  charge  of  $6  per  month  per  interface  device;  we  have  a  total  of  nine 
such  devices  which  amounts  including  taxes  to  a  total  monthly  charge  of 
roughly  $60  for  nothing  more  than  a  circuit  breaker  which  is  not  required 
within  sixty  miles  of  our  office  by  another  telephone  company.  You  stated 
this  was  one  of  the  injustices  of  the  discrimination  being  shown  against 
interconnect  companies  and  that  you  thought  that  legislation  and  rules  and 
regulation  would  be  published  during  the  summer  of  1973  which  would 
eliminate  these  injustices.   You   were  further  optimistic   about  the  fact  that 
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interface  devices  could  be  eliminated  during  the  fall  or  winter  of  1973.  I 
am  therefore  writing  to  you  at  this  time  to  inquire  of  the  current  status  of 
this  legislation  and  to  see  if  in  fact  I  can  make  the  telephone  company  re- 
move these  unjust  devices  and  discontinue  this  exhorbitant,  unfair,  dis- 
criminatory rate  practice  they  have  instituted  against  my  company.  I  look 
forward  to  hearing  from  you  at  your  earliest  convenience  concerning  this 
most  urgent  matter. 


Very  truly  yours, 


Donald    K.    Dorini,    Inc., 
Donald  K.  Dobini. 


Sound,  Inc., 
Des  Moines,  Iowa,  March  7,  1974- 
Mr.  Gerald  Hellerman, 
Antitrust  and  Monopoly  Subconwnittee, 
Washington,   D.C. 

Dear  Jerry  :  Please  pardon  the  delay  in  getting  this  letter  off  to  you 
regarding  the  comments  of  Phil  Morris,  President  of  The  First  National 
Bank  of  Marion,  and  Fred  Gibson,  President  of  Fred  J.  Gibson  and  Co.  Inc., 
Realtors.   Here  they   are. 

An  interconnect  system  was  installed  in  approximately  February,  1971, 
by  another  firm,  at  the  First  National  Bank.  During  the  summer  of  1971,  Mr. 
Morris  told  me  of  notice  posted  in  the  Marion  Central  OflBce  of  Northwestern 
Bell  suggesting  that  all  employees  do  business  at  a  bank  other  than  First 
National  and  stated  why  (interconnect).  Mr.  Morris  was  informed  of  the 
notice  by  the  Marion  Fire  Inspector,  who  had  seen  the  posted  "suggestion" 
while  on  inspection. 

Mr.  Morris  was  understandably  upset  and  asked  what  could  be  done,  to 
which  I  had  no  good  answer  other  than  talk  to  Bell  management  and  try 
to  get  hold  of  the  notice.  Within  the  next  two  weeks,  one  of  our  girls  went 
through  the  Marion  City  Directory  and  made  a  list  of  all  Marion  residents 
working  for  Northwestern  Bell.  This  list  was  submitted  to  Mr.  Morris  by 
mail,  suggesting  that  savings  and  checking  accounts  in  those  names  be 
checked.  In  following  up  my  letter  by  telephone,  Mr.  Morris  said  confirming 
accounts,  primarily  if  closed,  was  "too  much  trouble"  and  the  matter  was 
dropped. 

Our  system  at  Fred  J.  Gibson  and  Company  was  installed  in  October  1970 
the  first  interconnect  in  Iowa.  Mr.  Gibson  personally  was  pleased  from  the 
start  with  the  system  and  long  term  economics  he  would  realize.  He  dis- 
cussed the  system  at  national  meetings  and  we  fielded  inquiries  from  as  far 
away  as  California  and  Massachusetts.  Mr.  Gibson  also  mentioned  his  sales 
people  grumbling  about  lost  business  from  Bell  and  he  visited  with  local 
Bell  management  about  the  situation.  He.  at  that  time,  was  willing  to  fight. 

In  August,  1973,  Mr.  Gibson  called  to  say  that  he  was  expanding  and  going 
into  a  second  office  building  and  was  going  back  to  Bell  for  all  services.  I 
asked  for  permission  to  give  him  a  quotation  and  did  so  at  our  cost.  I  told 
him  that,  knowing  Bell  tactics,  losing  his  account  could  be  disastrous  to  us. 

Supposedly  without  any  assurance  from  Bell,  Gibson  decided  to  return 
to  the  Bell  flock,  against  the  financial  recommendation  of  his  controller, 
Terry  Trimpe.  To  further  enhance  their  position.  Bell  attempted  to  dis- 
credit our  financial  analysis  by  showing  mileage  to  the  off-premise  location 
on  their  system  as  "23  private  line  circuits  (ffi  .$17.50,  .$402.50  total."  We  got 
an  "opinion"  from  the  legal  staff  of  the  Iowa  Commerce  Commission  which 
coincided  with  ours  that  charges  would  be  the  same. 

Our  fears  of  "Bell  tactics"  were  well  founded.  Before  our  system  was 
removed,  marketing  personnel  of  Northwestern  Bell  in  Des  Moines  were 
already  telling  prospects  "Gibson  in  Cedar  Rapids  threw  them  out,  it  never 
worked  right."  I  should  point  out  that  competition  in  Cedar  Rapids  has  been 
more  honest  and  true  competition,  or  if  not,  we  don't  hear  of  the  threats, 
except  at  Gibson,  The  Bank,  and  City  of  Marion.  Des  Moines  area  tactics 
of  Bell  are  rotten,  in  almost  all  instances. 

When  SOUND,  Inc.  first  entered  the  field  of  interconnect  in  1970,  a  meet- 
ing was  held  in  Cedar  Rapids  with  Bell  marketing  people.  The  major  re- 
quirement was  a  letter  of  authority  from  our  customers  authorizing  us  to 
obtain  information  on  the  customer  account  and  place  orders  for  the  cus- 
tomer. This  was  also  honored  in  Des  Moines  initially. 
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Then,  in  Des  Moines,  a  Northwestern  Bell  ^Telephone  marketing  manager 
named  Todd  really  went  off  the  deep  end.  (Todd  is  the  one  on  the  Des 
Moines  Dodge  Tape.)  He  and  his  people  refuse  our  letter  (pp2.  Bell  letter 
enclosed)  until  they  see  the  customer  in  person  and,  in  the  case  of  Mrs. 
Spradling,  told  her  she  didn't  realize  what  she  had  signed  and  asked  her 
to  cancel  upon  Northwestern  Bell  Telephones  receipt  of  our  letter,  in  Des 
Moines. 

We  appreciate  your  visit  and  talking  with  our  customers.  If  our  industry 
is  ever  to  get  off  the  ground,  true  competition  without  threats  and  coercion 
must  exist. 

Best  personal  regards,  > 

JoKN  R.  Marshall,  President. 

Sound,  Inc., 
Des  Moines,  Iowa,  March  6,  19t^. 
Mr.  Glenn  L.  Noeris, 
Hawkins,  Hedherg  &  Ward, 
Des  Momes,  loiva 

Dear  Glenn  :  You  have  indicated  an  interest  in  the  anti-competitive  prac- 
tices of  Northwestern  Bell  towards  our  customers  or  prospects.  I  will  for- 
ward copies  of  correspondence  to  Mr.  Gerald  Hellerman,  Special  Financial 
Advisor  to  The  U.S.  Senate  Antitrust  and  Monopoly  Subcommittee.  Mr. 
Hellerman  should  have  letter  affidavits  of  most  of  the  cases  listed  below. 

In  1972,  I  was  involved  with  the  proposal  of  a  system  to  Des  Moines 
Dodge,  Mr.  William  Moyer.  The  system  included  a  monthly  reduction  of  about 
$100.00  and  features  not  offered  by  Bell.  Mr.  Moyer  told  us  that  he  was 
going  to  go  with  us  to  come  in  for  the  order.  On  arrival,  Moyer  informed  me 
that  he  had  had  a  call  from  Bell  with  what  amounted  to  blackmail  threats 
about  the  substantial  loss  of  business  from  Bell  that  would  occur  should 
he  go  with  our  company.  The  business  would  be  in  parts,  labor  and  new 
vehicle  sales. 

Grodt-McKay  Realtors,  Des  Moines,  was  sold  and  installed  in  1973.  They 
were  telephoned  and  visited  by  Bell  personnel  and  asked  to  cancel  the  con- 
tract with  our  firm.  They  were  asked  if  they  were  upset  at  a  lack  of  listings 
from  Bell.  They  have  since  been  told  by  a  satisfied  customer  of  theirs, 
to  whom  they  sold  his  home,  that  he  would  like  to  list  the  house  with  them 
as  he  was  transferred   (By  Bell),  but  could  not  because  of  Bell  pressure. 

Internal  Medical  Clinic,  Des  Moines,  was  sold  and  installed  in  1973.  Through 
a  fluke,  we  discovered  that  Bell  intended  to  begin  cutting  off  their  system 
at  3:30  p.m.  on  the  cut  date,  instead  of  the  5  p.m.  time  requested.  No  notice 
was  given  our  mutual  customer  nor  ourselves.  In  addition.  Internal  Medical 
Clinic  was  asked  to  cancel  our  contract,  threatened  with  loss  of  Bell  in- 
surance physicals  and  received  a  note  on  an  invoice  from  a  patient  about  the 
nasty  thing  Internal  Medical  had  done  to  her  company  by  going  with  us. 

Thrun  Chevrolet,  Inc.,  Des  Moines,  was  sold  in  1973  and  installed  in 
February  1974.  Wolfgang  Thrun,  President,  was  visited  by  nine  or  ten 
different  Bell  employees  in  the  most  persistant  harassment  yet  encountered. 
He  was  told  what  a  mistake  he  had  made,  was  asked  to  cancel  our  contract 
and  is  now  living  under  a  Bell  edict  for  employees  not  to  purchase  from  his 
agency.  One  Bell  employee  did  purchase  from  Thrun  and  informed  him  of  the 
edict. 

The  Des  Moines  Local  of  the  Communications  Workers  of  America  met  in 
October  of  1973  and  issued  a  list  of  companies  who  had  gone  interconnect. 
We  have  a  copy  of  the  minutest  including  the  list  which  we  assume  to  be  a 
Black  List.  We  have  been  unable  to  verify  verbal  comments  that  preceeded 
or  accompanied  the  "list." 

Mr.  Don  Diehl  of  the  law  firm  of  Diehl,  Clarkson  and  Sizemore  in  Iowa 
City  was  given  a  quotation  in  late  August  or  September  with  exact  rates  and 
literature  on  Com  Key  718,  though  no  filing  existed  at  that  time  with  the 
Iowa  Commerce  Commission.  Supposedly  other  orders  were  taken  from  five 
other  law  firms  in  Iowa  before  Mr.  Diehl  was  presented. 

Bell  has  steadfastly  refused  to  give  us  a  rate  for  a  C-22  coupler  and 
number  groupings  rate  for  interconnective  Centrex  Type  Systems,  though 
available  and  installed  within  the  Bell  system.  Our  requests  go  back  to 
February,  1971. 

Bell  marketing  personnel  have  told  many  of  our  prospects  that  their  rates 
were   going   down   as   a    result   of   the   present   hearing,    docket    U-467.    Pro- 
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spects  are  urged  to  wait  until  the  hearing  is  completed,  at  which  time  our 
proposal  would  be  out  of  line  financially.  I  believe  your  firm  was  one  of  those 
told  that  rates  would  go  down. 

Other  prospects  of  SOUND  Inc.  were  sold  "special  assembly"  packages 
which  allowed  Bell  to  low-ball,  financially,  normal  procedures  at  a  sub- 
stancial  loss  of  revenue  over  filed  rates  and  tariffs.  Still  others  were  coached 
at  how  to  beat  installation  charges  on  the  higher  levels  now  applicable  under 
bond. 

The  situation  of  pressures  exerted  upon  the  City  of  Marion,  its  City 
Council  Manager  and  Employees  is  well  known. 

The  Gibson  Realtor  case,  Trate  variances  for  stations  in  remote  locations, 
loss  of  business  etc.  has  been  discussed  at  length. 

As  I've  often  stated.  Bell  appears  to  be  fearless  through  threats  and 
insinuations  to  prospects  and  customers  of  SOUND  in  the  field.  The  plan 
which  they  must  still  be  pursuing  in  forcing  us  to  ask  for  hearing  before  the 
Commission,  filing  complaints  etc.  is  now  designed  to  force  us  out  of  busi- 
ness. They  have  kept  me  out  of  the  sales  field  for  over  two  years. 
Very  truly  yours, 

John    R.    Marshall. 


Internal  Medical  Clinic,  P.C, 

Bes  Moines,  Iowa,  February  8,  1974. 
Mr.  Gerald  Hellerman, 
Special  Financial  Adviser, 

Antitrust  and  Monopoly  Subcommittee,   U.S.  Senate, 
Washington,   B.C. 

Dear  Mr.  Hellerman  :  It  seems  many  unnecessary  problems  came  up  at 
the  time  it  was  the  decision  of  the  doctors  to  change  our  telephone  system 
from  Northwestern  Bell  to  Sound  Inc.  We  didn't  receive  good  repair  service 
from  Northwestern  Bell  and  our  problems  were  never  solved.  They  suggested 
we  add  additional  incoming  lines,  but  our  PBX  operator  couldn't  handle  our 
present  system. 

Mr.  Joe  Emerson  with  Sound  Inc.  talked  to  me  regarding  their  system  and 
this  seems  to  be  the  answer  to  many  problems  we  were  encountering.  It  was 
the  decision  of  the  doctors  and  myself  to  use  Sound  Inc.  and  Northwestern 
Bell  was  notified.  A  letter  was  written  to  Mr.  Vogel,  Communicatons  Repre- 
sentative of  Northwestern  Bell.  He  immediately  contacted  me  asking  for  an 
appointment  to  visit  with  me.  He  felt  certain  we  didn't  wish  to  make  the 
change  over,  we  didn't  fully  understand  the  system  with  Sound  Inc.,  in  the 
very  near  future  they  could  offer  us  the  same  system.  He  asked  me  to  see 
our  contract  with  Sound  Inc.  as  he  knows  me  personally.  He  had  men  higher 
up  to  report  to.  I  delayed  giving  him  this  information  and  told  Mr.  Emerson 
of  the  situation.  Mr.  Emerson  suggested  I  not  reveal  the  figures  as  this  was 
now  between  Sound  Inc.  and  Internal  Medical  Clinic.  Mr.  Vogel  visited  me 
again  and  I  asked  him  if  employees  with  Northwestern  Bell  were  aware  of 
the  fact  we  were  making  the  change.  He  said  they  definitely  were  not  in- 
formed. The  reason  for  my  question  was  we  received  a  payment  from  a 
patient  who  wrote  us  a  note,  a  copy  of  which  is  enclosed.  He  said  he  would 
check  this  out.  I  did  reply  to  the  patient  as  we  made  a  billing  error  and  she 
was  entitled  to  the  courtesy  of  a  reply.  Mr.  Vogel  also  informed  we  he 
couldn't  guarantee  our  Clinic  would  continue  to  do  Northwestern  Bell  Tele- 
phone's physicals.  One  doctor  in  our  Clinic  does  physicals  for  the  executive 
personnel. 

There  was  a  delay  in  making  the  change-over  and  Sound  Inc.  kept  North- 
western Bel  informed.  At  the  time  of  the  cut-off  deadline,  September  28,  1973, 
Northwestern  Bell  informed  us  they  would  cut  the  lines  at  3 :00  p.m.  Our 
Clinic  is  very  busy  during  this  peak  hour.  I  requested  they  wait  until 
5  :30  p.m.  at  which  time  we  would  go  on  Answering  Service.  They  were  very 
discourteous  but  finally  agreed  to  my  request.  Sound  Inc.  represented  by  the 
crew,  including  Mr.  Emerson  and  Northwestern  Bell  with  their  crew  and 
Mr.  Vogel  met  in  our  basement  around  3:30  and  the  change  was  completed 
around  6:00  p.m. 

I  feel  Northwestern  Bell  was  unfair,  discourteous  and  totally  out  of  line 
with  Internal  Medical  Clinic.  We  are  very  happy  with  our  new  system.  We 
receive  service  within  2  hours  after  calling;  Northwestern  Bell  promised  us 
24  hour  service.  Telephones  can  be  answered  from  different  locations,  we 
have  a  paging  system,  push  buttons  and  many  other  advantages  which  North- 
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western  Bell  never  could  offer  us.  We  are  treated  very  courteous  by  Sound 
Inc.  and  with  additional  phones,  flexibility,  etc.  we  receive  this  at  a  lower 
cost. 

We  are  thankful  Northwestern  Bell  finally  has  competition.   Enclosed  are 
letters  which  may  be  of  interest. 
Respectfully, 

Ibene  Spkadling. 
Business  Manager. 

August  8, 1973. 
Mb.  Wilxiam  Vogel, 

Communications  Supervisor,  Northwestern  Bell,  ' 

Des  Moines,  Iowa. 

Deab  Mb.  Vogal:  We  have  appointed  Sound,  Inc  as  our  agents,  in  matters 
of  communications.  As  such,  they  are  authorized  to  have  access  to  records  per- 
taining to  our  accounts. 

They  are  further  empowered  to  transact  orders,  supervise  and  revise  our 
public  utility  equipment  to  meet  the  needs  and  requirements  of  our  company. 

They  will  be  requesting  information  regarding  billing,  and  may  be  re- 
questing busy  studies  as  well  as  Wats  and  Long  Distance  studies  and  in- 
formation. 

You  are  hereby  requested  to  make  such  information  available  to  them,  and 
are  released  from  liability  for  so  doing. 

This  Authorization  will  remain  in  effect  until  canceled  by  us. 
We  appreciate  your  cooperation. 
Very  truly  yours, 

(Mrs.)    Irene    Spbadling, 

Business  Manager. 

August  28, 1973. 
Mbs.  Irene  Babrett, 
Des  Moines,  Iowa. 

Dear  Mes.  Barrett:  Thank  you  for  your  check  of  $15.00,  dated  August  18, 
1973,  paying  your  account  in  full. 

On  April  18,  1973,  you  were  scheduled  for  a  complete  physical.  Our  book- 
keeper coded  the  doctor's  fee  incorrect.  It  should  have  been  coded  02  instead 
of  03.  Please  accept  our  apology  for  this  mistake. 

You  mentioned  in  your  note  that  you  did  not  like  what  we  did  to  the 
company  you  work  for.  We  feel  this  has  nothing  to  do  with  a  doctor  and 
patient  relationship.  If  you  are  unhappy  with  our  decision,  perhaps  it  would 
be  wise  for  you  to  seek  another  physician  outside  our  Clinic.  We  would  be 
pleased  to  transfer  your  records  to  any  doctor  of  your  choice. 
Sincerely  yours, 

(Mrs.)   Irene  Spradling, 

Business  Manager. 

Sound  Inc. 
Des  Moines,  Iowa,  September  29,  1913. 
Mr.  W.R.  Vogel, 

Communioation  Supervisor-Competition, 
Northivestem  Bell  Telephone  Co. 
Des  Moines,  Iowa 

Dear  Mr.  Vogel  :  The  total  lack  of  concern  and  disregard  for  both  the  profes- 
sional and  emergency  needs  of  the  Internal  Medical  Clinic  displayed  by  North- 
western Bell  Telephone  Company  is  shocking  and  incredible!  And,  although 
your  company  chooses  to  treat  its  customers  in  this  disgusting  manner,  Sound, 
Incorporated  does  not! 

Since  you  have  advised  me  today  that  you  had  planned  to  accomplish  the 
conversion  tasks  on  a  nonpremium  time  basis  between  3  :00  p.m.  and  5  :00  p.m., 
it  appears  that  this  is  a  two  hour  or  less  task.  Therefore,  our  customer.  Internal 
Medical  Clinic,  authorizes  premium  time  charge  for  two  hours  or  less  for  the 
following  conversion  tasks :  Central  Office  Lines,  Coupler  Final  Testing. 

We  feel  that  this  approach  is  wholly  inappropriate  and  agree  to  the  above 
under  protest. 

Also,  this  is  to  confirm  that  billing  for  lines  and  couplers  begins  at  12:00 
midnight  on  September  29,  1973,  and  the  telephone  company's  internal  PBX 
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system  and  associated  equipment  cease  to  be  billed  at  11 :59  p.m.  on  September 
28,  1973. 

It  is  our  understanding  that  the  telephone  company's  internal  PBX  system 
and  associated  equipment  will  be  totally  inoperative  with  the  completion  of  the 
testing  of  the  central  office  lines  and  couplers,  which  are  referred  to  above. 
Sincerely, 

M.  J.  Emeesen. 

Sound  Inc. 
Des  Moines,  September  6,  1973. 
Mr.  Fred  J.  Gibson, 

President,  Fred  J.  Gibson  &  Co.,  Realtors, 
Cedar  Rapids,  Iowa 

Dear  Fred  :  I  appreciate  your  concern  as  expressed  last  week  and  again  this 
morning  for  the  business  you  have  lost  from  Bell  listings  or  lack  of  same.  You 
are  apparently  assured  or  at  least  feel  quite  sure  that  by  re-installing  the 
equipment  of  Northwestern  Bell  Telephone  Company  you  will  gain  that  "lost" 
business. 

Your  reasoning  is  understandable  and  the  economics  of  removing  our  equip- 
ment may  be  warranted.  Your  comments  last  week  that  "I  wish  I  could  say  that 
the  service  wasn't  good,  or  the  system  didn't  work,  or  I  wasn't  saving  money 
but  I  can't"  indicates  your  concern  for  us  and  our  business. 

We  are  greatly  concerned  by  this  turn  of  events,  Fred,  the  insinuations  and 
comments  which  Bell  will  drop  to  our  prospects  will  happen,  regardless  of  jour 
warnings  or  comments  to  Bell  executives  or  les.ser  personnel. 

We  heard  over  a  month  ago  from  within  Bell  that  we  were  going  to  lose 
your  account,  as  I  told  you  last  week.  The  pressures  which  a  giant  like  Bell  can 
exert  upon  us,  or  as  misdirected  upon  you,  are  tremendous  and  dip  strongly 
into  questionable  areas  of  legality.  I  am  truly  sorry  that  the  economic  pressure 
has  touched  you  and  your  i^ople.  You  stated  last  week  that  you  wouldn't  have 
liought  from  us  if  you  had  realized  the  economic  impact  of  the  Bell  boycott.  I 
wouldn't  blame  you  a  bit  and  so  stated  to  another  prospect  who  was  openly 
threatened.  As  we  installed  most  of  the  major  realtors  in  Cedar  Rapids,  we 
hoped  to  create  our  own  little  monopoly  and  break  Bell's  boycott. 

The  cost  of  moving  your  equipment  to  Iowa  City  would  be  $40.00  per  phone 
moved.  $100,000  for  central  equipment  moved  and  $36.00  per  day  for  travel  time 
and  expense  to  a  maximum  of  $360.00  or  ten  days.  Our  service  contract  would 
drop  to  .$.500,000  annually. 

If  our  relation.ship  as  your  telephone  company  is  to  end,  Fred,  we  want  you 
to   know   how   much   we   appreciate   your   boosting   of  our   company    and    our 
products.  Your  kind  words  of  commendation  have  been  re.sponsible,  we're  sure, 
for  our  obtaining  other  contracts. 
Best  personal  regards 

John  R.  Marshall,  President. 

BtTTTENHEIM   PUBLISHING   CORP. 

Pittsfield,  Mass.,  December  SO,  1972. 
Hon.  C.  Bullis, 
Mayor, 
Marion,  Iowa 
(Attention:  Robert  M.  L.  Johnson;  City  Manager) 

Dear  Mayor  Bullis  :  The  editors  of  the  American  City  Magazine  take  great 
pleasure  in  announcing  that  Marion  is  one  of  the  select  cities  winning  the 
American  City  Magazine  Award  for  Leader.'^hip. 

The  award  is  based  on  your  efforts  to  solve  the  urban  government  problem. 
We  had  the  privilege  of  publishing  your  account  of  the  program  "Own  Your 
Own  Phones"  in  our  August  issue. 

Shortly  we  will  send  you  a  mounted  certificate  which  we  urge  you  present 
to  your  city  cotmcil  in  an  appropriate  ceremony.  We  are  also  attaching  news 
releases  wliich  you  may  submit  to  the  press,  radio  and  television. 
Sincerely  yours, 

William  S.  Foster, 

Editorial  Director. 
Associate  Publisher. 


[For  Release  Jan.  13,   1973,  and  thereafter] 

(For  more  information  contacts  Gary  M.  Chamberlain,  Associate  Editor) 

Cost-Cutting  Phone  System  Cited  :  Marion  Wins  Merit  Award  For  Urban 
Government 

PiTTSFiELD,  Mass. — The  City  of  Marion,  Iowa,  received  an  award  today  from 
THE  AMERICAN  CITY  Magazine  for  outstanding  achievement  in  urban  ad- 
ministration. One  of  only  seven  urban  governments  so  honored  throughout  the 
U.S.,  the  city  won  its  citation  for  improving  its  communications  network  by 
purcliasing  its  own  economical  telephone  system,  rather  than  leasing  this  equip- 
ment from  Bell  Telephone. 

The  American  City,  a  Buttenheim  publication  reaching  36,000  urban  manage- 
ment and  engineering  oflBcials  nationwide,  has  made  the  annual  awards  for  the 
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past  nine  years.  This  year's  recipients  bring  to  111  the  total  number  of  winners 
since  inception  of  the  program. 

Only  two  other  Iowa  cities  have  won  awards  in  previous  years.  Both  Des 
Moines  and  Ames  walked  off  top  honors  in  1968. 

Merit  award  judges  are  AMERICAN  CITY  editors — each  an  expert  in  several 
urban  fields.  William  S.  Foster,  AMERICAN  CITY  editorial  director,  serves  as 
awards  chairman. 

In  announcing  the  Marion  award,  Editorial  Director  Foster  commented: 

"A  new  ruling  by  the  Federal  Communications  Commission  has  made  it  possi- 
ble for  communities  large  or  small  to  effect  substantial  savings  through  innova- 
tive communications  systems.  Marion  was  one  of  the  first  cities  to  take 
advantage  of  this  new  regulation  to  the  benefit  of  all  of  its  citizens. 

"Marion  has  shaved  the  cost  of  its  administrative  operations,  while  increasing 
the  service  inside  and  outside  of  city  hall,  by  electing  to  buy  and  install  its  own 
telephone  communication  system.  Now  the  city  has  more  telephones,  with  more 
features,  at  lower  cost." 

Other  local  governments  honored  in  this  year's  awards  program  include :  Ann 
Arbor,  Mich. ;  Dallas,  Texas ;  Irvine,  Calif. ;  Los  Angeles,  Calif. ;  Nashville, 
Tenn. ;  and  Orange,  Calif. 

"The  awards  program  recognizes  significant  achievements  in  urban  adminis- 
tration and  operation,"  reports  Foster.  "Our  editors  constantly  dig  out  these 
achievements.  Men  who  generate  genuine  leadership  are  usually  too  busy  and 
too  dedicated  to  seek  out  awards.  Yet  excellence  deserves  recognition.  Our 
leadership  awards  provide  it." 

City  officials  do  not  apply  for  the  awards.  Finalists  are  chosen  after  personal 
investigation  by  AMERICAN  CITY  editors.  Size  is  not  a  factor.  Prior  award 
winners  have  come  from  communities  under  10,000  population. 

"Winners  are  honored  for  developing  commendable  techniques  in  urban 
management  and  engineering."  Foster  said.  "Any  worthwhile  advancement 
through  the  nation's  56,000  local  government  units  is  eligible  for  consideration." 

[From   the   American   City,    August    1972] 

Own  Your  Own  Phones  ...  To  Cur  Costs  And  Get  the  Communications  System 

You  Want 

(By  Robert  M.  L.  Johnson,  City  Manager;  Marion,  Iowa) 

A  new  ruling  by  the  Federal  Communications  Commission  has  made  it  possi- 
ble for  communities  large  or  small  to  effect  substantial  savings  through  innova- 
tive communications  systems.  Marion,  Iowa,  provides  a  good  case  in  point. 

Until  recently,  city  governments  could  not  own  their  own  communications 
system.  As  a  result,  Marion  leased  telephones  and  related  equipment  from  Bell 
Telephone.  Now,  thanks  to  the  FCC.  city  governments  can  if  they  desire,  de- 
velop their  own  telephone  systems  utilizing  only  the  Bell  system  lines. 

Marion  wanted  a  more  efficient  and  less  expensive  telephone  system.  We  found 
one.  After  reviewing  the  FCC  ruling  we  contacted  Sound  Inc.,  a  Cedar  Rapids, 
Iowa  firm,  to  investigate  the  possobility  of  owning  our  own  equipment. 

LEASING  IS  EXPENSIVE 

Leasing  any  item  is  a  perpetual  and  extremely  expensive  propo.sition.  Let  me 
give  you  a  "for  instance."  A  "hold"  button  in  the  Northwestern  Bell  system 
costs  $1.20  per  month  forever.  A  combined  line  and  busy  lamps  cost  $4.50  a 
month  forever. 

The  equipment  we  purchased  from  Sound,  Inc.  is  engineered  and  manufac- 
tured by  ITT.  This  equipment,  almost  identical  to  that  of  Northwestern  Bell, 
also  has  some  features  not  available  with  the  Bell  equipment.  For  example, 
some  limitations  to  the  Bell  system  included : 

the  necessity  always  to  attend  the  console. 

people  coiild  not  place  an  internal  call  while  waiting  on  an  outside  call. 

calls  could  not  be  transferred  without  the  aid  of  the  operator. 

you  cannot  locate  people  away  from  their  respective  stations. 

Sound.  Inc.  equipment  provided  most  of  these  features  and  at  less  money 
than  we  were  paying  Northwestern  Bell  for  a  less  efficient  operation.  We  could 
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have  touch  tone  dialing.  Also,  calls  could  be  transferred  from  one  station  to 
another  without  interrupting  the  operator.  You  can  answer  calls  from  any 
phone  when  the  operator  is  not  attending  the  console.  We  have  unlimited  con- 
ference ability  without  the  aid  of  the  operator.  We  can  page  any  phone  in  the 
system.  The  system  offers  unlimited  expansion.  Best  of  all,  it  costs  less  to 
operate  and  maintain. 

Let  me  review  the  basic  financial  picture.  The  gross  annual  equipment  costs 
for  Marion  dropped  $3,395.40.  This  represents  a  10-year  savings  of  $33,954.  We 
purchased  the  Corinthian  System  for  $10,605.80.  This  leaves  us  a  10-year  net 
equipment  reduction  of  $23,348.20.  Our  service  contract  costs  $350  after  the 
first  year.  The  contract  runs  for  nine  years  for  an  expenditure  of  $3,150.  This 
gives  us  a  total  net  savings  over  the  10-year  period  of  $20,198.20.  Think  of  the 
tremendous  savings  afforded  a  larger  city  with  many  times  the  number  of 
phones. 

Presently  we  have  15  telephones  operating  within  city  hall.  To  date,  we  have 
had  nothing  but  favorable  comments  from  employees  and  all  others  concerned 
with  the  system.  In  addition,  we  had  our  choice  of  color  at  no  extra  charge. 
Also  at  no  added  cost,  we  have  music  throughout  the  building. 

One  final  note.  We  have  not  eliminated  the  Bell  system  entirely.  Ma  Bell  still 
supplies  the  lines  to  the  building  just  like  other  utilities.  Now,  however,  the 
equipment  inside  is  ours  and  at  a  considerable  cost  savings. 

FeJ)ruary   13,   1971. 
Mr.  Michael  Clemens, 

Manager,  Northwestern  Bell  Telephone  Co., 
Cedar  Rapids,  Iowa 

Good  morning,  Mr.  Clemens  :  As  a  municipal  administrator  one  of  my  prime 
objectives  is  to  recommend  better  use  of  the  tax  dollar  in  the  performance  of 
the  responsibilities  assigned  this  office. 

After  careful  consideration,  it  was  my  best  judgment  and  ultimate  recom- 
mendation to  the  City  Council  that  we  convert  the  telephone  system  from 
Northwestern  Bell  instruments  and  equipment  to  Sound,  Inc.  system  and  equip- 
ment. The  City  Council  concurred  with  this  recommendation. 

This  decision,  which  we  regard  as  an  intelligent  one,  results  in  an  ultimate 
saving  for  the  taxpayer  of  the  City  of  Marion,  of  more  than  $20,000  over  a  ten 
year  period.  This  is  significant  in  our  judgment. 

It  seems  reprehensible  that  Northwestern  Bell  would  send  two  of  its  repre- 
sentatives, who  in  effect  would  cross-examine  an  executive  as  to  why  telephone 
company  representatives  were  not  consulted. 

That's  bad  enough,  Mr.  Clemens  but  belittling  a  competitor's  product  seems 
to  me  to  be  less  than  desirable  for  a  corporation  as  large  as  Northwestern  Bell. 
That  is  exactly  what  Mr.  Belt  and  Mr.  Kohler  did  on  their  most  recent  visit 
to  my  office. 

Further,  what  is  more  disturbing  to  me,  is  an  apparent  attempt  by  some 
employees  of  Northwestern  Bell,  to  intimidate  members  of  our  City  Council  by 
misleading  statements  and  misrepresentation  of  the  facts  regarding  this  systems 
change. 

I'm  in  no  position  to  suggest  who,  within  the  Northwestern  Bell  system, 
instigated  a  series  of  criticisms  leveled  at  the  decision,  but  I'm  confident  the 
impetus  came  from  within  the  Bell  system  locally,  since  the  fact  that  we  are 
going  to  change  the  system  has  never  been  made  public  yet. 

It's  my  observation  that  the  ^Bell  system,  while  expending  con.siderable 
amounts  of  money  in  marketing,  fails  in  the  responsibility  to  the  customer  by 
expecting  the  customer  to  ask  the  Bell  representative  for  new  ideas  regarding 
better  service.  Mr.  Joe  Belt  said  as  much  when  he  asked  why  I  hadn't  called 
for  a  quotation  from  the  Northwestern  Bell  syystem,  before  the  decision  was 
made  to  go  with  Sound,  Inc. 

Frankly.  I  don't  believe  it  is  incumbent  upon  me.  as  a  customer,  to  call  up 
and  say — "What  have  you  got  to  offer" — since  that's  what  you  pay  your 
marketing  people  to  do. 

In  conclusion,  Mr.  Clemens,  may  we  suggest  that  you  advise  those  employees 
concerned  with  the  telephone  system  in  the  city  hall  at  Marion,  to  cease  and 
desist  their  castigation  of  the  decision  and  accept  the  fact  that  they've  lost  an 
account. 
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If  you  would  like  to  discuss  this  further,  I  will  be  available  at  your  conveni- 
ence. 

Yours  for  continuing  community  growth, 

Robert  M.  L.  Johnson, 

City  Manager. 

Note. — Nurnberger  is  President  of  Northwestern  Bell,  not  involved  witli  Commerce 
Commission. 

Memo  fbom  Terry  Trimpe 

Fred  :  Attached  is  the  analysis  of  the  two  phone  proposals.  It  boils  down 
(over  a  10  year  period)  to  about  a  $3,200.00  savings  per  year  with  Sound,  Inc. 
This  amounts  to  about  a  $270.00/month  saving. 

My  analysis  did  not  take  into  account  future  increases  in  N.  W.  B.  billings — 
and  I'm  sure  they  would  be  substantial  over  a  10  year  period. 

I  did  include  interest  expense  on  the  borrowed  funds  in  my  analysis  (814% 
on  20,000  for  5  years). 

Unless  we  can  be  relatively  assured  that  either 

( 1 )  we  will  pick  up  an  additional  3,200.00  in  company  $s  if  we  go  with  Bell  or 

(2)  that  we  will  not  lose  $3,200  in  company  $s  that  we  have  now  with  Bell — 
I  would  recommend  installing  the  Sound,  Inc.  System. 

Iowa  State  Commerce  Commission,  Docket  U — 467 

Rebuttal  Testimony  of  David  Benton 

Ql.  Please  state  your  name. 

A.  My  name  is  David  Benton. 

Q2.  Have  you  previously  testified  for  the  applicant  in  this  case? 

A.  Yes. 

Q3.  What  is  the  purpose  of  this  testimony? 

A.  The  purpose  of  my  testimony  is  to  comment  on  certain  issues  raised  in 
the  testimony  of  Mr.  John  L.  Marshall,  witness  for  SOUND,  Inc. 

Q4.  Mr.  Benton,  on  Pages  2  and  3  of  Mr.  Marshall's  testimony,  he  indicates 
some  lack  of  understanding  of  your  cost  study  data.  Would  you  please  describe 
briefly  how  these  studies  were  made? 

A.  Yes.  The  material  cost  of  the  apparatus  under  study,  shown  as  the  first 
line  in  my  exhibits,  was  obtained  from  the  latest  list  of  Western  Electric  prices 
in  effect  at  the  time  the  study  was  made.  This  was  then  adjusted  for  sales  tax. 
Class  "C"  and  field  stock,  supply  exiiense  and  transportation  where  applicable. 

The  engineering  cost  for  all  the  items  studied  here  was  zero  as  no  engineering 
labor  was  required. 

The  labor  costs,  shown  on  the  second  line,  reflect  the  loaded  costs  for  making 
a  typical  installation  of  the  apparatus  under  study.  The  computation  involves 
multiplying  the  number  of  hours  required  to  complete  a  typical  installation  by 
the  loaded  labor  rate  per  hour.  The  loadings  include  pensions  and  other  benefits 
as  well  as  supervision,  motor  vehicles.  Social  Security  taxes,  tool  expense,  etc. 
Test  and  assignment  work,  where  involved,  are  also  included  in  the  labor  co.sts. 
In  addition,  in  accordance  with  the  Uniform  System  of  Accounts,  the  cost  of 
materials  such  as  cable  are  included  in  this  account  (232-Station  Connections). 

Under  annual  cost,  the  maintenance  item  includes  both  the  maintenance  labor 
and  material  cost  per  year  plus  the  annualized  shop  repair  costs.  The  mainte- 
nance labor  cost  is  obtained  by  multiplying  the  average  number  of  maintenance 
hours  per  year  for  the  equipment  under  study  by  the  loaded  labor  rate  for  re- 
pair service.  The  shop  repair  costs  include  refurbishing,  transportation  and 
handling  costs. 

The  depreciation  cost  includes  both  the  depreciation  of  the  investment  in  the 
apparatus  and  the  station  connection.  The  material  investment  is  depreciated 
over  the  life  of  the  material.  The  station  connection  is  depreciated  over  the 
average  location  life  of  the  apparatus  under  study. 

The  estimated  annual  cost  of  administration  as  related  to  telephone  plant  in 
service  is  five  percent  of  the  investment.  The  five  percent  was  developed  in  a 
special  study  which  is  made  in  my  office  annually.  It  includes  the  cost  of  Gen- 
eral OflBce  salarie.s,  insurance,  accidents  and  damages,  franchises,  general 
services    and   licenses,    general    Commercial    administration,    local    Commercial 
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operations,  Marketing  expense,  connecting  Company  relations,  advertising,  Rev- 
enue Accounting,  uncollectibles  and  other  miscellaneous  items. 

The  line  labeled  Income  Tax  and  Return  includes  the  composite  rate  of  re- 
turn, at  the  objective  level  of  10.5%,  applied  to  the  net  book  investment  (gross 
book  investment  less  depreciation  reserve).  It  also  includes  the  income  tax. 
Federal  and  State,  that  is  applicable  to  the  income  that  is  subject  to  taxation. 

The  line  Other  Taxes  include  Property  and  Miscellaneous  taxes  and  is  esti- 
mated to  be  2.5  percent  of  investment.  This  is  based  on  a  special  study  made 
in  my  oflSce  annually  and  is  a  weighted  average  of  state  and  local  taxes  other 
than  income  taxes  incurred  per  dollar  of  plant  investment. 

The  monthly  revenue  requirement  is,  of  course,  the  annual  requirement 
divided  by  twelve. 

Q5.  Mr.  Benton,  has  the  cost  for  cable  been  included  in  your  studies  of  the 
various  multiline  sets. 

A.  Yes.  The  cost  of  all  station  installation  materials  has  been  included  in  my 
studies. 

Q6.  In  Mr.  Marshall's  testimony  he  quotes  various  prices  for  10-button  and 
20-button  rotary  telephone  sets.  Can  you  identify  the  sources  of  these  prices. 

A.  Yes.  The  $56.90  was  developed  from  the  Western  Electric  Company  price 
list  dated  May  1,  1972,  for  the  "830  AIM"  telephone  set.  This  set  is  assembled 
from  piece  parts  purchased  from  the  Western  Electric  Company.  The  $47.90 
mentioned  is  for  a  new^  completely  assembled  set  coded  "830  CT."  This  price 
was  covered  in  an  Engineering  Letter  (E.L.  2529)  from  the  American  Telephone 
and  Telegraph  Company  to  the  Operating  Companies  in  May,  1973.  The  $93.90 
for  a  20-button  set  was  developed  from  the  Western  Electric  Company  price 
list  dated  May  1,  1972,  for  the  "831  AIM"  telephone  set.  The  $76.60  mentioned 
by  Mr.  Marshall  is  also  from  E.L.  2529  and  applies  to  a  new  completely  as- 
sembled set  coded  "831  CT." 

Q8.  Mr.  Marshall  also  mentioned  "material  prices"  for  a  10-button  rotary  set 
of  $54.60  in  1971,  $60.34  in  1972,  and  $58.16  for  your  study  submitted  in  this 
proceeding  .What  is  the  source  of  these  figures? 

A.  The  $54.60  was  developed  from  the  Western  Electric  Company  price  list 
dated  April  1971,  and  is  the  bare  material  price  for  an  "830  AIM"  set.  The 
$60.34  is  the  $54.60  material  price  loaded  for  Class  "C"  and  field  stocks.  The 
$58.16  shown  in  the  summary  of  my  study  includes  loading  for  Class  "C"  and 
field  stocks.  It  is  based  upon  a  bare  material  price  of  $51.15  which  was  devel- 
oped from  the  latest  Western  Electric  Company  price  list  in  effect  at  the  time 
the  study  was  made. 

Iowa  State  Commerce  Commission,  Docket  U — 467 

Rebuttal  Testimony  of  N.  J.  Sbaks 

Ql.  Please  state  your  name. 

A.  N.  J.  Sears. 

Q2.  Have  you  previously  testified  for  the  applicant  in  this  case? 

A.  Yes. 

Q3.  What  is  the  purpose  of  this  testimony? 

A.  The  purpose  of  my  testimony  is  to  comment  on  certain  issues  raised  in  the 
testimony  of  Mr.  John  L.  Marshall,  witness  for  SOUND,  Inc. 

Q4.  On  Page  3  of  his  testimony,  Mr.  Marshall  states:  "We  have  requested 
quotations  from  Bell  on  two  installations  in  the  pa.st  year."  Does  Northwestern 
Bell  sell  inside  cable  and  wiring  tQ  others? 

A.  Yes.  If  inside  cable  and  wiring  no  longer  can  be  used  by  our  Company, 
it  will  be  offered  for  sale,  in  place,  to  the  customer  on  whose  premises  it  Is 
located.  The  price  for  sale  of  the  cable  or  wiring  is  determined  to  be  the  in 
place  structural  value  of  the  facility.  Normally,  this  would  be  computed  as 
reproduction  cost  new  of  both  the  material  and  installation  less  an  allowance 
for  depreciation  of  the  plant  actually  in  place.  Each  pending  sale  is  handled 
on  a  custom  basis,  so  each  is  different. 

Q5.  On  Page  4  of  hi.s  testimony  Mr.  Marshall  says:  "The  Bell  cable  was 
basicallv  destroyed  during  removal  and  was  'dumped'  after  removal."  Does 
Northwestern  Bell  "dump"  cable  and  wire  that  has  been  removed  from  service? 
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A.  In  this  case,  as  in  others  involving  the  removal  of  copper  wire,  the  wire 
is  not  "dumped"  but  returned  to  the  factory  for  recovery  and  reuse  of  the 
copper. 

Q6,  On  Page  6  of  Mr.  Marshall's  testimony  he  states :  "It  was  admitted  by 
Mr.  Sears  that  certain  200  Series  PABX  installations  were  noncompensatory 
but,  'if  you  make  us  raise  the  rates  of  the  200,  you  can  bet  we'll  lower  the 
Series  300  where  you  still  may  be  able  to  compete.'  "  Are  those  your  words? 

A.  PBX  services  are  not  involved  in  the  filings  thafe  led  to  this  hearing,  of 
course.  Further,  no  transcript  of  the  meeting  Mr.  Marshall  describes  was  made 
so  I  cannot  quote  word  for  word  what  was  said  more  than  a  year  ago.  The  quo- 
tation he  gives  is  certainly  not  one  I  remember. 

In  the  first  place,  the  discussion  did  not  concern  itself  with  Series  200  rates 
but  with  Series  100  and  300  rates.  Mr.  Osborn  of  the  Commission  staff,  Mr. 
Marshall,  and  I  were  discussing  the  Commission  oi'der  in  Docket  U — 352.  Mr. 
Osborn  noted  that  there  were  points  on  the  cost  versus  revenue  curves  we 
submitted  in  graph  form  where  the  proposed  rates  would  not  provide  enough 
revenue  for  the  requested  9^/^%  retiirn  for  the  100  Series  PBX  service.  He  felt 
that  the  Commission  order  could  be  interpreted  to  say  that  at  all  points  of  the 
graph  revenues  should  provide  at  least  the  allowed  rate  of  return.  I  told  both 
Mr.  Osborn  and  Mr.  Marshall  that  I  did  not  agree  with  that  interpretation.  I 
felt  that  such  an  interpretation  would  place  a  virtually  impossible  constraint 
on  rate  making  in  the  PBX  area  on  any  but  "hardware"  pricing — that  is  to 
price  each  serving  vehicle  differently  to  recognize  its  specific  costs.  However, 
I  did  agree  I  would  propose  increases  in  rates  for  the  100  Series  service  for 
Commission  approval  if  both  Mr.  Marshall  and  Mr.  Osborn  felt  this  was  a 
proper  interpretation.  As  I  recall,  Mr.  Osborn  then  pointed  out  that  rates  for 
some  other  service  or  services  would  need  to  be  reduced  since  the  increase  in 
total  revenues  was  specified  in  the  Commission  order.  I  stated  that  since  an 
increase  was  being  requested  in  100  Series  PBX  service,  where  there  were 
points  that  were  not  yielding  the  requested  9^/^%  rate  of  return,  a  rate  reduc- 
tion to  offset  this  increased  revenue  should  be  proposed  for  300  Series  PBX 
service  where  the  returns  were  well  in  excess  of  the  requested  rate  of  return.  I 
stated  I  felt  it  was  reasonable  to  propose  this  change  since  both  rates  would 
then  be  changed  to  provide  returns  nearer  those  being  requested.  As  Mr.  Mar- 
shall stated,  he  later  agreed  that  the  rates  as  originally  filed  would  be  prefer- 
able to  him.  In  proposing  new  rates  in  response  to  the  Commission  order  in 
Docket  U — 352,  I  proposed  exactly  the  same  PBX  service  rates  that  had  been 
proposed  at  the  start  of  the  case,  and  there  was  no  objection  to  this  proposal 
by  Mr.  Marshall. 

Q7.  On  Page  6  of  Mr.  Marshall's  testimony  he  states :  "It  appears  that  Com 
Key  is  being  offered  at  a  rate  less  than  other  operating  companies  of  AT&T 
which  Northwestern  Bell  Telephone  records  or  records  to  which  they  have 
access  would  verify."  Have  you  made  any  such  comparisons? 

A.  As  I  have  stated  in  at  least  one  previous  case,  I  do  not  believe  that 
state-to-state  comparisons  of  rates  are  valid  unless  it  can  be  established  that 
the  operating  characteristics  of  the  states  are  closely  similar.  There  are  wide 
variations  in  weather,  geography,  and  even  wage  rates  and  state  taxes  that 
make  such  comparisons  difficult.  However,  .since  Mr.  Mar.shall  has  raised  this 
question,  I  have  obtained  rates  for  the  Com  Key  718  in  several  nearby  states. 
They  are  listed  on  Page  1  of  Exhibit  __  . 

Q8.  Would  you  explain  this  exhibit? 

A.  Monthly  rates  and  installation  charges  for  the  major  components  of  Com 
Key  718  are  listed  under  the  headings  of  Common  Equipment,  Line  Equipment, 
Rotary  Station,  Message  Waiting  Console,  and  D.S.S.  Console.  The  several 
nearby  states  are  listed  in  Column  1.  As  can  be  seen  on  this  exhibit,  the  rates 
proposed  for  this  service  in  Iowa  are  comparable  to  those  already  in  effect  in 
the.se  various  state.s.  In  addition,  the  business  extension  rate  applies  in  Iowa, 
Wisconsin,  South  Dakota,  and  Minnesota  for  each  telephone  in  excess  of  lines. 
This  is  not  true  in  the  other  states.  This  rate  application  results  in  a  still 
higher  revenue  from  the  Iowa  systems  as  compared  to  several  of  the  other 

Q9.  On  Page  7,  Mr.  Marshall  states:  "On  August  18,  1971.  Bell  filed  for  a 
General  Rate  Increase,  however,  most  competitive  PABX  services  went  down." 
Is  this  correct? 
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A.  PBX  services  were  not  a  part  of  the  filings  that  led  to  this  hearing.  How- 
ever, PBX  service  rates  filed  in  July  of  1971  resulted  in  revenue  increases  of 
$214,000  annually,  as  shown  in  my  testimony  in  Docket  U — 352.  Those  rates 
were  not  reduced  as  a  result  of  the  order  in  Docket  U— 352,  even  though  our 
total  asking  was  reduced. 

QIO.  On  Page  8  of  his  testimony,  Mr.  Marshall  states:  "Without  known 
exception,  all  other  rates  for  basic  residence  or  business  services,  phones,  long 
distance,  et  cetera,  have  gone  up."  What  comments  have  you  on  this  statement? 

A.  As  the  information  submitted  with  my  direct  testimony  shows,  revenues 
derived  from  the  services  in  this  case  are  in  excess  of  costs.  As  Mr.  Benton  has 
testified,  these  costs  were  computed  with  a  101/2%  rate  of  return.  Other  pates 
have  indeed  been  increased  because  the  total  revenues  in  the  state  of  Iowa  have 
not  increased  as  rapidly  as  costs.  Mr.  Marshall  seems  to  be  saying  that  the 
grocer  whose  wholesale  meat  prices  have  increased  25%  must  increase  the 
price  of  soda  pop  and  graham  crackers  if  he  increases  the  price  of  meat  to 
cover  his  increased  costs. 

Qll.  Mr.  Marshall  states  on  Page  5  of  his  testimony :  "I  also  believe  it  is  the 
intent  of  the  Northwestern  Bell  Telephone  Company  to  eliminate  my  company 
as  a  competitor."  Have  you  any  comments  on  that  statement? 

A.  Yes.  As  my  direct  testimony  shows,  the  services  which  are  the  subject  of 
this  hearing  are  being  rated  to  result  in  revenues  in  excess  of  costs,  which  in- 
clude a  component  for  rate  of  return.  Our  proposed  pricing,  then,  in  my  opinion, 
does  not  result  in  anti-competitive  situation. 

COM  KEY  718  RATES  IN  VARIOUS  STATES 
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1.  Iowa 

$150 

$30 

$15 

$1.50 

$50. 00 

$6.50 

$75.00 

$10. 00 

$75. 00 

$10. 00 

2.  Minnesota 

150 

30 

15 

1.50 

50.00 

6.50 

75.00 

10.00 

75.00 

10.00 

3   Illinois 

150 

30 

15 

1.50 

50.00 

7.50 

50.00 

8.00 

50.00 

8.00 

150 

30 

1.50 

40.00 

6.00 

40.00 

7.50 

40.00 

6.50 

5   Arkansas 

150 

30 

1.50 

40.00 

6.00 

40.00 

7.50 

40.00 

6.50 

6    Kansas 

150 

30 

1.50 

40.00 

6.00 

40.00 

7.50 

40.00 

6.50 

150 

30 

1.50 

40.00 

6.00 

40.00 

7.50 

40.00 

6.50 

8   Arizona 

150 

30 

5 

1.50 

41.65 

5.50 

52.05 

7.00 

52.05 

7.00 

9   Wisconsin^ 

150 

30 

1.50 

25.00 

6.00 

40.00 

8.00 

40.00 

10.  S.  Dakotai_- 

150 

30 

15 

1.50 

50.00 

6.50 

75.00 

10.00 

75.00 

10.00 

» Filed,  not  effective. 

Iowa  State  Commerce  Commission,  Docket  U — 467 
Testimony  of  John  R.  Marshall 

Q.  State  your  name  please. 

A.  John  R.  Marshall. 

Q.  What  is  your  vocation? 

A.  I  am  president  of  SOUND,  Incorporated  of  Cedar  Rapids,  Iowa,  the  major 
telephone  interconnect  company  in  Iowa. 

Q.  What  is  Telephone  Interconnect? 

A.  Interconnect  is  the  name  given  the  industry  which  was  allowed  to  compete 
with  telephone  utilities  for  on  premise  equipment  and  services  by  the  Federal 
Communication  Commission  Sarterphone  Decision. 

Q.  What  is  your  communications  experience? 

A.  I  was  employed  by  Illinois  Bell  Telephone  Company  from  1957  until  April 
1961.  The  first  year  at  Bell  I  was  a  Commercial  Representative,  the  latter 
three  years  I  was  in  Marketing.  From  May.  1961  to  May,  1963  I  was  a  salesman 
of  intercommunication  equipment  for  Modern  Communications  Inc.  in  Chicago. 
In  May.  1963,  I  formed  and  began  operation  of  SOUND,  Inc.  in  Cedar  Rapids. 

Q.  What  are  your  functions  at  SOUND,  Inc.? 

A.  Initiallv  my  functions  were  mainly  sales  and  controlling  the  financial  de- 
tails and  purchasing  of  the  company.  Since  June  of  1970,  my  main  functions 
have  been   attempting  to   maintain   adequate   working   capital   despite   heavy 
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financial  losses  incurred  by  our  inability  to  market  our  services  with  seemingly 
endless  fluctuating  prices  introduced  by  Northwestern  Bell  Telephone  Company. 
In  addition,  large  amounts  of  my  time  have  been  spent  perparing  for  hearings 
such  as  this  and  attempting  to  refute  continual  erroneous  statements  made  by 
Bell  to  our  prospects  and  customers.  As  our  business  has  failed  to  prosper  and 
employees  have  been  released,  more  and  more  general  office  functions  have 
come  back  to  me. 

Q.  What  effect  would  implementation  of  the  proposed  rates  in  this  Docket, 
U^67,  have  on  your  company. 

A.  Though  we  could,  hopefully,  continue  in  business,  our  ability  to  market 
telephone  equipment  would  be  nearly  nonexistant.  Our  charges  presently  are  in 
the  bottom  20%  of  all  interconnect  companies. 

Q.  Have  you  reviewed  the  testimony  of  Mr.  Sears  and  Mr.  Benton? 

A.  Yes  I  have,  yet  I  find  it  impossible  to  refute  the  figures  in  their  exhibits 
without  thorough  examination  of  the  sources  of  these  figures,  by  qualified  cost 
accountants. 

Q.  Do  the  figures  seem  correct  to  you? 

A.  Many  questions  come  to  mind  when  trying  to  ascertain  the  validity  of  the 
exhibits.  Some  of  these  questions  go  further  than  Northwestern  Bell,  and  ques- 
tion the  pricing  of 'Western  Electric.  For  example,  Northwestern  Bell  Telephone 
submitted  costs  in  1972  of  $56.90  for  a  10-Button  Rotary  set  ( SOTTND  Inc. 
interrogatory  12)  and  New  York  Tel.  Company  submitted  costs  of  $37.90  in 
1973  (New  York  Public  Service  Commission-Case  26472).  Northwestern  Bell 
Telephone  Company  submitted  a  cost  of  $93.90  for  the  20-Button  Rotary  set. 
New  York  Tel.  Company  price  was  $76.60.  In  addition,  material  price  on  a  10- 
Button  Rotary  set,  Northwestern  Bell  figures  of  April  4,  1971  was  $54.60,  1972 
(Commission  Staff  Xl-71)  was  $60.34  and  in  Mr.  Bentons  exhibit,  page  1,  is 
$58.16.  From  the  President's  1973  Economic  Report,  increase  in  prices  from 
1967  through  1972  was  28.29%.  Western  Electric  products  were  somehow 
shielded  from  this  infiation.  The  other  Multi-Line  Key  units,  by  Northwestern 
Bell  figures,  followed  the  same  curve. 

Q.  Do  other  areas  of  cost  disturb  you? 

A.  It  all  comes  down  to  verification  of  Northwestern  Bell  Telephone  Com- 
pany's cost  accounting,  which  I  am  not  qualified  to  atempt.  The  administration 
figure  must,  assumedly,  include  the  cost  of  marketing  personnel  with  the 
responsibility  of  meeting  competition  head-on.  It  also  appears  that  Bell  has  not 
included  any  cost  for  cable  on  the  units  proposed  for  reduction  throughout  all 
of  their  exhibits.  We  have  requested  quotations  from  Bell  on  two  installations 
in  the  past  year.  Both  were  extremely  revealing.  My  exhibit  #1  covers  the 
quotation  on  James  W.  Bell  Company.  Inc.  It  should  be  noted  that  the  Bell 
cable  is  25  pair,  while  we  buried  50  pair ;  that  the  Bell  cable  was  subsequently 
abandoned;  and  that  the  Bell  cable  was  installed  in  1951.  While  Bell's  price 
was  $402.99  for  smaller,  very  old  cable,  our  cost  for  installing  new  cable  and 
terminals  was :  Materials  at  $181.12,  Sub-Contract  Labor  at  $125.00  for  trench- 
ing and  our  Labor  and  Supervising  of  Trenching  at  $80.00.  This  totals  $386.12. 
My  exhibit  #2  includes  numerous  attempts  to  get  in  writing  a  verbal  quote 
given  on  Bell's  cable  in  the  Chet  Elson  Insurance  Agency.  The  final  page  of 
Exhibit  2  is  Bell's  written  quote  of  $2,075.32.  Our  system  included  (17)  6  &  10 
Button  phones  and  the  Bell  cable  was  50  and  75  pair,  as  opposed  to  25  pair 
required  by  our  system.  The  Bell  cable  was  removed,  where  possible,  with  many 
overtime  Bell  hours.  The  Bell  cable  was  basically  destroyed  during  removal  and 
was  "dumped"  after  removal.  Our  cost  of  replacement  consisted  of  cable  plugs, 
terminal  blocks  $460.51  and  labor  $350.00,  a  total  of  $810.51.  The  point  is  this: 
Northwestern  Bell  Telephone  Company  claims  costs  far  below  ours  on  all 
equipment  prices  revealed  over  the  past  three  years,  yet  unrealistic  "offers" 
of  sale  are  made  to  us.  Each  time  we  refuse  to  purchase.  Bell  costs  go  up  even 
more. 

Q.  Your  preceding  answer  suggests  that  6  &  10  Button  phones  each  use  25 
pair  cable.  Are  other  costs  constant? 

A.  Yes  they  are.  Costs  for  installation  of  a  6-Button  set  and  a  10-Button  are 
virtually  identical.  This  would  indicate  that  a  higher  monthly  and  installation 
or  move  cost  should  be  attached  to  the  6-Button  set. 
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Q.  Are  higher  installation  and  move  costs  warranted  by  the  telephone 
company  ? 

A.  I  believe  they  are.  Our  charges  for  moval  of  Key  phones  exceeds  those  of 
Bell  by  50  to  125%  and  we  lose  money  on  movals.  However,  the  number  of 
moves  claimed  by  Bell  are  very  high,  the  station  life  figures  are  low. 

Q.  Why  do  you  feel  that  Northwestern  Bell  Telephone  Company  has  filed  for 
lower  rates  on  Multi-Line  Key  again? 

A.  Only  Bell  knows  that  answer,  but  I  have  many  ideas.  Bell  must  get  lower 
Multi-Line  monthly  rates  to  justify  the  rates  that  were  filed  for  the  Com-Key 
tariff.  Yet  our  Iowa  rates  on  Multi-Line  services  are  among  the  lowest  na- 
tionally, I  understand.  I  also  believe  it  is  the  intent  of  Northwestern  ^ell 
Telephone  Company  to  eliminate  my  company  as  a  competitor.  This  was 
brought  to  bear  upon  completion  of  the  hearing  designated  as  U — 352  in  which 
SOUND,  Inc.  intervened.  The  Commission  order  in  that  case  stated  "Intervenor, 
SOUND,  Inc.,  is  engaged  in  the  business  of  selling  and  leasing  Multi-Line  Key 
Systems,  including  PABX  and  Centrex  telephone  equipment.  It  alleges  that  the 
Company  design  of  the  proposed  rates  and  charges  for  Multi-Line  key  systems, 
including  PABX  and  Centrex,  are  non-compensatory,  discriminatory,  and 
anticompetitive  in  nature. 

Based  upon  the  reasoning  expressed  in  our  order  in  Reasonableness  of 
Certain  Rates  and  Charges  for  Business  Phone  Service  provided  by  Northwest- 
ern Bell  Telephone  Company,  Docket  No.  U— 366,  we  find  that  the  effects  of 
Northwestern  Bell  Telephone  Company  pricing  on  SOUND,  Inc.  involves  a 
potential  anticompetitive  situation,  and  therefore  the  rates  and  charges  for 
Multi-Line  key  systems  contained  in  the  tariff  which  Company  must  file  to 
comply  with  the  provisions  of  this  order  shall  be  designed  to  be  fully  compensa- 
tory, based  on  fully  distributed  costs." 

Shortly  after  the  issuance  of  that  order,  witness  Mr.  Sears  and  myself  had  a 
meeting  in  the  offices  of  the  Commerce  Commission.  It  was  admitted  by  Mr. 
Sears  that  certain  200  Series  PABX  installations  were  non-compensatory  but 
"if  you  make  us  raise  the  rates  of  the  200,  you  can  bet  we'll  lower  the  Series 
300  where  you  still  may  be  able  to  compete".  I  agreed  to  the  rates  as  filed.  By 
attempting  to  lower  the  monthly  rates  in  this  hearing.  Northwestern  Bell  Tele- 
phone would  effectively  lock  us  out  on  all  present  installations,  with  a  possi- 
bility of  competing  only  on  moving  businesses.  We  must  still  contend  with  a 
coupler  rate  of  $6.50  for  each  line. 

Q.  What  about  Com-Key  718? 

A.  As  I  have  stated  before,  I  am  not  a  rate  analyst  or  accountant,  nor  do  I 
have  the  records  which  Northwestern  Bell  Telephone  utilizes  for  their  itemized 
revenue  requirements.  It  appears  that  Com  Key  is  being  offered  at  a  rate  less 
than  other  operating  companies  of  AT&T,  which  Northwestern  Bell  Telephone 
records  or  records  to  which  they  have  access  would  verify.  Since  we  could  not 
afford  a  rate  analyst  for  this  hearing,  we  must  rely  too  heavily  on  Bell  infor- 
mation and  documentation  to  support  our  position. 

Q.  When  did  Com  Key  718  first  become  available  in  Iowa  ? 

A.  Technically,  it  is  not  yet  approved  by  the  Commerce  Commission  for  sale 
in  Iowa  until  this  hearing  is  concluded.  It  was  first  quoted,  with  exact  rates  as 
later  filed,  in  August  of  1973.  The  contact  was  with  an  Iowa  City  law  firm  who 
was  told  that  "Northwestern  Bell  Telephone  Company  had  approval  to  sell  six 
law  firms  Com  Key  718  in  Iowa  and  we  have  five  orders  now".  We  filed  an 
objection  to  this  practice  October  1,  1973  and  Northwestern  Bell  Telephone  filed 
their  tariff  asking  October  3.  1973.  Mr.  W.  L.  Tiffany  of  Northwestern  Bell 
Telephone  Company  answered  our -,  objection  on  October  10,  1973.  His  answer 
is  my  exhibit  #3. 

Q.  Does  that  end  your  prepared  testimony? 

A.  I  would  like  to  conclude  only  by  stating  that  Bell  has  utilized  SOUND, 
Inc.  and  the  Iowa  State  Commerce  Commission  as  testing  grounds  for  price 
maneuvering  in  the  following  sequence.  Prior  to  June  1.  1971  rates  were  long 
established  for  Multi-Line  Key  equipment.  June  1,  1971  to  February  1,  1972, 
key  monthly  rates  were  greatly  reduced.  On  August  18.  1971,  Bell  filed  for  a 
general  rate  increase,  however,  most  competitive  PABX  services  went  down. 
February  1,  1972  to  present,  Multi-Line  key  rates  re-established  at  level  of  pre 
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June,  1971,  Rate  askings  of  Northwestern  Bell  Telephone  in  U — 352  were  drasti- 
cally reduced  by  the  Iowa  State  Commerce  Commission,  yet  lower  PABX 
charges  were  still  left  intact.  In  August,  1973,  Multi-Line  phone  rates  were 
filed  for  an  even  larger  reduction  than  in  1971.  This  was  again  followed  by  a 
rate  increase,  restoring  PABX  to  earlier  levels  which  we  had  fought  for  in 
U — 352.  When  we  discuss  our  services  with  a  prospect  we  are  always  confronted 
with  proving  our  point  to  them.  Proving  that  we  can  sell  or  lease  a  system  that 
will  pay  for  itself  in  "just"  seven  or  eight  years  in  most  cases.  Selling  of  ac- 
counts takes  two-thre  months.  Bell  always  has  a  rate  change  to  benefit  our 
prospect  before  we  can  close.  Exact  rates  for  Com  Key  718  were  quoted  to  one 
of  our  prospects  thirty  days  before  any  filing  or  knowledge  of  Com  Key  was 
received  by  the  Commerce  Commission.  If  any  change  is  granted  at  the  con- 
clusion of  this  hearing  on  Multi-Line  phones,  it  will  be  the  fourth  rate  in 
effect  since  May,  1971.  Since  December  1,  1971  three  rates  have  applied  on 
PABX  services,  our  other  competitive  program.  Without  known  exception,  all 
other  rates  for  basic  residence  or  business  services,  phones,  long  distance  et 
cetera  have  gone  up.  The  mandate  of  the  FCC's  Carterphone  Decision  to  allow 
competition  is  being  defied  by  Northwestern  Bell  Telephone  Company.  The  gen- 
eral rate  payer  pays  higher  charges  to  allow  Bell  to  lower  competitive  rates. 
The  comment  of  the  manager  of  the  Glenwood,  Minnesota  exchange  for  North- 
western Bell  Telephone  in  July,  1964,  "You  can't  afford  to  fight  the  telephone 
company,  we'll  break  you",  becomes  increasingly  true. 

Exhibit  1 

Northwestern  Bell, 
Cedcvr  Rapids,  Iowa,  February  27,  1973 
Re :  James  W.  Bell  Company  Inc. 
Mr.  John  R.  Marshall, 
Sound  Inc., 
Cedar  Rapids,  Iowa 

Dear  Mr.  Marshall:  Per  your  request  as  an  authorized  representative  for 
James  W.  Bell  Company  Inc.,  we  have  completed  our  appraisal  on  the  section 
of  cable  a  purchase  price  was  requested  for. 
The  purchase  price  will  be  $402.99. 

As  per  previous  conversations :  upon  written  authorization  a  bill  of  sale  will 
be  drawn  up  and  consummated  with  the  James  W.  Bell  Company  Inc.  Payment 
will  be  accepted  only  from  James  W.  Bell  Company  Inc. 

If  you  have  any  questions  regarding  this  matter,  please  feel  free  to  contact 
me. 

Cordially, 

J.    R.   KOHLBR, 

Convmtmications  Supervisor. 
Attachment : 

Form  3791 — Reqitest  for  Inside  Whie  Appraisal 

To :  Plant  Engineer  J.  I.  Sibert— 1035  3rd  Avenue  Southwest— Cedar  Rapids 

Please  prepare  an  Appraisal  for  Sale  of  Inside  Wire  and/or  Cable  at :  James 
W.  Bell  Company  Inc. — 1720  I  Avenue  Northeast — Cedar  Rapids,  Iowa  52400 

As  requested  by :  John  R.  Marshall,  President,  Sound  Inc. 

Customer  requests  appraisal  by :  A.S.A.P. 

Bill  appraisal  fee  to:  James  W.  Bell  Company  Inc.— 319-362-1151,  P.O.  Box 
727,  Cedar  Rapids,  Iowa  52406. 

Appraisal  given  to  customer  on :  2-28-73. 

By  Telephone  Company  Representative:  J.  R.  Kohler,  Jr. — Communications 
Supv. 

appraisal  fee 

The  following  amount  will  be  billed  as  a  result  of  delivery  of  the  attached 
Inside  Wire  and/or  Cable  Appraisal : 

Basic  Charge ;  $45.00. 

Terminals  (ffi$.25  each. 

Total  Appraisal  Fee ;  $45.00  Acct.  Class  526. 

Authorized :  J.  I.  Sibert,  Project  Engineer. 
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Exhibit  2 

OCTOBEE  26, 1973. 
Mr.  W.  R.  Vogel, 

CommmUcations  Supervisor — Competition, 
Northwestern  Bell  Telephone  Co. 
Des  Moines,  Iowa 

Dear  Mr.  Vogel:  In  reviewing  my  files,  I  find  that  I  have  never  received  the 
cable  quotation  for  Chet  Elson  Insurance.  I'm  sure  this  was  just  an  oversight. 
Will  you  please  send  this  to  me  by  return  mail. 
Sincerely, 

M.  J.  Emebsoi*. 
Sound,  Inc. 

Northwestern  Bell, 
Des  Moines,  Iowa,  October  30. 
Sound,  Inc., 
Des  Moines,  Iowa 

Dear  Mr.  Emerson  :  I'm  sorry  I  don't  recall  the  cable  quotation.  Since  the 
decision  not  to  buy  is  past,  and  the  cable  removed,  I  haven't  looked  up  the 
answer. 

Sincerely, 

W.  R.  Vogel 

December  4,  1973. 
Me.  Willlam  R.  Vogel, 
Communications  Supervisor — Competition, 
Northwestern  Bell  Telephone  Co. 
Des  Moines,  Iowa 

Dear  Bill  :  Several  months  ago,  our  Joe  Emerson  requested  a  quotation  from 
your  company  for  purchase  of  the  existing  Bell  cable  at  the  Chet  Elson  Insur- 
ance Agency.  You  responded  with  a  quotation  by  phone  for  that  installation  but 
have  since  refused  numerous  requests  by  phone,  in  person  and  in  writing  for  the 
written  quotation. 

We  ask  once  again  for  that  cable  quotation  for  our  records.  The  information 
is  in  your  files. 

Respectfully  yours, 

Sound,  Inc. 

John  R.  Marshall, 

President. 

Northwestern  Bell, 
Des  Moines,  Iowa,  December  10,  1973. 
Sound,  Inc. 
Cedar  Rapids,  Iowa 

Dear  John  :  Thank  for  your  suggestion  that  the  information  you  requested 
is  in  my  files.  However,  I  checked  there  and  did  not  find  it. 

Several  months  ago  I  quoted  the  price  to  Mr.  Elson  in  person  and  to  Joe  by 
telephone.  Our  offer  was  refused  and  the  cable  removed. 

John,  each  customer's  service  is  an  individual  situation,  so  the  quotation  is 
good  only  for  that  customer. 

If  you  submit  a  logical  reason  as  to  ^'^y  you  need  seemingly  meaningless 
information,  I  may  be  encouraged  to  find  the  answer. 
Sincerely, 

W.  R.  Vogel, 
Com/tnunications  Supervisor. 

December  14,  1973. 
Mr.  W.  R.  Vogel, 

Communications  Supervisor — Competition, 
Northwestern  Bell  Telephone  Co. 
Des  Moines,  Iowa 

Dear  Bill:  I  have  found  it  interesting  to  read  and  re-read  your  letter  of 
December  10,  1973  regarding  the  cable  quote  for  Chet  Bison  Insurance  Agency. 
That  price  is  in  Bell  files.  Bill,  maybe  not  in  "your"  files  but  your  employers 
files. 
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Quotations  are  "individual"  in  nature  and  was,  in  the  case  of  Elson,  refused. 
Tour  company  has  since  billed  the  Elson  Agency  for  the  charges  demanded  by 
Bell  for  the  possibility  of  selling  otherwise  lost  product. 

It  is  "logical"  that  we  want  your  price  as  you  have  given  it  to  both  Mr.  Elson 
and  Joe  Emerson  for  our  file  on  legal  matters  and  for  your  cost  related  pricing 
as  so  designated  before  the  Iowa  Commerce  Commission. 

We  know  the  prices  quoted,  Bill.  We  have  them  on  file  from  your  verbal 
quote  and  Mr.  Elson  has  them.  We  want  them,  in  writing,  to  avert  a  long  delay 
in  commission  hearing  procedures  scheduled  for  February  1974.  The  Commission 
will,  I  feel  certain,  demand  those  figures  as  essential  to  verification  of  your 
cost  accounting. 

I  hope  that  your  company  does  not  intend,  once  again,  to  play  games  with 
us  or  the  Commerce  Commission. 
Very  truly  yours, 

Sound,  Inc. 

John  R.  Marshall, 

President. 

Northwestern  Bexl, 
Des  Moines,  Iowa,  January  2,  1974. 
Mr.  John  Marshall, 
Sound,  Inc., 
Cedar  Rapids,  Iowa 
Dear  John  :  Our  price  quote,  relating  to  Chet  Elson  Ins.,  was  $2075.32. 
Sincerely, 

W.   R.  VOGEL, 

Communications  Supervisor. 
Vogel  to  Emerson  "that's  what  we  wanted  him  to  say"  regarding  June  letter 
on  cost  accounting. 

Northwestern  Bell. 
Des  Moines,  Iowa,  October  10,  1973. 
Mr.  Raymond  K.  Vawtehi,  Jr., 

Administrator,  Iowa  State  Commerce  Commission — Utilities  Division, 
Des  Moines,  Iowa 

Dear  Mr.  Vawter  :  Mr.  Marshall's  complaint  is  concerned  with  our  discussing 
a  new  service  offering  called  Com  Key  718  with  our  customers.  He  is  also  ask- 
ing the  Commission  to  withhold  its  approval  of  the  Com  Key  718  if  it  is  filed. 

As  Mr.  Marshall  notes  in  paragraph  3  of  his  complaint,  this  is  a  new  equip- 
ment package.  A  general  description  of  the  system  is  contained  in  our  Tariff 
Transmittal  No.  396,  Commission  File  TF3-202,  dated  October  3,  1973. 

Mr.  Marshall  does  not  name  a  specific  customer  to  support  his  allegation  con- 
cerning "marketing"  of  this  new  system,  so  specific  facts  cannot  be  checked. 
However,  general  information  on  the  system  has  been  available  for  several 
months.  In  addition,  the  new  system  has  been  filed  and  is  effective  in  other 
states.  It  is  hardly  remarkable,  then,  that  Iowa  customers,  as  well  as  our  Iowa 
Company  employees,  have  heard  of  this  system  and  discus.sed  it.  It  is  not  at  all 
unusual  that  new  systems  are  discussed  with  customers  before  they  are  readily 
available  and  before  tariffs  are  filed  to  cover  them. 

Mr.  Marshall,  as  we  understand  his  complaint,  is  asking  that  new  systems 
not  be  discussed  with  Iowa  customers  before  tariffs  are  filed  and  effective  in 
Iowa.  Of  course,  this  is  an  impossible  request.  Northwestern  Bell  cannot — and 
would  not  wish — to  stop  information  regarding  new  products  at  the  state  line 
of  Iowa.  An  example  of  such  discussion  is  the  new  product.  Picturephone.  This 
service  has  been  known  and  widely  discussed  throughout  the  United  States 
although  it  is  not  now  available  in  Iowa  and  most  certainly  tariffs  for  the 
service  have  not  been  filed.  However,  we  do  not  intend  to  attempt  to  stop  dis- 
cussion of  the  subject. 

Mr.  Marshall  complains  in  paragraph  3  that  a  "tentative"  order  for  this  new 
service  has  been  placed  with  us.  Certainly,  at  this  time,  an  order  for  this  equip- 
ment is  "tentative."  In  the  first  place,  specific  rates  for  the  .service  were  made 
available  only  with  our  tariff  filing  of  October  3.  In  the  second  place,  this  newly 
developed  equipment  is  in  short  supply  and  exact  delivery  dates  cannot  be 
assured. 
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Next,  Mr.  Marshall  asks  that  this  new  service,  when  filed  with  the  Commis- 
sion, be  suspended  because  it  is  "anti-competitive  in  nature."  He  apparently 
felt  he  could  determine  the  "anti-competitive"  nature  of  the  filing  before  it  was 
available  to  him.  He  gives  no  reason  and  no  facts  to  support  his  statement  that 
the  new  service  is  "anti-competitive."  He  has  simply  labeled  it  as  such. 

What  are  the  facts?  The  system  is  a  new  service,  as  Mr.  Marshall  himself 
states  in  his  complaint.  Rates  for  the  new  service,  then,  can  hardly  be  com- 
pared to  existing  rates  for  other  services  to  determine  whether  or  not  they  are 
"anti-competitive."  The  fact  that  the  new  service  is  priced  above  or  below 
present  Multiline  Key  Telephone  Services  or  PBX  services  is  not  the  issue.  Jhis 
new  service  should  be  expected  to  stand  on  its  own  feet  as  do  other  services. 

The  tariff  transmittal  covering  the  filing  of  this  new  system  with  the  Com- 
mission lists  costs  and  rates  side  by  side.  In  every  case,  the  rates  are  above 
costs.  Certainly,  then,  the  system  is  not  "anti-competitive"  since  it  is  priced 
to  be  fully  compensatory. 

Mr.  Marshall  further  requests  that  the  Commission  include  this  new  service 
in  hearings  for  "the  general  increase  to  be  filed  in  the  near  future.  The  in- 
troduction of  a  new  service  has  not,  in  the  past  nor  should  in  the  future,  be 
limited  to  a  general  rate  case.  It  is  not  an  existing  service  being  repriced. 
Rather,  it  is  a  new  introduction  similar  to  dozens  of  other  new  introductions 
made  on  a  continuing  basis  to  provide  our  customers  new  services  as  they  are 
developed  and  become  available. 

In  summation,  many  Iowa  customers,  of  course,  know  about  the  Com  Key 
718.  It  has  been  general  knowledge  for  some  period  of  time,  if  for  no  other 
reason  than  that  it  is  being  offered  in  other  states.  The  tariff  transmittal  cov- 
ering the  introduction  of  this  new  service  indicates  it  is  being  introduced 
above  cost.  Equipment  for  a  few  customers  will  be  available  in  November. 

Mr.  Marshall's  request  that  this  new  product  be  withheld  from  Iowa  cus- 
tomers by  the  simple  device  of  labeling  it  "anti-competitive"  is  without  merit. 
In  view  of  these  facts,  we  request  the  Commission  dismiss  the  complaint  and 
allow  tariffs  covering  this  new  service  to  become  effective  as  scheduled. 
Very  truly  yours, 

W.    L.    TiFFANNT, 

Assistant  Vice  President. 


Univebsal  Communication  Systems  Inc., 

Roanoke,  Va.,  March  7,  19H. 
Mr.  Gerald  Hehllbibman, 
Special  Financial  Adviser, 

Senate  Suhcomrmttee  on  Antitrust  and  Monopoly, 
Washington,  D.  C. 

Dear  Mr.  Heixerman  :  I  am  corresponding  in  response  to  a  request  for  in- 
formation submitted  to  me  by  Phillip  A.  Hart.  In  a  letter  dated  October  29, 
1973,  Mr.  Hart  solicited  documents  and  supporting  information  regarding  our 
company's  dealings  with  the  Telephone  Company.  In  order  to  thwart  competi- 
tion, operating  telephone  companys  utilize  every  device  within  their  power. 
Some  of  the  tactics  used  are  either  impossible  or  very  diflScult  to  prove. 

Please  refer  to  the  enclosed  memorandum  from  Mr.  Tom  Craig,  Vice  Presi- 
dent of  Sales  for  UCS,  which  will  reflect  some  examples  relatives  to  contract 
consummation  experienced  by  UCS. 

Our  company  has  experienced  many  other  forms  of  harassment  as  well.  Cable 
prices  are  found  to  be  inconsistent  from  area  to  area.  Along  with  the  incon- 
sistency of  cable  pricing  is  the  delay  in  getting  a  price.  Examples  of  these  de- 
lays and  problems  are  attached,  as  Addendum  A,  to  this  letter. 

Maintenance  cost  by  UCS  are  considerably  higher  than  they  should  be.  This 
is  due  to  the  unwillingness  of  the  Telephone  Company  to  supply  the  same  serv- 
ice to  customers  who  purchased  their  equipment  from  UCS  as  they  do  to  their 
own  customers.  Naturally,  since  our  company  is  a  profit  making  organization  we 
pass  these  additional  cost  on  to  our  customers.  You  may  deduct  that  the  inter- 
connect customer  is  again  penalized  not  only  in  poor  service  but  monetarily  as 
well.  Attached,  as  Addendum  B,  to  this  letter  are  five  randomly  selected  cases 
in  which  it  became  necessary  for  UCS  management  to  get  intimately  involved 
with  the  repair  of  common  line  troubles   and   voice   connecting  arrange"»fint 
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problems.  In  the  lefthand  corner  of  each  document  you  will  find  a  number. 
Please  reference  this  number  should  you  have  any  questions. 

I  would  like  to  offer  you  my  personal  time  in  resolving  any  problems  relative 
to  the  new  interconnect  industry.  Please  feel  free  to  write  or  call,  if  I  can  be 
of  further  assistance  in  resolving  any  of  these  problems. 
Sincerely, 

John  S.  Whitcomb, 
Engineering  Manager. 
Enclosures : 

Memorandum  To :  John  Whitcomb. 

From :  Tom  Craig. 

Date:  December  12,  1973. 

Subject :  Telephone  Company  Harassment. 

In  reference  to  the  information  that  you  asked  for  concerning  some  accounts 
in  which  the  telephone  companies  have  made  statements  or  have  taken  actions 
that  constitutes  forms  of  cohersing  customers,  the  following  is  submitted  to 
you: 

1.  Colonial  American  National  Bank,  Roanoke,  Virginia — We  have  submitted 
a  proposal  to  this  customer  and  showed  them  substantial  savings  of  $400.00  to 
$500.00  per  month.  The  Telephone  company  came  back  to  this  customer  and  in- 
dicated that  if  the  bank  bought  its  own  telephone  sysytem,  the  telephone  com- 
pany would  remove  their  deposits  from  their  bank,  which  would  mean  con- 
siderable loss  of  money  to  the  bank.  The  bank  indicated  that  they  could  not 
run  the  risk  of  losing  this  business ;  therefore,  they  did  not  purchase  our  sys- 
tem. 

2.  Hilton  Inn,  Burlington,  North  Carolina — These  people  were  considering 
buying  a  system  from  us.  since  they  had  purchased  a  system  from  us  for  each 
of  their  locations  in  Raleigh,  Winston-Salem,  and  Greensboro.  However,  West- 
ern Electric  has  a  large  plant  in  Burlington,  and  the  telephone  company  in- 
dicated to  the  Hilton  people  that  if  the  Hilton  people  did  not  install  a 
Western  Electric  system,  they  would  not  get  any  business  from  them. 

3.  Pitzer  Transfer  and  Storage,  Roanoke,  Va. — These  people  expressed  an 
interest  in  buying  a  system  from  us.  However,  when  the  telephone  company 
became  aware  of  it,  they  had  Western  Electric  to  threaten  to  remove  the 
equipment  they  keep  stored  at  Pitzer.  After  this  happened,  Pitzer  Transfer 
became  scared  and  said  they  must  remain  with  the  telephone  company. 

4.  Continental  Telephone  Company,  at  the  Howard  Johnsons  outside  of 
Fredericksburg,  had  written  their  tariff  and  threatened  customers  that  in  the 
event  they  went  with  an  interconnected  system,  the  telephone  company  would 
not  pay  any  commission  on  long  distance  calls.  This  is  a  large  source  of  revenue 
for  the  motels  and,  therefore,  the  customer  did  not  buy  our  system. 

5.  Colony  Inn,  Chambersburg,  Pennsylvania — United  Telephone  in  Chambers- 
burg,  Pennsylvania,  after  hearing  that  we  had  a  contract  for  the  Colony  Inn, 
went  to  the  customer  and  advised  him  that  they  would  not  provide  toll  termi- 
nals for  this  customer.  The  customer  had  no  choice  but  to  cancel  our  contract 
and  go  with  the  telephone  company. 

There  are  many  instances  such  as  the  one  with  United  Telephone  in  Gettys- 
burg, General  Telephone,  Myrtle  Beach,  and  many  others  where  the  telephone 
companies  have  threatened  to  charge  for  directories  if  the  company  goes  with 
an  interconnected  system. 

John,  I  feel  this  will  give  you  a  cross  section.  If  other  examples  are  needed, 
please  let  me  know. 

College  of  Medicine  and  Dentistry  of  New  Jersey, 

New  Jersey  Dental  School, 
Jersey  City,  N.J.,  March  11,  197^. 
Mr.  Gerald  Hellerman, 
U.S.  Senate,  Anti-trust  Committee, 
Washington,  B.C. 

Dear  Sir:  I  am  writing  to  protest  what  I  consider  to  be  arbitrary  discrimina- 
tion towards  me  by  the  Bell  Telephone  and  the  New  Jersey  Bell  Systems.  On 
Thursday,  February  28,  1974.  and  Friday,  March  1.  1974,  I  was  informed  by  a 
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Mr.  Binanky  of  the  New  Jersey  Bell  Telephone  System  that  my  telephone 
service  was  in  jeopardy  because  I  had  purchased  and  had  installed  a  telephone 
answering  device.  I  am  presently  an  assistant  professor  of  oral  and  maxillo- 
facial surgery  at  the  College  of  Medicine  and  Dentistry  of  New  Jersey.  As  an 
oral  and  maxillofacial  surgeon,  I  am  on  emergency  call,  24  hours  a  day,  to  sev- 
eral hospitals,  to  surgically  treat  facial  trauma.  Obviously,  this  answering 
machine  is  a  vital  part  of  the  communication  system  I  need  as  a  surgeon.  It  is 
further  necessitated  by  the  fact  that  I  am  a  bachelor  and  have  no  one  to  an- 
swer my  phone  for  me  when  I  am  not  home.  I  was  informed  by  Mr.  Binanky 
that  this  device  was  "harmful  to  their  system"  and  that  I  was  required  to  have 
an  interface  device  installed  for  "my  protection"  and  the  protection  of  tlieir 
central  office  equipment.  I  was  further  informed  that  if  I  did  not  order  such 
an  interface  device  within  24  hours,  and  I  continued  to  utilize  the  answering 
machine,  that  my  telephone  service  would  be  discontinued.  I  asked  Mr.  Binanky 
to  send  me:  1)  Scientific,  factual  verification  that  the  brand  and  model  number 
answering  machine  which  I  own  was,  in  fact,  potentially  damaging  to  their 
system,  and  2)  A  copy  of  the  existing  telephone  company  policy  and  tariffs 
which  dictate  that  an  interface  device  must  be  installed  and  maintained  by  the 
telephone  company,  and  if  it  was  not,  that  my  service  could  summarily  be 
terminated.  At  that  time  I  considered  Mr.  Binanky's  statements  regarding  the 
potential  hazard  of  my  answering  machine  to  be  unsubstantiated  for  several 
reasons:  1)  Mr.  Binanky  was  completely  unaware  of  the  particular  brand  and 
model  number  answering  machine  which  I  own,  2)  He  was  also  unaware  how 
the  machine  was  technically  connected  to  the  Bell  System  equipment.  A  rela- 
tively lengthy  period  of  discussion  followed  in  which  I  informed  Mr.  Binanky 
that  I  felt  his  assertions  of  possible  damage  for  my  machine  were  unwarranted 
and  unjustified.  I  further  asserted  that  if  my  telephone  service  was  discontinued 
and  the  emergency  communication  network  between  myself  and  the  hospitals  in 
Jersey  City  and  Newark,  New  Jersey,  of  which  I  am  a  staff  member  was  inter- 
rupted compromising  the  competent  treatment  of  my  patients  in  these  hospitals, 
I  would  institute  litigation  against  the  phone  company  for  actual  as  well  as 
punitive  damages.  I  requested  that  until  I  receive  the  information  and  this 
matter  was  settled,  my  service  be  maintained.  To  date,  I  have  not  received  the 
requested  material.  On  Monday,  March  4.  1974,  I  received  another  message 
from  Mr.  Binanky  stating  that  my  24  hour  grace  period  had  elapsed,  I  still 
was  utilizing  my  answering  machine  without  their  interface  device,  and  there- 
fore, my  service  would  be  discontinued.  I  then  contacted  the  central  office  of  the 
New  Jersey  Bell  in  Newark,  New  Jersey  and  attempted  to  speak  with  Mr. 
Robert  Kleinert,  President  of  the  New  Jersey  Bell.  Mr.  Kleinert  was  unavail- 
able, so  I  left  a  request  that  he  call  me  back,  and  I  spoke  with  a  Mr.  Messina. 
Again  I  asserted  my  desire  to  see  factual  verification  that  my  machine,  or  any 
similar  machine,  was  damaging  to  their  system.  I  also  repeated  my  request  to 
have  my  service  continued  until  this  matter  was  settled  and  that  if  they  did 
choose  to  discontinue  my  service,  I  would  be  forced  to  institute  litigation 
against  New  Jersey  Bell.  I  asked  Mr.  Messina,  rhetorically,  what  viable  alterna- 
tive for  telephone  service  they  could  suggest,  knowing  full  well  that  they  are  a 
monopoly  and  there  is  no  other  service  available  as  a  second  choice.  Mr.  Messina 
offered  only  nebulous  platitudes  and  analogies,  but  told  me  he  would  get  back 
to  me :  however,  as  of  this  date  I  have  not  been  contacted  by  Mr  .Messina.  I  was 
next  contacted  at  home  by  a  Mr.  W.  E.  Baunach,  Manager  of  the  Regional  New 
Jersey  Bell  Office.  I  returned  Mr.  Baunach's  call  on  Tuesday.  March  5,  1974.  I 
restated  my  po.sition  and  repeated  my  request  for  scientific  verification  that  my 
machine  or  even  any  similar  machine  was,  in  fact,  dangerous  to  their  system. 
No  agreement  was  reached  during  our  telephone  conversation  and  an  appoint- 
ment with  Mr.  Baunach  at  my  apartment  was  arranged  for  Thursday,  March  7. 
1974,  at  6 :30  p.m.  A  Mr.  Roger  Henkle.  whom  I  understood  to  be  a  maintenance 
and  service  supervisor,  also  attended  this  meeting.  I  posed  several  questions  to 
Mr.  Baunach  and  to  Mr.  Henkle:  1)  Why  were  they  unwilling  to  supply  verifi- 
cation that  my  machine  "might  be  harmful"?  2)  Assuming  proper  installation 
of  the  answering  device,  and  operating  under  the  assumption  that  a  co^ipler 
was  necessary  for  protection  of  the  system,  why  must  the  coupler  be  owned  and 
maintained  by  the  telephone  company?  3)  If  the  coupler  was  for  the  protection 
of  their  system,  why  should  I  have  to  pay  for  their  protection?  4)  Why  was 
'he  company's  tariff  on  file  with  the  New  Jersey  Board  of  Public  Ftility  Com- 
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missioners  not  administered  uniformally  to  all  customers?  I  informed  Mr. 
Baunach  that  I  was  aware  of  several  situations  where  individuals  and  corpora- 
tions were  utilizing  the  identical  type  of  answering  device  which  1  use  and 
without  the  benefit  of  any  protection  from  an  interface  device.  5)  Why  was  it 
possible  for  Bell  Systems  to  use  the  identical  Codaphone  Machine  which  I  used, 
without  the  necessity  or  benefits  of  an  interface  device.  6)  Why,  when  I  would 
use  my  machine  without  an  interface  device,  it  would  be  harmful,  whereas, 
when  they  use  their  Codaphone  Machines,  without  an  interface  device,  it  would 
not  be  harmful. 

It  is  my  understanding  that  in  December  of  1972  Mr.  Bermard  Strasburg  of 
the  Federal  Communications  Commission  wrote  a  letter  to  AT&T  expressing  his 
opinion  that,  as  chief  of  the  Common  Carrier  Bureau,  he  felt  Bell's  insistence 
on  an  interface  device  for  Codaphone  equipment  constituted  "a  question  of 
lawfuUness".  The  reason  for  this,  as  I  understand  is  that  Bell  Systems,  them- 
selves, lease  and  install  approximately  $8  million  worth  of  Codaphone  equip- 
ment without  the  benefit  of  an  interface  protective  device.  In  fact,  Mr.  Baunach 
did  admit  that  the  company  does  use  Codaphone  answering  devices  often,  with- 
out an  interface  device.  He  stated  that  Bell  Systems  could  not  afford  to  test  all 
the  individual  machines  in  use  today  and  that  he  was  unaware  if  any  test  had 
ever  been  performed  on  answering  machines  to  substantiate  that  they  were,  in 
fact  harmful  to  the  Bell  System's  equipment.  I  informed  Mr.  Baunach  that  I 
was  asked  to  testify  before  the  New  Jersey  Board  of  Public  Utilities  Commis- 
sioners in  Newark,  New  Jersey,  on  March  14,  1974.  I  said  I  felt  it  was  not 
unreasonable  to  delay  any  discontinuation  of  my  service  until  the  results  of  the 
hearing  were  known.  Mr.  Baunach  rejected  this  proposal.  He  then  gave  me  a 
copy  of  a  letter  which  I  have  enclosed,  dated  March  1,  1974,  in  which  he 
referred  to  "our  discussion  and  telephone  conversation  of  March  1,  1974."  I  did 
not  contact  Mr.  Baunach  initially  until  March  5,  1974.  I  have  continually  main- 
tained the  position  that,  given  scientific  verification  of  fact  that  my  machine 
is  actually  or  potentially  harmful  to  the  Bell  Telephone  System  equipment,  I 
would  gladly  cooperate  with  them,  and  order  the  installation  of  the  interface 
device.  Various  other  New  Jersey  Bell  personnel  have  claimed  that  they  could 
not  afford  to  investigate  all  existing  answering  machines  as  far  as  safety  and 
potential  damage  to  their  equipment.  However,  they  are  willing  to  claim  harm 
to  their  system,  albeit,  unverified.  I  was  also  told  that  they  could  not  afford  to 
mail  such  scientific  data  to  people  utilizing  answering  machines.  I  find  it  hard 
to  believe  that,  with  inter-  and  intra-state  phone  rates  as  they  are,  the  profit 
margin  of  the  Bell  Telephone  System  does  not  allow  for  a  10  cent  stamp  to 
mail  me  data  verifying  that  I  own  a  potentially  or  presently  harmful  electronic 
device.  I  find  it  extremely  objectionable  that  they  are  willing  and  able,  to  dis- 
continue my  service  arbitrarily,  because:  1)  I  have  chosen  to  question  the  basis 
for  their  statement  that  my  machine  is  harmful.  2)  I  have  been  so  rash  as 
to  ask  for  verification  that  my  machiup  is  potentially,  or  actually,  harmful,  and 
3)  I  have  been  so  unreasonable  as  to  ask  that  an  agreement  be  reached  before 
any  decision  is  made  as  to  discontinuation  of  my  telephone  service.  They  are 
unwilling  even  to  wait  until  after  the  above  mention  PUC  hearing,  and  again 
have  given  me  a  24  hour  grace  period  and  then  threatened  to  discontinue  my 
service.  I  advised  Mr.  Baunach  that  I  would  be  acting  under  legal  council  and 
I  would  inform  him,  before  this  24  hour  period  lapsed,  what  my  decision  would 
be.  Subsequent  messages  to  Mr.  Kleinert  have  been  ignored. 

I  would  appreciate  any  suggestions  you  might  offer  as  to  other  courses  of 
action  that  I  may  take.  Thank  you  very  much  for  your  attention  and  consider- 
ation of  this  matter. 

Yours  very  truly. 

Dr.  Roger  J.  Harris. 

March  1,  1974. 
A.  J.  Harris, 
Fort  Lee,  N.J. 

Dear  AIr.  Harris:  As  requested,  the  following  outlines  the  Telephone  Com- 
pany's policy  with  regards  to  the  attachment  of  an  unauthorized  device  to 
telephone  lines  serving  your  premi.ses.  Under  existing  Telephone  Company 
Policies  and  Tariffs,  direct  electrical  connection  of  customer  provided  facilities 
to  the  Company's  System  are  permitted  only  where  the  Company  provides  a 
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connecting  device.  Since  this  device  protects  the  Exchange  and  Toll  Network 
from  any  operation  of  the  customer-provided  equipment  that  might  be  harmful, 
it  must  be  owned  and  maintained  by  the  Telephone  Company. 

The  Telephone  Company  has  many  different  types  of  connecting  arrange- 
ments. Therefore,  the  type  of  connecting  arrangements  that  you  will  need  for 
your  customer-provided  equipment  should  be  specified  by  the  manufacturer  of 
your  equipment. 

For  these  reasons,  the  Company's  Tariff  filed  with  the  New  Jersey  Board  of 
Public  Utility  Commissioners,  which  must  be  administered  uniformly  to  all 
customers : 

Permits  the  direct  electrical  connection  of  privately-owned  equipment  to-  its 
facilities  only  through  connecting  arrangements  provided  by  the  Telephone 
Company. 

Requires  that  the  customer-provided  equipment  must  comply  with  certain 
minimum  network  protection  criteria. 

Provides  that  the  Telephone  Company  may  suspend  or  terminate  service  if 
there  is  any  violation  of  the  rules  and  regulations  governing  the  service 
furnished. 

As  stated,  our  tariff  provides  for  suspension  or  termination  of  service  and 
removal  of  our  equipment  if  there  is  a  violation  by  a  customer  of  the  rules  and 
regulations  governing  the  service  and  facilities  furnished.  We  request  that  you 
make  immediate  arrangements  to  obtain  the  proper  connecting  equipment  by 
contacting  our  Business  OflBce  and  to  remove  the  unauthorized  equipment  pend- 
ing installation  of  the  appropriate  connecting  unit.  As  discussed  in  our  tele- 
phone conversation  of  3-1-74,  your  service  may  have  been  suspended  before 
this  letter  is  received. 
Very  truly  yours, 

W.  B.  Baunach, 
Manager;  Bergen  Mall  B8C. 

State  of  New  Jersey, 
Depabtment  of  Public  Utilities, 
Board  of  Public  Utility  Commissioners, 

May  20,  1974- 
Richard  C.  Schramm,  Esq., 
Newark,  N.  J. 
H.  Laddie  Montague,  Esq., 
Philadelphia,  Pa. 
Db.  Roger  J.  Harris, 
Jersey  City,  N.  J. 
Re :  Essential  Communications  v.  New  Jersey  Bell — Docket  No.  739-741. 

Gentlemen :  The  Board  has  scheduled  2 :00  P.M.,  Tuesday,  May  28,  1974,  at 
the  Board's  offices,  Room  208,  101  Commerce  Street,  Newark,  New  Jersey,  to 
hear  oral  argument  on  the  record  from  the  parties  relating  to  the  Board's 
Order  of  May  9,  1974  directing  Bell  to  refrain  from  disconnecting  the  present 
telephone  arrangement  of  Dr.  Richard  J.  Harris. 
Very  truly  yours, 

Ralph  C.  Caprio, 

Secretary. 
To  date,  the  ruling  has  not  been  reversed.  Also,  the  machine  continues  to 
operate  faultlessly.  Please  let  me  know  if  I  may  be  of  any  other  assistance. 

Dr.  Rogeb  Harris. 

State  of  New  Jersey, 
Department  of  Public  Utilities, 
Board  of  Public  Utility  Commissioners, 

Newark,  N.  J.,  May  10,  197^. 
Docket  No.  739-741 
Essential  Communications     ) 
Services  Inc.  v.  Bell  ) 

Telephone  Co.  ) 

By  the  Board: 

Whereas,  the  Chief  Hearing  Examiner  this  day  has  recommended  to  the 
Board  in  open  Court  on  the  record  that  Bell  Telephone  Company    (Bell)   be 
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ordered  by  the  Board  not  to  disconnect  the  telephone  service  of  one  Doctor 
Harris,  because  he  uses  an  answering  service  recording  system  without  a  Bell 
supplied  interface  device ;  and 

Whereas,  Bell  has  by  letter  of  W.  E.  Baunach,  Manager  dated  April  23,  1974 
to  Doctor  Harris  stated  that  his  service  would  be  suspended  on  Tuesday,  May 
7,  1974 ;  and 

Whereas,  Bell  has  refused  to  extend  this  time  period  or  assure  the  examiner 
that  Doctor  Harris's  service  would  not  be  terminated  during  the  time  necessary 
for  the  Board  to  receive  and  review  the  hearing  examiner's  recommendation ; 
and 

Whereas,  Doctor  Harris  is  a  professor  of  Oral  Surgery  at  the  New  Jersey 
College  of  Medicine  and  Dentistry  and  on  emergency  call  for  accident  victims 
twenty-four  hours  a  day  and  requires  competent,  working,  answering  service ; 
and 

Whereas,  the  hearing  examiner  recommendations  made  this  day  require  a 
reasonable  time  to  be  transcribed,  received  and  evaluated  by  the  Board  and  the 
Board  may  require  further  time  to  examine  the  record  of  these  proceedings; 
and 

Whereas,  the  examiner  has  advised  the  Board  that  extensive  testimony  has 
been  taken  and  he  has  found  that  there  would  be  a  potential  irreparable  harm 
to  the  public  health  and  welfare  if  Doctor  Harris  is  disconnected ;  and 

Whereas,  the  examiner  has  advised  the  Board  that  extensive  testimony  has 
been  taken  and  he  has  found  that  the  interface  device  when  connected  to  Dr. 
Harris's  Codaphone,  in  combination,  render  the  Codaphone  incapable  of  work- 
ing effectively,  (such  as,  incoming  calls  will  intermittently  not  be  picked  up 
and  recorded  but  will  "ring  through",  including  calls  by  Dr.  Harris  to  pick  up 
messages  left  by  patients)  : 

Therefore,  it  is  on  this  day.  May  9,  1974  ORDERED  that  Bell  refrain  from 
disconnecting  Doctor  Harris's  present  telephone  arrangement,  including  the 
Codaphone,  until  further  order  of  this  Board. 

Board  of  Public  Utility  Commissionees, 
Dated :  May  10,  1974 
[SEAL] 

Joel  R.  Jacobson, 

Commissioner. 
ATTEST : 

Ralph  C.  Caprio, 

Secretary. 
I  hereby  certify  that  the  within  document  is  a  true  copy  of  the  original  in 
the  files  of  the  Board  of  Public  Utility  Commissioners. 

Ralph  C.  Caprio, 

Secretary. 

College  of  Medicine  and  Dentistry  of  New  Jersey, 

New  Jersey  Dental  School, 
Jersey  City,  N.J.,  April  2^,  1971 
Hon.  Michael  J.  Mehr, 
Public  Utilities  Commission 
of  New  Jersey, 
Newark,  N.J. 

Dear  Sir:  T  must,  once  again,  strenuously  protest  the  arbitrary  and  vindic- 
tive harassment  I  have  been  subject  to  by  the  New  Jersey  Bell  Company.  Once 
again  my  telephone  service  has  been  threatened  with  discontinuation.  I  now 
have  reached  the  limit  of  my  patience. 

On  March  16th,  I  allowed,  under  protest,  a  "coupler"  to  be  installed  to  my 
answering  machine.  This  action  was  forced  upon  me  despite  New  Jersey  Bell's 
refusal,  or  inability,  to  factually  verify  the  "potential  danger"  of  my  Coda- 
phone to  "their  network".  Mr.  Shramm  does  admit  that  their  coupler  is  not 
100%  compatible  with  the  Codaphone  device.  This  was  proven  fact,  not  ju.st 
supposition,  as  the  coupler  New  Jersey  Bell  installed  in  my  apartment  began  to 
malfunction  two  weeks  after  installation.  On  occasion  I  was  unable  to  reach  my 
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answering  machine ;  it  simply  would  not  answer.  Other  times,  on  the  same  day, 
it  would  answer.  This  meant  that  some  people  could  not  reach  me  and  I  some- 
times could  not  receive  messages  left  by  people  who  did  manage  to  get  through 
to  the  machine.  My  initial  attempts  to  contact  Mr.  Baunach,  Manager,  Bergen 
Mall  Bell  Systems  Company,  were  fruitless.  At  first  I  was  told  he  "was  out", 
then,  he  "was  ill",  when  in  fact  he  was  away  on  company  bu.siness.  When  I  did 
succeed  in  contacting  him  he  sent  out  a  repairman.  The  machine  and  coupler 
would  not  work  for  the  repairman.  After  several  adjustments,  the  machine 
worked,  but  for  less  than  12  hrs.  It  malfunctioned  again  the  following  morning. 
The  next  night  a  repairman,  the  service  supervisor  and  Mr.  Baunach  came  to 
my  apartment.  Upon  my  insistence  the  coupler  was  removed.  The  answering 
machine  was  then  reattached  in  its  original,  trouble-free  manner.  It  has  oper- 
ated, without  problems,  on  a  24  hr.  basis,  since  Friday,  19  April,  at  7  p.m., 
just  as  it  did  for  7  months  prior  to  the  installation  of  the  coupler. 

I  feel  I  have  made  my  point.  New  Jersey  Bell  has  yet  to  prove  a  need  for  the 
coupler.  Moreover,  they  do  not  have  a  reliable  coupler  capable  of  not  causing 
my  answering  machine  to  malfunction.  Yet  they  still  insist  on  installing  a 
coupler  at  my  expense,  and  at  the  jeopardy  of  the  emergency  communication 
network  between  my  hospitals,  my  patients,  and  myself.  They  are  threatening 
to  discontinue  my  phone  service  if  I  don't  "knuckle  under".  The  use  of  such 
coercion  is  totallv  abhorrent  to  me.  I  feel  I  have  been  more  than  cooperative. 

It  is  with  the  foregoing  facts  in  mind  that  I  respectfully  request  that  New 
Jersey  Bell  be  enjoined  from  further  harassment  by  the  interuption  of  my 
telephone  service,  at  least  until  a  final  decision  from  the  hearings  is  reached. 

Thank  you  very  much  for  your  prompt  consideration  in  this  matter. 
Respectfully  yours. 

Dr.  Roger  J.  Harris, 
Assistant  Professor  of 
Oral  amd  Maxillofacial  Surgery, 

Director  of  Anesthesiology. 

Enclosure:  ^.        .,  -r. 

New  Jersey  Bell, 
Paramus,  N.J.,  April  23,  191^. 
Dr.  R.  J.  Harris, 
Fort  Lee,  N.J. 

Dear  Doctor  Harris  :  As  a  result  of  test  calls  made  to  your  telephone  (461- 
5037)  it  is  apparent  that  customer-provided  equipment  has  been  improperly 
reconnected  to  the  telephone  network.  On  April  18,  1974  you  told  me  you  planned 
to  have  this  done.  Your  telephone  is  again  being  answered  by  an  automatic 
answering  device  not  furnished  by  the  Telephone  Company  and  for  which  we 
are  not  presentlv  providing  a  connecting  arrangement.  You  will  remember  my 
visits  of  March  7  and  March  16  at  which  time  I  explained  our  Tariff  require- 
ments—that customer-provided  equipment  involving  a  direct  electrical  connec- 
tion to  our  facilities  must  be  connected  through  a  connecting  arrangement 
provided  by  the  Telephone  Company.  You  will  also  remember  I  delivered,  dur- 
ing mv  March  7  vi.sit,  a  copy  of  my  letter  of  March  1.  1974  outlining  our  Tariff 
provisions  as  outlined  in  Tariff  P.U.C.-N.J.  No.  1,  PART  I-GENERAL,  Section 
30,  Second  Revised  Page  11,  Paragraph  III.  E.l.a.  On  April  18,  at  your  insist- 
ence we  removed  our  connecting  arrangement  installed  March  16  and  lett 
your  privatelv-owned  Code-A-Phone  disconnected  from  the  network.  As  you 
know  our  Tariffs  are  developed  to  protect  the  Telephone  network  and  the 
services  this  network  provides  to  all  customers  of  the  Telephone  Company.  As 
you  also  know,  the  direct  electrical  connection  of  your  answering  machine  to 
the  network  violates  our  Tariff.  ,         .  ,  i..        mr,- 

We  are  most  willing  to  work  with  you  in  correcting  this  violation,  ihis  may 
be  accomplished  bv  obtaining  a  connecting  arrangement  from  the  Telephone 
Company  or  bv  agreeing  to  cease  using  your  customer-provided  equipment  in 
connection  with  the  telephone  network.  I  would  be  glad  to  arrange  for  the 
installation  of  the  required  connecting  arrangement. 

If  you  do  not  provide  us  with  written  notification  by  Friday,  May  3,  1974 
that  the  violation  has  been  corrected  by  one  of  the  means  specified  above,  then, 
as  provided  in  the  Tariffs,  your  service  will  be  suspended  Tuesday,  May  7,  1974. 
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Fully  recognizing  the  importance  of  your  telephone  service,  I  look  forward  to 
receiving  your  letter  and  satisfactorily  resolving  this  matter.  Should  you  have 
any  questions,  please  call  me  on  692-9958. 
Very  truly  yours, 

W.  B.  Baunach, 
Manager,  Bergen  Mall  BSC. 

[From   the  Daily  Journal,  Apr.   19,   1974] 

Dealer  Disputes  Bell  On  Faulty  Couplers 

By  Victor  Sasson 

Newark — The  N.J.  Bell  Telephone  Co.  was  informed  last  year  that  malfunc- 
tions were  resulting  from  a  device  it  forced  upon  purchasers  of  automatic  tele- 
phone answering  sets  sold  by  competitors,  a  distributor  of  the  machines  testified 
Thursday. 

Joseph  R.  Conklin,  a  Wyckoff-based  dealer  of  Code-A-Phone  answering  sets, 
appeared  to  contradict  a  statement  Wednesday  by  a  telephone  company  lawyer 
that  N.J.  Bell  was  unaware  of  problems  caused  by  the  devices  until  last  month. 
His  sworn  testimony  also  seemed  to  weaken  N.J.  Bell's  argument  that  the 
device — a  coupler — is  needed  to  protect  the  telephone  network  from  equipment 
not  manufactured  under  the  same  high  standards  of  the  telephone  company. 

Conklin  said  telephone  answering  sets  available  from  N.J.  Bell  and  its  com- 
petitors are  built  on  the  same  assembly  line  at  the  same  time  by  a  West  Coast 
firm. 

The  young,  self-made  businessman  appeared  Thursday  at  the  final  hearing 
this  month  before  the  State  Board  of  Public  Utility  Commissioners  (PUC), 
which  is  being  asked  by  a  Kenilworth  Code-A-Phone  dealer  to  wipe  out  the 
"unreasonable"  telephone  company  leasing  charges  for  the  couplers. 

More  hearings  on  the  dispute  between  Essential  Communications  Systems 
Inc.  of  Kenilworth  and  N.J.  Bell  are  scheduled  for  next  month. 

Essential  is  arguing  that  the  couplers— also  called  connectors  or  interfaces- 
represent  harassment  by  the  telepohne  company  of  customers  of  competing 
firms.  N.J.  Bell  threatens  a  cutoff  of  service  unless  it  installs  the  device. 

Only  purchasers  of  telephone  answering  sets  sold  by  independents  are  re- 
quired to  lease  the  couplers,  at  a  charge  of  up  to  $6.50  a  month  and  an  installa- 
tion fee  of  $25.  Answering  sets  obtained  from  N.J.  Bell  need  no  coupler,  the 
company  says.  ^         ^.  ^^. 

Since  a  federal  ruling  in  1968,  the  Bell  Telephone  System  has  been  fighting 
off  challenges  from  independents  who  want  to  hook  their  products  into  tele- 
phone lines  without  the  restriction  of  such  leasing  charges  for  couplers. 

N.J.  Bell  defends  the  need  for  the  couplers  by  saying  they  protect  the  tele- 
phone system  from  noise  and  surges  of  electric  current  that  power  foreign 
equipment— from  telephone  answering  sets  to  massive  computers.  The  effects 
of  the  tie-in  equipment  reduce  the  overall  quality  of  telephone  service,  accord- 
ing to  N.J.  Bell. 

In  testimony  Thursdav,  Code-A-Phone  dealer  Conklin  said  he  was    impressed 
during  a  visit  to  the  plant  of  Ford  Industries  Inc.  in  Portland,  Ore.,  supplier 
of  the  answering  sets.  .      -,     i..     ^  * 

He  said  the  onlv  component  difference  he  could  discern  in  sets  destined  for 
Bell  and  independents  was  a  Bell  insignia  afiixed  to  some  of  the  machines  after 
manufacture.  ,         .       ^.    ^   ,   .     .v,.„ 

Richard  C.  Schramm.  N.J.  Bell's  attorney,  time  and  again  ob.iected  to  this 
and  related  testimonv  from  Conklin  as  hearsay  in  an  "area  of  strict  proof"  and 
vowed,  he  would  "go  to  Portland"  in  an  effort  to  determine  the  facts. 

On  the  problems  caused  by  the  couplers,  Conklin  said  he  first  contacted  N.J. 
Bell  sometime  after  June  1973.  He  said  he  spoke  to  employes  who  repair  tele- 
phone equipment  and  others  who  he  presumed  were  N.J.  Bell  engineers. 

Schramm  again  Thursdav  cross-examined  John  Jones.  Essential's  service 
manager,  in  an  effort  to  show  that  two  types  of  coupler  cause  no  malfunctions 
in  the  answerins  sets.  ,..,.„„  i 

Essential  lawyers  and  oflScials  continue  to  insist  that  no  N.J.  Bell  coupler 
allows  the  answering  sets  to  function  completely. 
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The  Kenilworth  firm  also  has  filed  a  federal  suit  in  Camden,  alleging  that  the 
Bell  Telephone  System  is  attempting  to  monopolize  the  sale  of  telephone  equip- 
ment. The  suit  is  pending  the  outcome  of  the  PUC  hearings. 


[From    the    Daily    Journal,    Apr.    18,    1974] 

Device  Caused  Malfunction — Belx,  Admits  Phone  Ekror 

By  Victor  E.  Sasson 


"There  seems  to  be  a  lack  of  communications,"  PUC  hearing  examiner 
Michael  J.  Mehr  commented  after  the  disclosure.  "God  help  anybody  who's 
caught  in  the  middle." 

Essential  Communications  Systems  Inc.  of  Kenilworth  is  claiming  before  the 
PUC  that  hundreds  of  its  customers  were  threatened  with  a  cut-off  of  telephone 
service  unless  they  leased  a  coupler  from  Bell  for  answering  sets  supplied  by 
Essential. 

Those  customers  were  charged  up  to  $6.50  a  month  and  an  installation  fee  of 
$25  by  the  telephone  company  for  the  couplers,  also  called  connectors  or  inter- 
faces. However,  if  the  telephone  answering  set  is  obtained  from  N.J.  Bell,  no 
such  coupler  is  required. 

Essential  Communications  is  appealing  to  the  PUC  to  wipe  out  the  leasing 
charges  as  unreasonable,  claiming  that  the  couplers  repersent  harassment  of  its 
clients. 

Schramm,  the  lawyer  for  Bell,  contended  Wednesday  that  the  company  has 
identified  two  types  of  couplers  that  cause  no  problems  vpith  the  Code-A-Phone 
answering  sets  supplied  by  Essential. 

He  said  it  wasn't  until  an  Essential  customer  appeared  at  a  hearing  on  the 
dispute  in  March  and  explained  the  problems  he  was  experiencing  with  a  tele- 
phone-company-supplied coupler  that  Bell  looked  into  the  effects  of  the  device. 

Schramm  said  the  Kenilworth  company  itself  never  informed  Bell  that  cus- 
tomers were  experiencing  problems  after  the  couplers  were  installed. 

Schramm  said  Bell  told  Essential's  West  Coast  supplier  what  couplers  work 
best  with  the  answering  sets. 

Peter  Murr,  president  of  Essential,  testified  Wednesday  that  he  was  advised 
by  the  supplier  to  "wire  around"  couplers  that  caused  problems. 

H.  Laddie  Montague,  a  lawyer  for  Essential,  said  his  client's  customers 
may  be  due  a  rebate  from  Bell.  He  said  the  coupler  they  were  required  to 
lease  is  the  most  expensive  model,  while  one  of  the  two  that  reportedly  causes 
no  trouble  is  among  the  cheapest. 

Bell  claims  the  couplers  are  required  to  protect  the  telephone  system  from 
electric  current  that  powers  the  tlephone  answering  sets  and  screen  out  exces- 
sive noise.  The  company  has  never  proven,  however,  that  the  telephone  system 
needs  such  protection  from  products  that  are  not  manufactured  under  its 
control. 

The  sets  answer  the  telephone  with  a  recorded  message  and  record  a  message 
from  the  caller. 

Problems  caused  by  the  coupler,  according  to  Essential  oflScials,  are  a 
breakdown  of  the  sets  and  the  machines  running  on  and  exhausting  the  record- 
ing tape. 

Moreover,  Essential  and  other  svippliers  of  products  that  hook  into  telephone 
lines  claim  the  coupler  is  a  duplication  of  a  built-in  device  that  does  the  same 
job. 

All  telephone  answering  sets  made  after  1972  by   Ford  Industries  Inc.   of 

Portland,  Ore.,  Essential's  supplier,  have  the  built-in  conncetor.  More  than  half 

of  the  Kenilworth  firm's  69.3  customers  own  the  newer  models,  but  they've  been 

required  to  lease  an  additional  coupler  from  Bell.  One  model  of  the  answering 

•  set.  No.  700.  costs  $895. 

La.st  week,  the  California  Supreme  Court  overturned  a  California  Public 
Utilities  Commission  decision  in  a  similar  case.  It  ordered  that  state's  telephone 
companies  to  supply  the  couplers  at  no  charge  to  customers  of  a  firm  that 
supplies  telephone  tie-in  systems. 
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John  Jones,  Essential's  service  manager,  testified  Wednesday  under  cross- 
examination  on  how  he  ties  in  the  answering  sets  to  tlephone  lines  and  circum- 
vents couplers  supplied  by  N.J.  Bell. 

Telephone  company  officials  have  asserted  a  decision  in  favor  of  allowing 
Essential  and  other  independents  to  telephone  lines  free  of  N.J.  Bell  control 
could  cause  boosts  for  basic  service. 

Lawyers  for  Essential  Wednesday  strongly  discounted  that  claim  and  said 
a  New  York  telephone  co.  disclosed  i-ates  probably  would  go  down  for  all  types 
of  service  because  of  increased  competition. 

[From   the   Daily   Journal,   Apr.    17,    1974] 

Phone  Devices  Challenge  Sties  Rate  Hike  Threat 

By  Victor  E.  Sasson 

Newark — Higher  costs  for  basic  telephone  service  may  hinge  on  the  outcome 
of  a  dispute  pitting  a  fledgling  Kenilworth  firm  against  the  N.J.  Bell  Telephone 
Co.,  a  telephone  company  lawyer  asserted  Monday. 

Richard  Schramm,  the  attorney,  said  that  if  independents  are  allowed  to 
supply  lucrative  telephone-related  services  free  of  telephone  company  control 
N.J.  Bell  may  have  to  "raise  prices  (for  basic  telephone  service)  to  meet  the 
loss  of  dollars." 

He  contended  independents  who  offer  products  ranging  from  automatic  tele- 
phone answering  devices  to  sophisticated  computers  that  are  hooked  into  tele- 
phone lines  are  "taking  the  more  profitable  aspects"  of  the  business  and  N.J. 
Bell  will  be  "stuck  with  having  to  provide  basic  service  because  we  are  a 
utility." 

The  telephone  company  presently  is  being  challenged  before  the  State  Board 
of  Public  Utility  Commissioners  (PUC)  by  Essential  Communications  Systems 
of  Kenilworth,  a  distributor  of  Code-A-Phone,  a  telephone  answering  set  made 
by  Ford  Industries  Inc.,  N.J.  Bell  also  buys  the  devices  from  Ford  and  leases 
them  to  subscribers. 

At  issue  at  PUC  hearings  that  resumed  Monday  and  will  continue  today  and 
Thursday  is  a  charge  by  the  Kenilworth  company  that  N.J.  Bell  unnecessarily 
requires  customers  who  buy  the  device  from  Essential  to  lease  a  connector  from 
the  telephone  company. 

N.J.  Bell  charges  a  $25  installation  fee  and  from  $3.50  to  $6.50  a  month  for 
the  connector,  although  it  does  not  require  the  same  connector  if  the  customer 
leases  the  answering  sets  from  the  telephone  company. 

Essential  is  asking  the  PUC  to  wipe  out  these  charges  because  they  are  un- 
reasonable and  represent  harassment  of  its  clients.  Moreover,  the  connector 
renders  the  answering  device  inoperable  to  some  degree  and  is  a  duplication  of 
a  built-in  connector,  the  company  says. 

PUC  Hearing  Examiner  Michael  J.  Mehr,  who  played  host  to  a  Seton  Hall 
University  Law  School  class  at  the  hearing  Monday,  noted  the  dispute  is  a 
"test  case"  with  "big  money"  and  "serious  issues"  riding  on  the  outcome. 

He  said  it  focuses  on  whether  a  regulated  company  such  as  N.J.  Bell  can 
survive  in  the  same  market  with  unregulated  companies  such  as  Essential 
Communications  that  are  free  to  pick  the  "gravy"  while  the  telephone  company 
must  serve  "everybody."  ^r  t    -r.  n   • 

Meanwhile,  Peter  Murr.  president  of  Essential,  told  a  reporter  N.J.  Bell  is 
attempting  to  "drag  out  (the  hearings  before  the  PUC)  until  we're  bankrupt, 
which  isn't  too  far  off."  ^  •  ,  ^     i.^. 

He  was  asked  to  react  to  a  comment  by  a  telephone  company  official  to  the 
reporter  that  the  hearings  will  continue  "to  next  Christmas." 

Murr  already  has  asked  the  PUC  to  relieve  him  of  full  responsibility  for  pay- 
ing for  the  transcript  of  the  hearings,  a  sum  of  several  hundred  dollers.  Hearing 
Examiner  Mehr  said  he  will  suggest  to  the  PUC  board  that  the  telephone  com- 
pany pav  part  of  the  cost.  ^        .,  4. 

The  devices  sold  bv  the  Kenilworth  firm  answer  the  phone  when  the  party 
is  absent,  supply  a  recorded  message  and  then  record  a  message  on  tape  from 
the  caller. 
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In  testimony  Monday,  Murr  was  cross-examined  by  the  telephone  company 
lawyer  on  the  quality  control  procedure  followed  by  his  firm  before  the  devices 
are  sold  to  customers  and  other  technical  matters. 

Murr  put  off  many  of  the  questions,  saying  he  isn't  an  expert,  and  referred 
them  to  John  Jones,  Essential's  service  manger,  who  is  expected  to  testify  today. 

However,  Murr  alleged  that  the  telephone  company  flubs  on  90  per  cent  of  the 
connectors  that  are  the  focus  of  the  dispute. 

Schramm,  the  telephone  company  lawyer,  said  the  connectors  were  required 
to  protect  the  telephone  system  and  to  make  clear  to  customers  of  Essential 
and  other  firms  that  N.J.  Bell  will  not  assume  responsibility  for  repay-ing 
equipment  supplied  by  independents. 

More  than  half  of  Essential's  nearly  700  customers  are  forced  to  lease  the 
connector  from  N.J.  Bell  oflScials  said,  while  the  remainder  own  older  models 
manufactured  before  1972  that  actually  need  such  an  external  connector  to 
function. 

The  telephone  company  itself  leases  the  answering  sets  to  about  1,500 
customers. 

The  battle  between  the  Bell  Telephone  System  and  the  independents  has  been 
brewing  since  1965,  when  the  Federal  Commimications  Commission  ruled  that 
Bell  was  acting  improperly  in  barring  outside  companies  from  tying  into  tele- 
phone lines. 

Essential  Communications  also  has  filed  a  suit  in  federal  court  in  Camden, 
charging  Bell  with  violating  the  anti-trust  laws  and  seeking  treble  damages. 
The  court  has  asked  the  PUC  to  decide  whether  the  charges  to  customers  of 
the  Kenilworth  firm  are  reasonable  before  it  takes  up  the  suit. 

The  PUC  hearings  this  week  follow  a  series  of  conferences  between  the  parties 
and  hearings  that  were  initiated  by  Essential  in  May  1973. 

Essential  Communication  Systems,  Inc. 

Kenilworth,  N.J.,  April  6,  1913. 
(Attention:  Mr.  Thomas  Carter,  President) 
North  American  Teleiphone  Association, 
Dallas,  Tex. 

Dear  Me.  Carter  :  Ken  Johnson  of  Communications  Design  Inc.  in  New  Jersey 
referred  us  to  you  and  suggested  that  we  keep  you  posted  on  our  activities  as 
follows : 

We  have  retained  the  law  firm  of  David  Berger  P.A.  1622  Locust  Street, 
Philadelphia,  Pennsylvania  19103  to  represent  us  in  a  suit  involving  AT&T  and 
New  Jersey  Bell. 

The  suit  revolves  around  the  fact  that  as  CODE-A-PHONE  Telephone 
Answering  System  dealers  within  the  State  of  New  Jersey,  Jersey  Bell  is 
hampering  our  efforts  to  sell  our  CODE-A-PHONE  products  outright  to  the 
consumer,  whereas  they  themselves  connect  the  CODE-A-PHONE,  the  same 
CODE-A-PHONE  products  without  the  use  of  interconnect  devices.  This  letter 
is  really  to  inform  you  of  our  pending  action  and  to  let  you  know  that  we 
would  appreciate  any  suggestions,  help,  or  comments  that  you  can  give  us  that 
might  aid  us  in  our  litagation. 
Sincerely, 

Peter  H.  Murr, 

President. 

March  18,  1972. 
Mr.  C.  R.  Benjamin, 
N.J.  Bell  Telephone  Co., 
Red  Bank,  N.J. 

Dear  Mr.  Benjamin  :  We  have  a  complaint  from  subject  customer  that  your 
men  cut  wires  leading  to  our  CODE-A-PHONE  Model  540  connected  to  subject 
telephone  line.  Would  appreciate  your  calling  us  at  276-2400  with  regards  to  this 
matter,  before  the  next  FCC  Interconnect  meeting  which  takes  place  on  Tues- 
day, March  21,  1972. 
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We  think  it  important  that  you  be  apprised  of  the  latest  developments  per- 
taing  to  15  FCC  2d  605,  18  FCC  2d  871. 

Additionally,  I'm  sure  you  certainly  don't  condone  the  practice  of  your  men 
cutting  wires  and  threatening  customer  with  discontinuance  of  his  telephone 
service. 

Sincerely, 

Peter  H.  Murb, 

President. 

[From    the    Daily    Journal] 

Unfair  Business  Practice — The  Telephone  Company  Uses  Its  Power 
Against  Consumers  and  Competitors 

The  New  Jersey  Bell  Telephone  Co.  is  forcing  those  customers  who  purchase 
telephone  answering  machines  from  independent  manufacturers,  rather  than 
rent  them  from  NJBT,  to  secure  an  add-on  device  called  a  coupler  for  a  $25 
installation  fee  and  a  monthly  charge  that  adds  up  to  $78  per  year.  If  the  con- 
sumer rents  a  similar  product  from  Bell,  there  is  no  additional  need  for  a 
coupler.  What  it  adds  up  to  is  an  effort  to  bludgeon  buyers  of  the  answering 
sets  into  renting  from  Bell  in  order  to  drive  the  independent  firms  off  the 
market. 

The  answering  machines  answer  the  telephone  with  a  recorded  message,  and 
then  record  a  message  from  the  caller.  Bell  apparently  has  a  full-scale  Dick 
Tracy  operation  going  on  to  detect  non-Bell  sets.  Those  who  have  them  are  told 
to  get  the  Bell  add-on  coupler  or  their  telephones  will  be  shut  off. 

The  State  Board  of  Public  Untility  Commissioners  (PUC)  will  rule  momen- 
tarily on  a  precedent-setting  case,  which  would  permit  a  Fort  Lee  surgeon  to 
run  his  machine  without  a  coupler.  Dr.  Roger  Harris  ordered  the  Bell  coupler 
removed  from  his  non-Bell  answerer  because,  he  says,  the  contraption  disabled 
his  machine,  preventing  him  from  receiving  emergency  messages. 

Bell  claims  that  it  needs  to  install  the  add-on  devices  to  prevent  electric 
power  surges  and  excessive  noise  from  damaging  its  equipment.  Nevertheless, 
last  April  the  telephone  company  admitted  in  hearings  before  the  PUC  that  for 
more  than  two  years  its  own  devices  caused  malfunctions  in  automatic  answer- 
ing sets.  The  company  now  claims  it  has  licked  the  problem  and  declares  that 
its  add-on  devices  have  stopped  wrecking  the  answering  set  equipment  obtained 
from  the  other  firms. 

Spokesmen  for  some  of  the  independents  argue  back  that  even  if  this  were 
so,  just  because  the  Bell  couplers  may  no  longer  disturb  the  innards  of  inde- 
pendently manufactured  answering  sets — itself  a  questionable  claim,  given  Dr. 
Harris'  problem — it  hardly  shows  that  the  machines  are  necessary  to  protect 
Bell's  lines.  As  The  Journal  has  reported  (April  18)  "the  company  has  never 
proven  .  .  .  that  the  telephone  system  needs  such  protection  from  products  that 
are  not  manufactured  under  its  control." 

The  PUC  issued  a  temporary  ruling  on  Monday  that  Bell  may  not  disconnect 
the  doctor's  telephone,  and  will  shortly  rule  on  the  broader  question  of  whether 
couplers  must  be  connected  to  the  non-Bell  telephones. 

A  ruling  in  favor  of  Dr.  Harris  could  be  the  first  step  to  encourage  more 
independent  outfits  like  Essential  Communications  Systems  Inc.  of  Kenilworth 
to  get  into  this  field,  provide  more  jobs  for  people  in  this  area,  and  probably 
lower  the  cost  of  the  devices. 

New  Jersey  Bell  should  price  its  devices  competitively,  instead  of  coercing 
consumers  and  gunning  down  the  independents  through  its  quasi-monopolistic 
market  position. 
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Eastern  Outboard  Parts  Corp., 

Fairfield,  N.J.,  April  2,  1974- 
Public  Utilities  Commission, 
Newark,  N.J. 

My  Dear  Sir  :I  am  writing  to  you  as  I  am  rather  upset  over  an  injustice  in 
the  way  the  New  Jersey  Bell  Telephone  Company  conducts  their  business. 

For  12  years  we  have  had  on  rental  from  the  Bell  System  their  Code-a-phone 
model  700 ;  which  is  manufactured  by  Ford  Industries  out  in  Oregon.  This  unit 
has  been  installed  directly  to  the  phone  lines  without  any  major  problems 
during  this  12  year  period. 

Since  our  business  has  been  increasing  thru  the  years,  we  decided  to  add 
a  second  code-a-phone  to  our  system.  But,  instead  of  leasing  it  from  the  phone 
company  we  purchased  it  directly  from  Essential  Communications,  who  are 
distributors  for  Ford  Industries.  The  units  that  we  have  purchased  are  identical 
to  the  ones  supplied  by  the  phone  company. 

After  the  units  were  installed  the  phone  company  advised  me  that  I  must 
have  a  special  coupler  for  each  unit  in  order  to  protect  the  phone  company 
equipment.  The  installation  charge  is  $20.53.  These  couplers  which  I  must  rent 
from  the  phone  company  will  cost  $6.42  per  month  for  each  one,  and  since  I 
have  2  code-a-phones  I  will  need  2  couplers. 

I  was  advised  that  if  I  do  not  provide  the  specifications  for  the  couplers 
within  24  hours  that  my  phone  service  will  be  discontinued.  I  presently  spend 
in  the  neighborhood  of  $800.00  per  month  for  service  and  have  paid  my  bills 
promptly  for  25  years.  I  think  that  this  is  l  disgraceful  way  to  be  treated.  Miss 
Smith  was  our  contact  at  the  phone  company  and  while  I  do  not  know  her 
address  she  was  reached  at  the  672-9900  Ext.  102  number. 

If  the  equipment  that  we  are  using  was  not  the  same  and  I  mean  identical,  to 
the  equipment  being  provided  by  the  phone  company  or  if  it  were  equipment 
that  was  not  endorsed  by  the  phone  company  then  I  don't  think  I  would  have 
any  complaint.  But,  with  identical  equipment  why  are  they  trying  to  take  me 
over  the  coals  for  $12.84  per  month  for  no  apparent  reason. 

I  think  this  in  some  way  must  be  a  violation  of  Anti-Trust  Laws. 

We  would  appreciate  it  if  you  would  look  into  this  matter  and  advise  us. 
Hoping  to  hear  from  you  soon,  we  remain. 
Yours  very  truly, 

William  S.  Montag, 

Vice  President. 

Eastern  Outboard  Parts  Corp., 

Fairfield,  N.J.,  April  8,  191J,. 
Hon.  Anthony  Grosso, 
Newark,  N.J. 

Dear  Mr.  Grosso  :  Please  refer  to  my  letter  of  April  2nd.  regarding  the  fact 
that  the  Telephone  Company  has  forced  us  to  install  two  couplers  on  some 
automatic  answering  devices,  these  are  the  same  telephone  answering  devices 
which  they  had  installed  12  years  without  couplers. 

These  couplers  were  installed  on  Friday  which  necessitated  the  reinstallations 
of  the  two  code-a-phones  which  we  now  own.  In  trying  to  reconnect  our  code-a- 
phones  to  their  couplers,  we  found  that  they  had  installed  couplers  that  are 
not  functioning  properly.  I  know  this  can  be  construed  as  a  simple  error  on 
their  part  but,  it  can  also  be  taken  as  harassment  because  we  did  not  lease  this 
equipment  from  them.  ^,.   ^  ^,  •^^ 

When  they  finally  come  to  install  the  correct  coupler,  I  know  that  they  will 
disconnect  my  automatic  telephone  once  again  necessitating  several  hours  of 
lost  service  and  inconvenience  until  we  are  able  to  get  the  company  who  sold 
us  this  equipment  back  here  to  reinstall  the  code-a-phones  into  the  couplers. 
I  really  think  we  are  getting  a  rip-off.  please  help  us.  Thank  you. 
Yours  very  truly,  ^    ,^ 

William  S.  Montag, 

Vice  President. 
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Tele/Resoitbces   Inc., 
White  Plains,   N.Y.,   April   1,,   1974. 
Mb.   Gerald   Hellebman, 
Special  Financial  Advisor, 

Senate  Subcommittee  on  Antitrust  and  Monopoly, 
Washington,  D.C. 

Dear  Mr.  Hellerman  :  I  am  forwarding  this  letter  and  copies  of  my 
previous  correspondence  with  Mr.  Bill  Barrett  of  the  FCC  in  response  to 
Senator  Hart's  request  for  information  regarding  Telephone  Company  com- 
petitive policies  and  practices.  For  your  further  reference,  I  am  also  including 
information  on  some  of  the  technical  problems  facing  interconnect  compa-nies 
in  their  competition  with  the  operating  Telephone  Companies.  I  hope  this 
material  is  helpful  to  the  Subcommittee's  efforts,  and  I  will  forward  further 
information  as  it  comes  to  my  attention. 

CDH    TECHNICAL    PROBLEMS 

Since  the  large  majority  of  our  interconnect  sales  are  T/R  System  32 
electronic  PABX's,  we  are  primarily  concerned  with  the  installation  and 
operation  of  the  CDH  voice  connecting  arrangement.  That  VCA  continues  to 
generate  problems — as  indicated  below. 

INADVERTENT     DISCONNECTS 

Toward  the  end  of  last  year,  while  investigating  cases  of  false  discon- 
nects on  some  of  our  installed  PABX's,  we  determined,  and  AT&T's  engi- 
neering staff  confirmed,  that  CDH's  installed  at  customers'  locations  which 
were  long  distances  from  the  serving  Central  OflSce  were  subject  to  momen- 
tary opens  of  the  CBS  1  and  CBS  2  leads.  When  our  electronic  equipment 
senses  these  open  leads  (a  condition  supposed  to  occur  only  at  the  conclusion 
of  a  call),  the  station  is  disconnected. 

The  condition  is  further  aggravated  during  periods  of  busy  Central  Office 
traffic  when  the  line  voltage  drops — making  the  CDH  even  more  susceptible 
to  these  false  disconnects. 

TOLL    DIVERSION 

In  my  earlier  letters  to  Mr.  Barrett,  I  catalogued  some  of  the  problems  we 
have  encountered  with  Telephone  Company  toll  diversion.  One  of  the  subjects 
I  mentioned  was  the  minimum  length  of  the  CDH  contact  closure  associated 
with  the  dialing  of  a  toll  call.  Originally  the  closure  time  was  defined  by 
AT&T  as  500  milliseconds,  then  changed  to  250  ms,  and  now  I  understand, 
the  specification  calls  for  50  ms.  In  actual  fact,  where  New  York  Telephone 
Company  has  installed  toll  diverted  trunks  terminating  in  T/R  System  32 
PABX's,  there  is  often  no  contact  closure  provided  at  all.  For  T/R  to  provide 
reliable  toll  diversion  on  the  basis  of  such  unreliable  input  is  virtually  im- 
possible. And  the  problem  is  compounded  by  our  inability  to  get  accurate  and 
timely  information  regarding  toll  diversion  from  New  York  Telephone  person- 
nel. The  only  way  to  find  out  how  and  if  toll  diversion  will  work  for  a 
specific  customer  is  to  have  it  installed.  This  uncertainty  is  unfair  to  Tele/ 
Resources  and  its  prospective  customers. 

LOW    VOLUME 

In  some  instances,  after  we  install  a  PABX.  our  customers  have  difficulty 
hearing  on  some  or  all  outside  calls.  Occasionally,  judging  from  our  trans- 
mission measurements,  it  seems'  likely  that  repeaters  or  other  amplifying 
eqviipment  have  been  removed  from  the  trunk  lines  coincident  with  the 
installation  of  the  customer-owned  PABX's  at  existing  locations  or  consciously 
omitted  from  installations  at  new  locations.  In  these  cases,  we  negotiate  with 
the  Phone  Company  to  bring  transmission  volumes  up  to  a  satsifactory  level. 
In  other  cases,  the  very  fact  that  there  is  no  automatic  gain  built  into  the 
CDH  similar  to  that  inherent  in  conventional   "500   type"   telephone  instru- 
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ments,  puts  interconnect  installations  as  a  disadvantage.  In  other  words,  a 
telephone  set  directly  connected  to  the  Central  OflSce  line  can  compensate 
automatically  (within  limits)  for  continual  or  intermittent  drops  in  trans- 
mission levels,  amplifying  the  conversation  when  necessary  to  allow  the  user 
to  hear  at  a  constant,  acceptable  level.  Interconnected  PABX  extension  tele- 
phones, on  the  other  hand,  never  get  the  opportunity  to  employ  "automatic 
gain,"  since  they  are  blocked  from  the  Central  Oflfice  line  by  the  CDH  device. 
In  lieu  of  certification  or  passive  connecting  devices,  the  VCA  itself  should 
have  automatic  gain  so  as  not  to  discriminate  between  interconnected  and 
Telephone  Company  users. 

RE-RING    OPTION 

The  CDH  has  an  option  strap  to  allow  or  preclude  the  passing  of  ringing 
signal  through  to  the  PABX.  Since  our  electronic  PABX  uses  low  voltage  tone 
signalling,  we  choose  the  "No  Re-Ring"  option  and  generate  the  tone  signalling 
ourselves.  Unfortunately,  the  No  Re-Ring  option  strap  generates  unwanted 
trunk  noise,  and  puts  the  burden  of  another  CDH-caused  technical  problem 
on  our  interconnected  PABX  equipment. 

MAINTENANCE     PROBLEMS 

Much  has  been  said  regarding  the  comparative  trouble  rates  for  customer- 
provided  and  Telephone  Company-provided  equipment.  AT&T  alleges  that 
interconnected  equipment  produces  more  frequent  and  more  serious  problems 
than  Bell  Equipment  and  thus  poses  a  threat  to  the  network  (without  the  pro- 
tection of  VCA's).  Based  on  the  ongoing  maintenance  service  that  we  provide 
by  contract  to  each  of  our  more  than  300  PABX  customers,  however,  we  have 
reason  to  believe  that  the  opposite  is  true.  Since  we  offer  as  an  integral  part 
of  our  maintenance  service  to  fix  T/R  troubles  and  to  report  and  coordinate 
the  repair  of  all  troubles,  customers  more  often  than  not  report  their  Tele- 
phone Company  troubles  to  us. 

FREQUENCY    OF    TROUBLES 

Although  we  have  no  record  of  Bell's  total  trouble  experience  with  their 
PABX  customers,  we  can  nonetheless  make  some  interesting  observations. 
Tele/Resources  contract  maintenance  rates  have  always  been  self-supporting, 
and  as  such,  are  often  significantly  higher  than  those  quoted  by  other  inter- 
connect companies.  Yet  while  T/R's  maintenance  rates  fully  cover  its  main- 
tenance expense,  these  rates  (translated  into  a  per  cent  of  equipment  cost) 
are  less  than  Bell's  maintenance  costs  derived  from  the  Uniform  Systems  of 
Accounts  information  on  file  with  the  FCC.  And  this  favorable  comparison 
exists  in  spite  of  the  fact  that  the  voice  connecting  arrangement  accounted 
for  24%  of  all  Telephone  Company  problems  reported  to  T/R  over  a  three 
month  period  (November  1973- January  1974)  and  the  fact  that  coordination 
with  the  Telephone  Company  adds  significantly  to  the  time  and  cost  expended 
by  T/R's  maintenance  personnel.  The  costs  of  VCA  repair  and  inter-company 
coordinaton  are  presumably  not  reflected  in  AT&T's  maintenance  expense. 

SERIOUSNESS     OF     TROUBLES 

A  Study  taken  of  all  trouble  calls  reported  to  T/R  from  November  1,  1973  to 
January  31,  1974  revealed  the  following: 

Approximately  23%  of  all  troubles  reported  to  T/R  were  Telephone  Com- 
pany troubles. 

Telephone  Company  problems  accounted  for  73%  of  all  trouUes  reported  to 
T/R  that  ivere  not  cleared  the  same  business  day. 

54%  of  all  Telephone  Company  problems  reported  to  T/R  took  2  to  5  days 
to  repair. 

The  above  comparison  either  indicates  that  Telephone  Company  problems 
are  more  severe  than  those  caused  by  interconnect  equipment  or  that  Tele- 
phone Companies  are  providing  "second-class  service"  to  interconnect  cus- 
tomers (on  30%  of  all  problems  reported  by  T/R  to  the  Telephone  Company, 
we  received  no  callback  whatsoever  on  the  status  of  repair  work)  or  both. 

EXAMPLE-TELCO    PROBLEM 

Tele/Resources  has  not  attempted  to  ascertain  or  document  cases  of 
service  problems  caused  by  Telephone  Company  deliberate  action  or  extreme 
carelessness,  but  a  recent  letter  (Exhibit  I)  by  Falstrom  Company,  one  of  our 
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customers,   is   at   least   one   example   of   serious   Telephone    Company-caused 
problems. 

MAINTENANCE    OF    SERVICE    CHARGE 

By  current  tariff  provisions,  Bell  Companies  are  entitled  to  render  a 
"maintenance  of  service"  charge  vphenever  they  are  called  to  an  intercon- 
nected customer's  premises  and  find  no  trouble  in  their  equipment  (not  when 
the  trouble  is  proven  to  be  in  the  interconnected  equipment).  See  Exhibit  II. 
This  practice  is  questionable  enough,  but  in  actual  practice,  customers  have 
been  erroneously  billed  this  charge  simply  because  Telephone  Company  re- 
pairmen have  not  had  the  skill  or  experience  to  properly  diagnose  a  problem 
in  their  equipment.  Futhermore,  we  have  had  many  experiences  wherein  'Our 
repairmen  have  had  to  explain  the  operation  of  CDH  equipment  to  in- 
experienced Bell  people.  In  these  cases,  the  Telephone  Company  should  be 
liable  for  Tele/Resources'  expenses  in  helping  diagnose  and  explaining  how 
to  repair  problems  in  Telephone  Company  equipment. 

UNFAIR    TELEPHONE    COMPANY    POLICIES 

Adding  to  the  technical  and  service  problems  described  above  are  examples 
of  Telephone  Company  policies,  practices  and  prices  which  we  regard  as  dis- 
criminatory. I  have  covered  some  of  these  in  previous  correspondence  with 
Mr.  Barrett,  but  I  believe  they  bear  repeating  here. 

SEPERATE    CONNECTING    DEVICES    FOR    VOICE    &    DATA 

Low  speed  data  generated  by  a  terminal  which  is  electrically  connected  to 
a  customer-owned  PABX  extension  can  physically  pass  through  a  CDH  with 
no  problem.  It  is,  however,  against  the  tariff  to  pass  data  through  a  voice 
connecting  arrangement.  Since  there  has  not  been  a  combined  voice-data 
coupler  available  in  the  last  4  years,  our  customers  have  been  precluded  from 
using  PBX  stations  to  pass  data  over  WATS  trunks,  tie  lines,  etc.,  whereas 
Telephone  Company  customers  have  had  this  option. 

Now  I  understand  that  there  will  be  a  CBF  coupler  which  can  be  added  to 
the  CDH  to  allow  this  service.  New  Jersey  Bell,  however,  is  estimating  that 
the  rate  for  the  CBF  may  equal  that  of  the  CDH — thus  imposing  a  double 
economic  burden  where  none  now  exists  for  Telephone  Company  customers. 

TOUCH    TONE    SURCHARGE 

It  is  the  policy  of  New  York  Telephone  to  apply  a  surcharge  for  Touch 
Tone  service  on  Central  OflSce  lines  serving  customer-owned  PABX's.  This 
surcharge  does  not  apply,  however,  to  lines  serving  Telephone  Company- 
provided  PABX's.  Instead,  there  is  a  modest .  surcharge  applied  directly  to  the 
equipment  itself.  This  equipment  surcharge  is  the  equivalent  of  the  addi- 
tional cost  an  interconnect  company  must  add  to  its  equipment  in  order  to 
make  it  compatible  for  Touch  Tone.  Therefore,  the  line  surcharge  applied  only 
to  interconnect  is  discriminatory. 

CDH    LOCATION 

Southern  New  England  Telephone  Company  requires  that  the  CDH's  be 
located  no  more  than  20  feet  from  the  entrance  of  the  Telephone  Company 
lines.  No  such  restriction  applies  to  the  location  of  Telephone  Company  PABX 
equipment.  This  discriminatory  policy  imposes  an  extra  cost  on  the  inter- 
connect company  for  nmning  cable  from  the  CDH  locaton  to  the  location  the 
customer  has  chosen  for  his  switching  equipment. 
Unfair  Telephone  Company  Pricing 

VCA    RATES 

The  most  onerous  burden  to  the  interconnect  industry  since  its  inception 
is  the  cost  of  the  voice  connecting  arrangement.  At  a  rate  of  $9.34  per 
month  per  trunk  in  New  York,  the  couplers  can  easily  account  for  1/3  of  an 
interconnect  customer's  total  ten-year  cost  for  PABX  equipment  and  main- 
tenance. 

LOW    COST    TARIFFS    FOR    COMPETITIVE    PBX    AND    STATION    EQUIPMENT 

In  spite  of  the  fact  that  their  rates  have  gone  up  approximately  53%  in 
the   last  4   years,   New   York   Telephone   is   introducing   new   PBX   and   key 
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equipment  tariffs  at  pre-inflation  prices.  Only  the  competitive  services  are 
experiencing  these  price  rollbacks,  and  the  new  rates  are  used  only  when 
competition  threatens.  Those  customers  not  considering  competitive  pro- 
posals are  usually  served  by  equipment  at  the  established,  higher  rates. 

Tele/Resources,  along  with  other  New  York  interconnect  companies,  has 
challenged  the  latest  PBX  tariff  before  the  PSC.  We  intend  to  show  that  the 
Telephone  Company  is  using  improper  equipment  costs  and  operating  ex- 
pense factors  to  arrive  at  a  deflated  revenue  requirement.  We  further  intend 
to  show  that  no  consideration  was  given  to  the  lost  revenue  and  premature 
retirement  expense  resulting  from  change-outs  of  existing,  equivalent,  higher- 
tariffed  equipment. 

COST    OF    LEASED    LINES 

New  York  Telephone  Company  retains  the  right  to  quote  a  special  mileage 
rate  for  off-premise  stations  and  tie  lines  connected  to  customer-owned  equip- 
ment— even  where  the  identical  facilities  are  used  as  would  be  with  Tele- 
phone Company  equipment.  Three  recent  examples  where  exorbitant  prices 
were  estimated  for  leased  lines  are : 

Denby's  Department  Stores;  Albany,  N.Y. ;  Up  to  $1500/Mo.  in  Special 
Charges 

Skidmore  College;  Saratoga  Springs,  N.Y. ;  $350/Mo.  in  Add'l  Chgs. 

Yonkers  Savings  Bank ;  Yonkers,  N.Y. ;  Twice  the  Rate  for  TelCo  Circuits 

The  Telephone  Company  representative  in  the  last  example  was  William 
Schalmaning.  Further  details  regarding  all  3  accounts  are  available  if  de- 
sired. 

In  each  of  these  cases,  the  Telephone  Company  backed  down,  but  only 
after  our  expenditure  of  much  time,  trouble  and  expense — and  in  one  case, 
PSC  intervention.  We  don't  know  how  many  jobs  we  have  lost  because  of  this 
dubious  policy. 

ATTXILIAEY    LINE    COUPLER    COST 

The  cost  for  a  C2ACP  (the  coupler  to  servev  an  auxiliary  Central  Office 
line)  in  Southern  New  England  Telephone  territory  is  approximately  $14  per 
month  for  common  equipment  and  $'Vmonth  for  each  line.  Since  we  normally 
have  only  one  or  two  auxiliary  lines  to  an  account,  this  rate  is  an  unneces- 
sary penalty  on  our  customers — particularly  in  view  of  the  fact  that  the 
common  equipment  referred  to  in  this  rate  is  the  same  as  that  used  for 
CDH  couplers.  Usually  no  additionel  common  equipment  is  required  when  the 
Telephone  Company  installs  a  C2ACP  at  one  of  our  customer's  locations. 

Unfair  Telephone  Company  Practices 

INSTALLATION     DUE    DATES 

New  York  Telephone  like  most  operating  companies,  requires  all  requests 
by  interconnect  companies  on  behalf  of  their  customers  to  be  in  writing.  They 
do  not  have  this  requirement  for  customers  with  Telephone  Company— pro- 
vided systems.  Besides  the  administrative  burden  it  places  on  the  intercon- 
nect company,  this  policy  also  has  the  effect  of  delaying  installations  for  in- 
terconnect customers.  For  example,  T/R's  processing,  typing  and  mailing  a 
request  for  an  auxiliary  line,  plus  delivery  time  and  processing  time  by  the 
Telephone  Company  add  3-5  days  to  the  normal  5-day  interval.  And  this  does 
not  take  into  account  the  often  extended  delivery  dates  and  installation  time 
for  the  voice  connecting  arrangements. 

Mr.  William  Von  Alven  of  the  FCC  staff  received  an  interesting  insight  into 
this  problem  when  on  January  13,  1974  he  watched  T/R  prepare  for  an 
exhibit  at  the  FCC  the  following  day.  In  what  proved  to  be  an  example  of 
an  all-too-familiar  pattern,  T/R  unloaded,  installed  and  tested  a  T/R  System 
32  PABX  in  one  hour  and  waited  four  more  hours  until  Chesapeake  and 
Potomac  repairmen  got  the  two  previously-installed  trunks  and  CDH's  in 
proper  working  order. 

As  only  one  example  of  an  installation  which  typifies  our  recurring  prob- 
lems with  Telephone  Company  personnel,  I  have  included  a  rough  chronology 
of  notes  tracing  the  installation  job  for  Clifford  Broman  &  Son,  Inc.  of 
Babylon,  L.I.   (See  Exhibit  III) 
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ADVEBTISING 

Although  AT&T  has  complained  about  misleading  advertising  on  the  part  of 
interconnect  companies,  we  might  level  the  same  charge  at  New  York  Tele- 
phone Company.  One  recent  newspaper  advertisement  touted  a  "New  Gene- 
ration of  PBX"s"  and  then  went  on  to  describe  the  770  and  812  PABX's  as  if 
they  represented  a  technological  breakthrough  rather  than  the  modification  of 
existing  crossbar  and  semi-electronic  systems  which  they  are. 

Another  advertisement  asks  "^^^ly  Should  You  Talk  to  a  New  York  Tele- 
phone Communications  Consultant  Before  You  Sign  a  Contract  for  a  New 
Phone  System?"  The  answer:  "For  Protection" — implying  the  harm  which 
may  befall  a  business  in  the  event  they  go  interconnect.  In  the  body  of  j;he 
copy  are  other  questionable  statements  like,  "we  take  care  of  insurance  and 
taxes."  Including  the  sales  and  use  tax? 

CABLE     PURCHASE 

On  the  infrequent  occasions  where  we  inquire  about  purchasing  in-place 
Telephone  Company  inside  wiring,  we  continue  to  get  exorbitant  prices  quoted 
only  after  long  delays  and  harassment  during  the  installation  process.  The 
latest  such  example  occurred  during  our  negotiations  for  and  installation  of 
the  Holiday  Inn  at  John  F.  Kennedy  Airport. 

SPECIFIC    EXAMPLES    OF    UNFAIB    SELLING    PRACTICES 

TruMn-SillcocK's — Centrex 

In  spite  of  the  fact  that  Centrex  Service  offers  a  sharing  of  (usually 
Central  Office)  switching  equipment  among  all  Centrex  station  users  (a 
practice  confirmed  by  New  York  Telephone  stafiE  personnel),  one  "misin- 
formed" New  York  Telephone  salesman  represented  to  one  of  our  prospects 
that  his  Centrex  offering  would  allow  100%  simultaneous  calling.  He  made  the 
mistake  of  stating  that  misrepresentation  in  writing  (Exhibit  IV),  and  we 
could  rectify  the  error.  How  many  others  make  similar  verbal  representations 
which  help  them  win  the  sale? 
Salvation  Army — Fear  of  Lost  Donation 

Working  through  Coopers  and  Lybrand,  acting  as  consultant  to  Salvation 
Army  Headquarters  in  Manhattan,  we  bid  a  PABX  in  competition  with  New 
York  Telephone  and  lost  the  sale.  The  reason,  according  to  the  Coopers  & 
Lybrand  representatives,  was  strictly  because  the  Telephone  Company  im- 
plied that  it  would  have  to  withdraw  its  sizable  annual  donation  to  the 
Salvation  Army. 

Not  only  should  this  be  an  anti-trust  violaton,  but  it  also  raises  the 
question  of  the  legality  of  a  donation  in  the  first  place.  On  what  basis  does  the 
Telephone  Company  forward  its  subscriber's  money   on  to  charity? 

Thriftpak  Food  Services — Fear  of  Poor  Service 

One  prospective  T/R  customer,  Thriftpak  Services  in  Long  Island,  spends 
far  more  on  lines  and  calls  than  on  equipment.  New  York  Telephone  Com- 
pany has  made  it  clear  to  this  customer,  through  innuendo  and  implication  i* 
not  direct  statement,  that  his  service  might  suffer  somewhat  if  he  becomes 
an  interconnect  customer.  As  a  result,  the  prospect  has  indicated  to  us,  that 
much  as  he  likes  our  equipment,  he  can't  take  the  chance. 

Sun  Harior  Manor  Rest  Home — No  Prewiring 

This  rest  home  in  Garden  City,  New  York  desired  a  new  telephone  system 
as  well  as  a  separate  private  line  on  the  same  premises.  New  York  Tele- 
phone at  first  refused  to  pre-wire  his  location  for  the  private  line  if  he 
bought  a  private  phone  system,  but  subsequently  backed  down  after  the 
customer  requested  that  that  policy  be  committed  to  writing. 

As  you  can  appreciate,  the  above  examples  are  samples  of  unfair  practices 
that  come  to  my  attention  in  the  normal  course  of  business.  Like  most  inter- 
connect companies,  we  do  not  have  the  time  nor  the  resources  to  con- 
stantly uncover  and  pursue  this  type  of  activity.  These  examples  are  very 
likely  just  the  tip  of  the  iceberg,  but  they  do  show  that  Bell  Operating  Com- 
panies are  engaging  in  some  degree  of  anti-competitive  activity. 
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As  I  stated  in  my  previous  correspondence  with  Mr.  Barrett,  Tele/Re- 
sources believes  strongly  in  the  concept  and  viability  of  interconnect — as  do 
the  more  than  300  PABX  customers  and  15  interconnect  distributors  we 
serve.  We  seek  to  co-exist  amicably  with  the  Telephone  Company  (see  my  en- 
closed speech  on  that  subject— Exhibit  V).  We  are  thankful  for  the  op- 
portunity to  compete  with  the  Telephone  Company  for  the  communications 
equipment  business,  but  we  must  stress  the  need  for  the  regulatory  and 
legislative  bodies  to  act  to  assure  that  the  competitive  arena  is  indeed  a 
fair  one.  We  ask  for  your  diligence  in  seeing  to  it  that  the  Bell  System  does 
not  use  her  enormous  size  and  monopoly  power  to  stifle  meaningful,  innovative 
and  beneficial  competition. 
Very  truly  yours, 

William  A.  Jacobson, 

Director   of   Planning. 

Pacific  Northwest   Bell, 
Seattle,  Wash.,  January  I4,  1974- 
Mr.  William  A.  Jacobson, 
Director  of  Planning,  Tele/ Resources,  Inc. 
White  Plains,  N.Y. 

Dear  Mr.  Jacobson  :  I  have  recently  been  assigned  the  responsibility  to  act 
as  chairman  of  a  newly  formed  New  Products  Committee  for  Pacific  North- 
west Bell.  It  will  be  our  charge  to  identify  and  study  the  available  products 
and  make  recommendations  for  inclusion  in  our  product  line. 

We  recognize  that  we  have  gaps  in  both  key  telephone  and  PBX  offerings 
that  must  be  filled.  We  also  have  top  level  concurrence  that  we  will  go  to  the 
open  market  to  fill  these  gaps.  For  these  reasons  I  would  appreciate  your 
sending  me  any  or  all  information  on  your  product  line. 

My    mailing    address    is:    1731    Exchange    Building;    821    Second    Avenue; 
Seattle,  Washington  98104. 
Thank  you  in  advance. 

Sincerely,  .     _    „ 

A.  C.   Smyth, 
Marketing  Staff  Supervisor. 

Falstrom    Co., 
Passaic,   N.J.,   March   22,   1974- 
Mr.  Peter  W.  Fastnacht, 
Customer  Sales  Representative, 
New  Jersey  Bell  Telephone  Co. 
Clifton,  N.J. 

Dear  Mr.  Fastnacht  :  On  March  20th  at  11 :30  a.m.,  we  had  another  trunk 
malfunction  (intermittent  false  flashes  and  inability  to  use).  This  time  on 
trunk  #777-0015.  ^  „  „  ,  .  „ 

A  service  call  by  your  #34  disclosed  that  a  New  Jersey  Bell  crew  working 
at  the  intersection  of  Main  and  Brook  had  reversed  wires  on  this  trunk  ac- 
cidentally   and    then    was    unable    to    find    them    again    to    correct    the    con- 

I  wish  the  record  to  show  that  in  this  instance  as  with  three  other  recent 
occurrences,  service  calls  were  caused  by  New  Jersey  Bell  equipment  or  per- 
sonnel and  in  no  way  is  related  to  the  interconnect  PABX  switch  which  we 
own. 

Yours  very  truly, 


H.   A.   Nicholas   Brieger, 

Controller. 


Exhibit  II 


Should  the  customer  decide  to  recheck  his  equipment,  this  report  should  be 
excluded  for  those  services  measured  under  the  EMSR  Plan.  Trouble  re- 
ports on  services  measured  by  the  Private  Services  Results  Measurement 
Plan  should  be  handled  in  accordance  with  existing  Bell  System  Practices. 

4.03  When  a  test  on  the  circuit  does  not  indicate  a  trouble  condition  and  no 
repair  visit  is  required  the  report  should  be  coded  as  Test  OK. 

4.04  //  the  circuit  shows  a  trouUe  condition  which  prevents  the  tester  from 
reaching  the  customer,  a  repairman  should  he  dispatched. 
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5.    MAINTENANCE    OF    SERVICE    CHAEGE 

5.01  The  maintenance  of  service  cliarge  will  apply  to  all  premises  visits  re- 
quired because  of  service  difficulty  which  results  from,  or  is  caused  by, 
customer  provided  equipment. 

5.02  The  maintenance  of  service  charge  will  not  apply  to  any  trouble  re- 
port which  tests  OK.  The  charge  will  not  apply  when  the  trouble  is  found  in 
the  Telephone  Company  equipment  or  facilities  or  tvhen  in  the  judgment  of  the 
repairman,  the  trouble  was  not  caused  by  the  customer's  equipment. 

The  RSB  or  STC  should  recommend  the  billing  of  the  maintenance  of 
service  charge  on  all  cases  requiring  a  repairman  visit  when  the  trouble  was 
located  in  the  CPE  or  in  the  judgment  of  the  repairman  the  trouble  Was 
caused  by  or  resulted  from  CPE. 

There  may  be  cases  where,  in  the  judgment  of  the  repairman,  the  trouble 
was  in  the  customer's  equipment  but  the  exact  source  could  not  be  de- 
termined. These  would  be  cases  where  the  type  of  trouble  report  or  the  test 
indicates  the  trouble  was  in  the  CPE.  These  troubles  should  be  closed  out  as 
found  troubles  and  coded  to  Customer  Action  Code  6.  The  maintenance  of 
service  charge  should  apply. 

5.03  In  the  event  the  repairman  dispatched  requires  assistance  of  another 
repairman  or  supervisor  or  requires  several  visits  in  connection  with  the 
same  trouble  report,  only  one  maintenance  of  service  charge  will  apply. 

5.04  The  back  billing  of  the  maintenance  of  service  charge  may  be  autho- 
rized Tinder  certain  conditions.  For  example:  When  a  trouble  is  found  in 
CPE  which  in  the  judgment  of  the  RSB  or  STC  Coordinator  (7.01)  accounts 
for  recent  previous  visits  where  no  charge  was  billed,  he  should  recommend 
back  billing  for  each  of  these  visits.  He  should  note  in  the  Remarks  section  of 
Form  E-5855  all  pertinent  facts.  In  addition,  prior  to  forwarding  Form  E- 
5855  to  the  Accounting  office,  the  RSB  or  STC  Coordinator  should  call  the 
local  Business  Office  Manager  or  appropriate  Sales  Office  Manager  to  alert 
him  of  the  details  of  the  recommendatoins  including  the  dates  of  each  visit. 
The  local  Business  Office  Manager  or  Sales  Office  Manager  will  consult  with 
the  Company  legal  department. 

The  RSB  or  STC  Cooordinator  should  await  the  Manager's  instructions  be- 
fore forwarding  Form  B-5855  to  the  Accounting  office. 

5.05  A  maintenance  of  service  charge  shall  not  apply  on  visits  made  to  re- 
store services  or  equipment  which  had  previously  been  suspended  due  to 
CPE  troubles. 

6.    TYPES    OF    POSSIBLE    TROUBLES    ENCOUNTERED 

6.01  Trouble  in  Telephone  Company  equipment  or  source  not  determined: 
(Exhibit  I  Case  1)  When  the  trouble  is  in  the  Telephone  Company  equipment, 
the  repairman  should  clear  the  trouble.  When  in  the  judgment  of  the  repair- 
man the  source  of  trouble  cannot  be  determined,  the  report  should  be  closed 
out  to  the  appropriate  disposition  code.  The  designated  RSB  or  STC  Co- 
ordinator should  review  the  findings  and  prepare  a  Form  E-5855  in  ac- 
cordance with  Part  7.  The  maintenance  of  service  charge  will  not  apply. 

6.02  Trouble  in  CPE  does  not  interfere  with  netwm-k:  (Exhibit  I  Case  2). 
When  in  the  judgment  of  the  repairman  the  trouble  is  caused  by  or  results 
from  CPE  but  does  not  interfere  with  the  network,  service  to  others,  or  violate 
the  network  protection  criteria,  the  repairman,  should  notify  the  customer.  The 
RSB  or  STC  Coordinator  should  review  the  report  and  prepare  a  Form  E- 
5855  in  accordance  with  Part  7.  The  maintenance  of  service  charge  will 
apply. 

Exhibit  III 

BACKGROUND  INFORMATION 

Tele-Resources  letter  to  Mr.  T.  Munn,  dated  October  12,  1973.  We  requested ; 
outside  move  of  three  ground  start  trunks,  outside  move  and  change  of  service 
to  ground  start  of  auxiliary  line.  We  requested ;  disconnect  two  EXOS  and 
change  them  to  CSV  circuits ;  add  CSV  where  auxiliary  line  was  working. 

The  due  date  was  requested  for  November  21,  1973. 


Mon,  Nov  19,  changed  due  date  verbally  with  Mr.  Greenberg  a  control  fore- 
man at  731-9935.  After  surveying  entire  job  I  felt  it  would  be  unfair  to  the 
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customer  to  push  for  a  completion  date  the  day  before  a  major  holiday  in  an- 
ticipation of  troubles  or  delays. 

Fri.  Nov  22  N.Y.  Telephone  Company  dispatched  an  installer  to  stai-t  work. 
We  did  not  receive  any  call  as  to  where  to  place  the  CDH  equipment.  We 
specifically  requested  on  our  letter  to  Mr.  Munn  to  add  these  remarks  to  the 
service  order  "Before  starting  work,  call  Mr.  Tom  TuUy,  Installation  Manager, 
516/328-3000.  As  it  remains,  the  CDH  equipment  is  at  least  twenty-five  feet 
from  the  COAM  equipment.  There  was  a  specific  request  that  we  will  provide 
24  Volt  D.C.  power  to  VCP  equipment. 

Mon.  Nov  26,  I  called  the  cut-over  off  at  3:30  P.M.  Auxiliary  line  420-1045 
then  working  at  Bell  St.  could  not  be  assured  to  me  as  in  and  working  at  172 
Cabot  St.  Nor  could  assurances  be  given  that  72CSV4904  be  delivered  to  Bell 
St.  As  it  was,  the  N.Y.  Telephone  installer  was  not  done  with  wiring  up  the 
CDH  equipment  till  approximately  5  :30  P.M. 

Tues.  Nov  27.  First  call  to  Control  Foreman,  Buddy  De  Angelis  at  731-9935. 
N.Y.  Telephone  Co.  installer  not  on  job  by  9  :00  A.M.  He  was  at  another  job 
and  would  be  sent  over. 

10:45  A.M.  One  trunk  converted  to  ground  start,  249-4108.  Other  two  trunks 
dead,  except  for  incoming  calls  on  N.Y.  Telephone  Key  Equipment  Phones. 
Trunk  420-1045  still  loop  start. 

11 :30  A.M.  Only  service  now  is  on  249^108  at  172  Cabot  St. 
12  :00  A.M.  Installer  goes  to  lunch. 

12 :05  P.M.  Situation  becoming  intolerable,  called  the  Control  Foreman  and 
told  everyone  is  at  lunch  and  would  I  call  back  at  one  o'clock. 

12  :10  P.M.  I  called  731-9952,  assuming  this  to  be  the  division  man.  I  was 
answered  by  a  rather  rude  individual  by  the  name  of  Corcoran  (or  something) 
The  conversation  went  like  this  .  .  .  "how  did  you  get  this  number?"  .  .  . 
"What  do  you  think  I  am,  a  bureau  foreman?"  ...  I  answered  "No  I  hoped 
you  were  a  representative  of  the  N.Y.  Telephone  company  that  could  help  me. 
i  was  then  referred  to  an  Ed  Lesley,  RSB  foreman.  He  at  first  balked  at  the 
time  it  was  given  to  him  and  the  fact  that  it  was  an  installation  problem.  He 
did  promise  however  that  he  would  move  it  in  the  right  direction. 

1:00  P.M.  Installer  back,  Re-informed  of  the  continuing  outage — he  made 
the  necessary  refferals,  and  continued  work  on  the  CSV  circuits. 

3  :30  P.M.  Three  trunks  in  and  working  at  172  Cabot  St.  Later  I  received  an 
explanation  that  a  reconman  made  an  error. 

4:00  P.M.  CSV  circuit  to  Bell  St.  (72CSV4904)  still  not  in.  Trunk  420-1045 
still  working  loop  start.  I  was  informed  that  it  would  probably  go  ground  start 
during  the  night  and  they  could  not  finish  the  CSV  circuit  to  Bell  St.  I  said 
what  can  we  do,  as  long  as  the  subscriber  can  receive  incoming  calls  on  that 
number. 

5  :00  P.M.  Installer  leaves  .  .  .  two  outside  locations  out  of  service ;  SagnoUi 
Road  location  and  Powell  Place  location. 

Wed.  Nov  28.  9:00  A.M.  Informed  by  owner  that  service  to  the  Bell  street 
location  was  cut  off  during  the  night.  Called  Buddy  DeAngelis,  control  foreman, 
asking  where  the  installer  is.  He  is  annoyed  and  told  me  that  he  has  more 
than  one  job.  I  informed  him  anywa/y  of  these  specific  problems ; 

(1)  420-1045  still  not  in  as  a  trunk 

(2)  CSV  circuits  still  not  in. 

(3)  249-4108  now  ringing  again  at  77  Powell  St. 

(4)  420-1045  went  dead  overnight  at  trailer  (Bell  St.) 

He  then  stated  that  the  field  foreman  Portmore  would  call  me. 

I  referred  this  progress  to  our  White  Plains  office.  Miss  Diane  Weber  then 
called  Mr.s.  Curran  of  the  N.Y.  Telephone  Company  sales  dept.  A  bridged  con- 
versation en.sued  in  which  De  Angelis  again  re-iterated  the  fact  he  had  more 
than  one  job.  We  requested  that  fine,  but  could  they  at  least  finish  this  one 

before  starting Partmore  then  promised  the 

installer  shortly. 

10:25  A.M.  Installer  calls  and  says  he  is  on  way. 

11 :35  A.M.  Discovered  that  while  the  CSV  circuits  were  wired  in  the  CO. 
there  was  never  anv  step  ones  from  the  field. 

2:45  P.M.  I  called  the  Division  Man  at  935-9952.  A  Mrs.  Welles  answered 
and  took  the  specific  information  from  me  that 

(1)  420-1045  still  loop  start 

(2)  CSV  circuits  still  not  in. 
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(3)  Bell  St.  Trailer — one  man  handling  a  six  pair  multi  drop  in  a  trailer 
yard  by  himself. 

I  requested  a  call  back. 

3  :00  Help  arrived  for  the  N.Y.  Tel  Installer.  I  referred  him  to  the  Bell  St. 
trailer. 

4 :15  P.M.  I  received  a  call  from  second-line  Herb  Kunsman.  He  asked  why  I 
called  Gil  Martins  office.  Being  exasparated  I  tried  to  explain  that  the  control 
foreman  was  getting  me  no  where,  the  field  foreman  was  of  less  service,  I  was 
forever  in  the  dark,  and  the  job  was  well  past  the  due  date.  I  explained  that 
my  first  concern  now  was  the  425-4015  trunk  to  be  made  to  ground  start. 
(Came  about  4:20)  My  next  concern  would  be  the  CSV  circuit  to  Bell  St. 
Then  Sagnoli,  then  Powell.  He  tried  to  get  me  off  the  track  by  saying  he  had 
no  access  at  Powell  St.  I  find  out  a  day  later  what  he  meant  by  a  no  access.  ♦  *  * 

Fri.  Called  Greenberg  for  status  of  CSV  circuits.  Man  working  on  it.  Call  at 
3  :00  for  status. 

4:15 

4:55 — Called  Contles  Foreman  installer  wants  meet  on  Mon.  8:00.  Not 
getting  ON  from  our  equip.  What  is  he  trying  to  say??  Call — Permore 
694-9948— over  1300  In  Co  They  wires  in  D.LL.  pulse  repeating  but  probably 
need  pulse  repeating??? 

Mon :  Worked  on  CSV  circuits — we  ran  one  to  Bell  St.  trailer — gave  up  on 
Telco. 

Tues :  Line  to  SagnoUi  Rd.  in — 4  :00  P.M.  I'm  informed. 

Wed :  10  :00  A.M.  All  three  sets  in  &  tested  Sagnoli  Rd. 

4:00  P.M.  Line  open  one  side  (Telco  working  on  it)  open  transmit. 

Thurs :  Telco  man  on  premises  at  172  Cabot.  Now  our  line  feeding  Chest 
Broman's  house  up  on  Permane.  I  will  have  to  change  Cono  Sta.  adapter.  Telco 
still  hanging  in  there. 

Exhibit  IV 

New  York  Telephone. 
New  York,  N.Y.,  January  17,  1974. 
Mrs.  G.  DeMuro, 
Trubin  Sillcocks  Et.  Al., 
New  York,  N.Y. 

Dear  Mrs.  DeMuro:  In  regards  to  our  discussion  on  January  16,  we  would 
like  to  reiterate  that  with  the  Centrex  system  we  are  proposing,  you  can  have 
any  combination  of  incoming  and  outgoing  calls  simultaneously  equal  to  the 
number  of  Centrex  Lines  in  your  system.  The  present  time  interval  for  dial 
tone  in  our  Electronic  Switching  Central  Office  is  .0  seconds.  This  means  you 
will  have  dial  tone  before  the  receiver  reaches  your  ear. 

The  information  given  you  by  teleresources  concerning  our  dial  tone  access 
capability  was  incorrect. 

Hope  to  hear  from  you  soon. 
Sincerely, 

Walter  T.  Godlewski, 
Communications  Consultant. 
Exhibit  V 

Co-Existence  With  the  Telephone  Company 

An  Address  to  the  North  American  Telephone  Association,  October,  1973 

Eight  weeks  ago,  when  I  was  first  approached  about  the  possibility  of  address- 
ing a  group  on  the  subject  of  day-to-day  dealings  with  the  Telephone  Compahy. 
the  pro.spect  seemed  reasonable  enough.  After  all,  T/R  has  been  dealing  with 
the  Telephone  Company  for  almost  four  years  now. 

Some  of  you  may  be  aware  that  we  are  a  regional  interconnect  company 
operating  in  the  New  York  area  and  that,  we  have  installed  and  are  maintain- 
ing nearly  300  PABX's.  (We  are  also  manufacturing  and  distributing  our  own 
electronic  PABX  system). 

At  any  rate,  in  that  time  we've  had  a  great  many  dealings  with  the  Telephone 
Company,  and  in  general,  we've  been  able  to  get  things  done  without  undue 
friction.  Now,  however,  as  I  look  at  the  results  of  the  recent  past,  I'm  afraid 
that  things  may  get  more  difficult  again. 

As  you  know,  the  Bell  System  has  recently  adopted  a  more  militant  stance 
toward  interconnect.  Success  on  state  regulatory  fronts  seems  to  have  embold- 
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ened  AT&T,  and  this  militant  posture  is  being  translated  into  policies  and 
practices  which  are  questionable.  In  the  long  run,  this  approach  may  get  the 
Bell  System  into  anti-competitive  hot  water,  but  in  the  meantime  it  makes 
things  tougher  for  us. 

In  the  past,  coexistence  has  been  the  order  of  the  day.  The  FCC's  word  had 
become  law,  and  the  Bell  System  "is  a  lawabiding  organization".  Bell  System 
policy-makers  have  supported  the  rights  of  interconnect,  and  when  we've  had 
troubles  with  Bell  operations  people,  we've  been  able  to  point  out  standard  Bell 
Policy  as  stated  by  upper  management — and  if  necessary,  bring  the  proper 
management  person  into  play  to  enforce  the  policy. 

Now  with  the  "call  to  arms"  sounded  by  Mr.  DeButts,  we  don't  have  quite  the 
lever  we  used  to.  We  haven't  seen  the  full  influence  on  Telephone  Company 
operations  yet,  but  it  probably  won't  be  long  before  we  do.  It  took  a  long  time 
to  get  operating  people  to  acknowledge  that  they  had  to  work  with  us,  but  it 
probably  won't  take  as  long  for  them  to  do  a  turn-about  (if  that  in  fact  is  what 
happens). 

This  discussion  leads  us  to  probably  the  biggest  irony  of  our  industry.  We 
are  extremely  dependent  on  our  biggest  competitor. 

Probably  no  other  business  that  competes  hard  with  another  company  for  a 
sale,  must,  after  a  successful  effort,  turn  to  the  defeated  competitor  and  solicit 
his  help  in  implementing  the  sale  and  assuring  a  smooth  installation. 

The  computer  terminal  business  has  been  used  as  analogy,  but  even  there,  I 
can't  visualize  the  "XYZ  Computer  Terminal  Company"  acting  on  a  customer's 
behalf,  calling  up  IBM  and  coordinating  the  entire  computer  installation — 
directing  where  the  computers  should  be  located,  specifying  all  the  options,  and 
abave  all,  assuring  that  IBM  arrange  its  equipment  in  the  precise  fashion  to 
match  his  terminal  equipment. 

Not  only  is  that  what  we're  faced  with  in  the  interconnect  business,  but  in 
New  York  at  least,  we  have  to  rely  on  precisely  that  individual  for  telephone 
coordination  who  has  just  lost  the  sale  to  us. 

In  essence,  we  must  say :  "We  know  you're  not  happy  that  we  took  a  $100,000 
order  from  you,  but  now  won't  you  please  help  us  insure  a  smooth  installation 
and  avoid  all  the  dire  predictions  you  made  about  our  ability  to  provide  service 
during  your  recent  sales  presentation?" 

In  doing  some  research  prior  to  this  talk,  I've  learned  that  most  Bell  Com- 
panies take  a  more  rational  approach  and  assign  a  relatively  disinterested 
special  coordinator  as  the  focal  point  for  interconnect  orders  and  requirements. 
This  approach  certainly  cuts  down  on  the  human  conflicts  involved — even  if  it 
doesn't  eliminate  them. 

This  brings  us  to  two  more  important  points  which  are  corollaries  of  the 
fact  that  interconnect  companies  are  rependent  on  the  Telephone  Company: 
The  first  is  a  law  of  nature  in  this  business  (which  those  of  you  who  are  in 
business  are  painfully  aware)— COORDINATION  IS  COSTLY— ADMINISTRA- 
TIVE EXPENSE  IS  HIGH.  At  T/R,  we  average  12-15  salesmen,  and  to  back 
them  up  in  dealings  with  the  Phone  Company,  we  require  a  full  time  staff 
assistant,  75%  of  a  staff  manager's  time  and  significant  amounts  of  time  from 
myself  and  the  officers  of  our  company.  And  this  doesn't  consider  the  endless 
preparation  and  on-the-job  hours  which  our  installation  and  maintenance 
supervisors  spend  coordinating  with  the  Phone  Company.  Unfortunately,  these 
costs  are  a  fact  of  doing  business,  and  if  anything,  the  time  and  expense  in- 
volved is  going  to  increase  in  the  foreseeable  future. 

The  second  point  is  not  a  fact  but  a  strong  opinion.  We  feel  that  personal 
style  of  doing  business  is  the  best  way.  Wherever  possible,  we  try  to  take  a 
cooperative  stance  with  telephone  company  operating  people. 

Of  course,  there  will  be  many  times  when  you  have  to  bear  down  hard  on  the 
people  you're  dealing  with  or' go  above  them— or  even  outside  the  Telephone 
Companv  for  relief.  This  may  well  get  faster  results  in  the  particular  case  at 
hand  and  may  be  necessary— but  there  will  be  other  cases  and  other  favors 
within  the  scope  of  the  same  operating  people.  To  the  extent  possible,  work 
with  them  on  each  case  and  inform  the  coordinator  when  you've  got  to  bust 
things  open.  You've  got  to  live  with  Telephone  Company  people— particularly 
when  vou  work  with  a  central  interconnect  coordinator.  You  don't  have  to  love 
them,  but  it's  more  tolerable  for  both  parties  if  you  can  foster  a  spirit  of  co- 
operation. ,  ,  ^^  * 

In  the  end,  we  feel  that's  the  more  effective  approach,  and  the  more  profes- 
sionally you  accomplish  your  end  of  the  bargain,  the  more  grounds  you'll  have 
for  mutual  respect. 
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Another  observation  on  this  same  subject.  We  feel  it's  very  helpful,  if  not 
invaluable,  to  have  a  person  with  Telephone  Company  experience  acting  as 
your  coordinator — someone  who  knows  the  organization  and  has  contacts  within 
it.  Occasionally  you  might  run  across  an  ex-Telephone  person  who  bears  some 
kind  of  resentment  toward  his  old  employer  and  takes  pleasure  in  making  de- 
mands on  former  supervisors.  You  don't  need  this  kind  of  person. 

Before  Sale 

We  and  our  customers  are  dependent  on  the  Telephone  Company — not  only 
after  a  sale — but  often  before  a  sale  as  w^ell. 

We  may  need  to  know,  for  example,  whether  Touch  Tone  service  is  available 
in  a  given  area — or  toll  diversion  or  message  registration  or  WATS  or  linrited 
exchange  trunks.  For  some  reason  we  may  be  interested  in  the  type  of  serving 
Central  Office  or  mileage  charges. 

The  best  way  to  obtain  this  information  would  be  through  a  listing  provided 
by  the  Telephone  Company  indicating  in  which  Central  Offices  the  various  serv- 
ices are  available.  Unfortunately,  New  York  Telephone  refuses  to  provide  such 
a  list  on  the  grounds  that  this  is  information  for  internal  distribution  only. 

In  a  practical  sense,  this  reticence  has  never  really  caused  us  a  substantial 
problem.  Touch  Tone  information  is  generally  available  from  the  Business 
Office,  and  the  other  information  can  usually  be  derived  from  personal  contacts 
or  by  having  the  customer  place  a  call  to  the  Telephone  Company  in  his  own 
behalf.  And  as  our  company  gains  customers  in  each  Central  Office  we  continue 
to  compile  a  log  of  our  own. 

Conceivably,  however,  this  lack  of  information  could  hurt  a  potential  sale.  If, 
for  instance,  the  Telephone  Company  refused  to  quote  special  engineering 
charges  which  might  apply  to  an  interconnected  system,  and  as  a  result  a 
customer  balks  at  signing  a  contract,  we  have  a  case  of  discrimination — grounds 
for  confrontation.  The  customer  has  a  right  to  know  what  his  costs  will  be 
before  he  buys. 

One  other  point — we  don't  try  to  make  it  obvious  to  the  Telephone  Company 
that  we're  romancing  a  customer  before  a  sale.  There's  no  sense  in  waving  a 
red  flag  in  front  of  the  bull — especially  when  he  doesn't  know  you're  in  the  ring. 

After  Signing 

After  the  customer  signs  a  contract  with  us,  we  follow  the  policy — which 
apparently  is  a  requirement  throughout  the  Bell  System — of  getting  a  letter 
from  the  customer  authorizing  us  to  act  on  his  behalf. 

I'm  told  that  one  time,  before  we  did  this  as  a  matter  of  routine,  we  received 
a  call  from  a  Telephone  representative  telling  us  that  he  had  received  our  letter 
requesting  couplers  for  a  customer  and  that  he  really  didn't  have  to  call  us,  but 
as  a  courtesy,  he  decided  to  tell  us  that  he  wasn't  going  to  talk  to  us. 

Exhibit  I — ^Letter  of  Authorization 

Some  interconnect  companies  go  as  far  as  getting  a  power  of  attorney  from 
the  customer.  We  think  this  might  pose  more  problems  than  it  solves.  We  have 
our  letter  worded  so  that  the  customer  can  act  on  his  ovrn  behalf  (for  such 
details  as  directory  listings,  service  deposits,  coin  telephones). 

On  the  other  hand,  we  gently  remind  the  Bell  salesman  against  unhooking. 
It's  against  Bell's  policy  to  try  to  undo  a  sale  after  a  contract  is  signed,  but 
we've  discovered  that  official  policy  and  actual  practice  don't  always  match. 

Notice  that  the  letter — and  the  letter  which  follows  from  us  requesting 
specific  service  for  our  customer — is  directed  to  the  District  Sales  Manager.  He 
in  turn  assigns  the  account  to  a  local  Communications  Consultant — very  often 
the  same  person  who  competed  unsuccessfully  against  us  for  the  account.  New 
York  Telephone,  in  particular,  insists  that  the  same  man  be  the  "sole  interface" 
for  the  Telephone  Company.  Sometimes,  I  regan^l  him  in  the  same  light  as  the 
VCA's — as  another  unnecessary  interface. 

All  orders  from  our  company  to  the  Bell  Company  must  be  in  writing — 
although  the  Telephone  Company  handles  their  confirmations  exclusively  by 
telephone.  This,  incidentally,  is  one  of  my  major  personal  irritants.  Trying  to 
extract  viTitten  policies,  prices  and  due  dates  is  virtually  impossible.  Solid 
answers  are  hard  to  come  by,  and  this  policy  underscores  the  impression  of 
evasiveness. 

There  are  so  many  major  issues  to  be  raised,  however,  that  this  pet  peeve 
becomes  relatively  less  significant. 

At  any  rate,  the  fact  is  that  our  initial  order  and  any  subsequent  changes 
must  be  in  writing  and  be  accurate  and  all-inclusive.  The  Telephone  Company 
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attitude  often  is,  "if  it  isn't  in  writing,  it  isn't".  There  are  a  couple  of  key- 
phrases  here. 

1.  Never  assume  anything.  If  your  message  to  the  Telephone  Company  can  be 
overlooked  or  misinterpreted,  it  will  be.  Include  everything  and  even  go  so  far 
as  specifying  ground  start  trunks  for  CDH's.  Remember  the  lesson  learned 
from  the  word  ASSUME.  In  this  case,  we  have  the  most  to  lose.  A  Telephone 
Company  error  hurts  us  and  our  customer  far  more  than  it  hurts  them. 

2.  The  onus  is  on  us.  T/R  has  its  own  internal  forms  for  assuring  that  no 
stone  has  been  left  unturned  in  designing  or  ordering  service  for  our  customers. 
Perhaps  we've  ovex'reacted  to  the  possibility  of  error.  Certainly  our  salesmen 
think  so,  and  we  may  soon  consolidate  the  forms  we  have.  But  of  course,  its 
better  to  spend  time  catching  a  detail  early  than  trying  to  straighten  out  a  job 
during  installation.  As  I've  said,  paperwork  and  administrative  expense  in  this 
business  is  heavy. 

Exhibit 

Here  are  the  typical  forms  and  letter  we  use. 

The  1st  is  used  primarily  for  systems  assurance — before  the  sale. 

The  2nd  adds  telephone  numbers  and  other  details  to  the  1st  to  assure  proper 
ordering — after  the  sale. 

The  letter  ordering  the  equipment  lists  all  the  numbers  and  couplers  involved. 
At  the  end — just  in  case  we've  missed  any  lines — we  ask  that  no  unidentified 
lines  be  disconnected.  We  also  ask  for  confirmation  and  that  the  Telephone 
Company  installation  people  call  us  when  they  go  to  the  job. 

We  certainly  can't  rely  on  these  requests  for  response.  The  responsibility  rests 
with  the  interconnect  comijany.  In  our  particular  case,  our  staff  administrator 
places  all  the  orders,  but  our  installation  manager  gets  involved  as  soon  as 
possible. 

When  a  Telephone  Company  installation  foreman  is  assigned  to  the  job,  our 
field  manager  generally  arranges  to  meet  with  him  to  arrange  for  VCA  locations 
and  other  details.  Often  in  his  protective  role  as  company  representative,  the 
Communications  Consultant  insists  on  meeting  with  our  people  by  himself  or  in 
concert  with  Bell  installation  people.  We  generally  don't  find  this  to  be  a  prob- 
lem, and  once  the  job  is  underway  direct  contact  with  installation  people  is 
as.su  red. 

When  problems  arise  during  an  installation,  we  generally  proceed  up  the  ranks 
of  the  marketing  department  and/or  the  installation  department  to  District, 
Division  or  Vice  President  level — as  required.  There  are,  of  course,  different 
avenues  of  appeal — wh'ch  I'll  talk  about  shortly. 

After  In^^tallation 

Assuming  a  smooth  installation,  (which  I've  suggested  you  should  never  do), 
T/R's  internal  responsibility  shifts  to  our  field  .services  department. 

Tele/Resources  has  the  somewhat  unique  policy  of  requiring  a  service  con- 
tract with  every  PABX  sale.  In  the  body  of  our  contract,  we  state  that  T/R 
field  service  should  be  the  focal  point  for  all  of  our  customer's  telephone  equip- 
ment troubles. 

Rather  than  subject  the  customer  to  possible  confusion  and  Bell's  charge  for 
"no  trouble  found",  we  have  the  customer  always  call  T/R.  For  a  type  of 
trouble  that  could  be  caused  by  Telephone  Company  or  T/R  equipment,  such  as 
NO  DIAL  TONE,  T/R  despatches  a  man.  If  it's  found  to  be  a  Telephone  Com- 
pany trouble,  the  T/R  man  calls  his  dispatcher  who  in  turn  reiwrts  the  trouble 
to  "611"  (Telephone  Company  repair). 

Since  the  repair  clerks  don't  understand  interconnect,  we  generally  represent 
ourselves  as  being  from  the  company  with  the  service  problem.  The  sequence 
goes  something  like  th's. 

"Hello — I'm  Mr.  Jacobson  from Co. 

My  telephone  number  is . 

I  am  not  setting  a  d'al  tone  on  telephone  number  3/ni.  When  you  have  fixed 
the  trouble  or  have  any  further  information,  please  call  me  at  3/m  (T/R  num- 
ber). 

We  then  make  sure  we  get  a  commitment  for  a  timely  call  back,  and  we  put 
a  big  red  flag  next  to  this  trouble  on  our  log  to  follow  up. 

Our  next  call  goes  direct  to  the  service  bureau  foreman  whose  number  we 
have  in  file.  Here  we  can  explain  the  problem  more  fully  and  hopefully  get  a 
firmer  commitment. 
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Actually  we  very  often  start  with  the  repair  bureau  foreman  depending  on 
the  seriousness  of  the  problem.  But  we  try  to  make  the  Telephone  Company's 
procedures  work  wherever  possible. 

We've  recently  begun  a  series  of  personal  meetings  with  local,  district  and 
division  repair  personnel  to  further  explain  our  procedures  and  point  out 
deficiencies  in  their  repair  operation  (such  as  slow  response,  no  call-backs,  re- 
porting trouble  cleared  or  no  trouble  found  when  the  trouble  remanis  on  the 
line,  a  lack  of  knowledge  about  VGA  operation). 

We  also  point  out  that  40%  of  our  trouble  calls  are  as  a  result  of  failure 
in  Telephone  Company  equipment. 

These  meetings  have  been  generaly  fruitful,  and  in  certain  districts,  they 
have  resulted  in  an  education  of  the  repair  clerks  allowing  us  to  report 
troubles  more  directly  by  identifying  ourselves  and  specifying  that  the 
trouble  is  in  one  our  customer's  lines  or  VGA's. 

I've  mentioned  that  we  try  to  work  with  Telephone  Company  people 
wherever  posislbe.  Perhaps,  Pete  Cunningham,  our  manager  of  Field  Serv- 
ices, best  epitomizes  this  approach.  "\Mien  he  goes  over  an  incompetent  indi- 
vidual's head,  it  goes  something  like  this : 

"John  Doe  is  working  with  me  on  account,  and  he's  trying,   but  I 

think  he  needs  some  help." 

One  way  or  another  Pete  gets  action. 

Problems 

Policy :  There  are  times,  of  course,  when  we  run  into  problems  which  are 
so  severe  or  where  the  time  frame  is  so  short  that  more  drastic  action  is 
required.  Frankly,  these  occurrences  seem  on  the  rise  recently — encouraged,  no 
doubt  by  State  regulatory  action  and  by  AT&T's  new  militant  posture. 

We  have  found  that  many  of  the  old  and  relatively  dormant  isues  have 
made  recent  re-appearances.  For  instance,  we  have  a  current  job  that  relies 
on  a  cable  purchase  and  we've  had  grief  over  the  price,  the  purchase  contract, 
and  now,  the  cutover  procedures. 

On  another  current  job,  the  local  installation  foreman  is  refusing  to  run 
Telephone  Company  cable  in  the  sam  oversize  conduit  as  our  cable. 

On  these  issues,  regardless  of  the  fact  that  the  Bell  System  would  rather 
tight  than  co-exist,  there  is  one  overriding  principle  on  which  interconnect 
companies  can  rely  for  defense. 

According  to  the  anti-trust  laws  and,  I  believe,  the  Communications  Act,  a 
business  is  forbidden  from  discriminating  against  any  class  of  customers.  The 
Bell  System  readily  acknowledges  this  obligation.  Interconnect  customers  are 
a  class  of  customers,  and  as  such  are  entitled  to  the  same  services  as  other 
customers.  With  non-descrimination  as  a  guiding  principle,  we  have  solid 
grounds  for  appeal  to  Telephone  Company  management  and  to  state  and 
federal  regulatory  bodies. 

T/R  has  only  rarely  had  to  appeal  to  the  regulatory  bodies  in  the  past,  but 
to  the  extent  Telephone  Company  policy  makers  lose  sight  of  the  non-dis- 
crimination principle,  we  may  have  to  be  a  more  frequent  visitor  to  Albany 
in  the  future. 

Two  weks  ago,  for  instance.  New  York  Telephone  Company  attempted  to 
apply  a  surcharge  of  $30  per  tie  for  VGA's  on  tie  lines  between  two  T/R- 
provided  PABX's.  This  news  reached  us  two  days  after  the  tie  lines  were 
due  to  be  installed  and  one  week  before  final  cutover.  Moreover,  the  tie  lines 
could  not  be  installed  for  another  month. 

Rather  than  signifying  a  local  minunderstanding,  we  learned  that  this 
policy  eminated  from  the  highest  levels  at  New  York  Telephone  Company. 

In  this  case,  T/R  could  point  to -numerous  precedents  involving  tie  lines  be- 
tween customer-owned  PABX's  working  \\ithout  VGA's  and  to  the  fact  that 
tie  lines  between  Telephone  Company  provided  PABX's  would  not  incur  simi- 
lar extra  charges — for  the  identical  facilities. 

We  presented  our  position  to  the  PSG  staff  and  received  support  for  our 
position  and  immediate  relief  to  the  customer. 

This  case  had  a  happy  ending,  but  it  is  just  one  example  of  the  policy 
problems  interconnect  companies  are  faced  with. 

Physical   ProUems 

Nor  will  I  list  all  the  Telephone  Company-caused  physical  problems  besetting 
us,   but   they   are   also   substantial.   Troubles   with    the   CDH,   of  course,   are 
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continually  bothersome.  Now  we're  beginning  to  get  more  frequent  oc- 
currences of  cutoffs  and  low  volume.  We  have  one  case  where  we're  con- 
tinually getting  readings  of  -17  DB  on  our  side  of  the  CDH.  None  of  these 
has  yet  forced  us  to  extreme  measures,  but  like  the  entire  process  of  co- 
existing with  the  Telephone  Company,  they  take  time,  money,  manpower  and 
heartache. 

Conclusion 

To  sum  up  what  I've  been  saying,  I'd  like  to  tie  in  with  what  has  been  a 
recurring  theme  at  this  NATA  convention :  Interconnection  is  at  a  crossroads. 
We've  established  ourselves  as  a  force  to  be  reckoned  with,  and  in  so  doing, 
have  aroused  the  attention  and  the  ire  of  the  giant  Bell  System. 

We  can  co-exist  with  the  Bell  System  simply  because  we  have  to.  I've  sug- 
gested some  methods  to  accomplish  this  on  a  day  to  day  basis,  and  I'm  sure 
many  of  you  employ  similar  methods.  At  the  same  time,  individual  interconnect 
companies  over  the  long  run  will  have  a  diflScult  if  not  impossible  time  prevail- 
ing against  the  combined  resources  of  the  Bell  companies.  There  is  a  need  now 
as  never  before  to  join  forces  with  other  interconnect  companies  and  to  share 
information  and  to  fight  joint  battles. 

In  New  York  State,  for  instance,  we  have  formed  an  association  of  intercon- 
nect companies  and  have  begun  lobbying  and  confronting  New  York  Telephone 
at  the  state  commission  level  as  a  group. 

Furthermore,  as  a  company,  T/R  has  been  documenting  many  of  the  cases 
of  discrimination  and  harassment  and  forwarding  the  information  to  Ed  Spie- 
vack  and  NATA  and  directly  to  Lou  Feldner  at  the  FCC.  And  under  the  direc- 
tion of  Dave  Purdue's  committee  at  NATA,  a  more  complete  fact-gathering 
program  is  underway.  This  information  will  be  vital  as  a  foundation  for  any 
future  actions  on  a  national  scale. 

We  know  we're  here  to  stay,  and  we've  got  to  do  all  we  can  to  convince  the 
rest  of  the  world — ^particularly  the  Bell-shaped  part  of  it — of  that  fact. 

Tele/Resources  Inc., 
WJiite  Plains,  N.Y.,  August  30,  1973. 
Mr.  Bill  Barrett, 

Federal  Communications  Commission, 
Washington,  B.C. 

Dear  Mr.  Barrett  :  In  your  letter  of  July  13,  you  requested  clarification  on 
three  points.  My  comments  on  your  three  questions  follows : 

(1)  In  addition  to  the  personal  approach  cited  in  my  last  letter,  Southern 
New  England  representatives  have  solicited  information  on  the  System  32  from 
Mr.  Pedler  by  telephone  on  at  least  2  occasions.  Since,  on  each  occasion,  we 
discouraged  discuss^'ons  before  they  became  substantive,  we  really  cannot  com- 
ment further  on  SNET's  equipment  procurement  process. 

Incidentally,  our  latest  inquiry  from  a  Bell  System  Company  came  as  a  result 
of  our  Texas  distributor  installing  their  first  T/R  System  32  in  Fort  Worth 
last  month.  Soon  thereafter,  I  received  a  call  from  Mr.  Ron  Bernier,  a  "com- 
munications specialist"  for  Southwest  Bell.  INIr.  Bernier  indicated  that  his 
company  was  constantly  evaluating  PABX  products  for  possible  purchase,  and 
he  would  appreciate  all  the  information  I  could  supply  on  the  System  32.  I  de- 
clined further  discussion,  while  promising  to  send  him  a  general  brochure.  Mr. 
Bernier's  address  is  1105  Commerce  Building,  Fort  Worth,  Texas  76102,  (817) 
336-6750. 

(2)  Tele/Resources  does  not  see  Telephone  Operating  Companies  as  a  viable 
market  for  the  System  32  since  the  technology  of  the  System32  represents  a 
significant  departure  from  conventional  telephony.  The  station  instruments  are 
special  four-wire  electronic  sets  not  interchangeable  with  2-wire  electro- 
mechanical instruments  which  represent  an  enormous  plant  investment  for  the 
Phone  Companies.  Double  inventory,  as  well  as  training  for  and  implementing 
new  installation  and  repair  techniques  for  the  System  32  would  require  a 
major  investment  on  the  part  of  an  operating  telephone  company.  Furthermore, 
manv  technical  people  trained  in  telephony  would  find  the  System  32  a  mystery, 
whereas  computer  technicians  would  be  "at  home"  with  the  system.  Personnel 
handling,  therefore,  would  be  another  consideration. 

The  Telephone  Company  commitment  would  have  to  be  extensive  to  over- 
come the.se  problems,  and  Tele/ Resources  is  not  in  a  position  to  supply  such  a 
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commitment.  We  have  enough  of  a  market  for  the  foreseeable  future  in  the 
Interconnect  industry — the  market  for  which  the  System  32  was  designed. 

CS)  As  we  have  previously  stated,  tlie  connecting  devices  introduce  more 
problems  than  they  profess  to  eliminate.  For  example : 

Toll  Diversion 

AT&T's  revised  interface  sepcifications  for  the  CDH,  dated  October,  1970, 
call  for  a  contact  closure  of  at  least  250  milliseconds  of  the  CRV  leads  upon 
receipt  of  a  battery  reversal  from  the  Central  Office  (indicating  a  toll  call). 
We  have  found  that  the  closure  is  not  truly  250  milliseconds  since  the  relay 
contact  bounces  open  during  the  initial  100  milliseconds.  Tliis  fact  plus>an 
earlier  verbal  understanding  from  Telephone  Company  personnel  that  the 
contact  closure  would  be  500  milliseconds  have  necessitated  two  redesigns  of 
the  "toll  diversion  sensing"  device  within  our  PABX. 

Disconnects 

Another  serious  problem  involves  momentary  contact  opens  in  the  CBSl 
and  CBS2  leads  of  the  CDH  unit  while  conversations  are  in  progress.  These 
contacts  open  for  milliseconds,  but  our  electronic  equipment  reacts  so  quickly 
to  these  opens  that  in-progress  calls  are  disconnected.  In  some  cases,  the  cut- 
offs caused  by  these  false  contact  opens  are  so  frequent  that  the  customer's 
ability  to  conduct  business  is  impaired. 

In  certain  Central  Offices,  we  are  also  experiencing  a  serious  disconnect 
problem  whenever  we  request  Central  Office  toll  diversion.  In  these  cases,  after 
a  toll  call  or  a  call  to  the  Telephone  Company  operator  has  been  placed,  a 
battery  reversal  is  returned  from  the  Central  Office.  This  causes  the  CRVl  lead 
of  the*  CDH  unit  to  close  as  it  should,  but  at  the  same  time  the  CBS  leads  pop 
open,  and  a  disconnect  results.  This  problem  has  caused  us  fits  in  a  number  of 
installations,  and  Telephone  Company  personnel  have  so  far  been  unable  to 
solve  it. 

They  have  indicated  to  us  that  the  problem  stems  from  a  design  deficiency 
in  the  initial  version  of  the  CDH  unit  (designated  as  a  101 A  unit).  This 
deficiency  was  supposedly  corrected  in  the  lOlB  version  of  the  CDH  unit 
(which  is  not  yet  generally  available).  We  have  had  some  lOlB  units  installed 
at  customer  locations  in  an  attempt  to  correct  the  above  conditions,  but  to 
date,  New  York  Telephone  has  been  unable  to  get  this  version  of  the  CDH 
even  to  pass  dial  tone  through  to  our  PABX.  For  several  customers,  we  are 
still  awaiting  lOlB  units  that  work  so  that  we  can  offer  both  toll  diversion  and 
the  ability  to  place  calls  without  being  disconnected. 

As  you  can  imagine,  the  problem  of  disconnected  calls  is  very  .serious,  and  in 
one  case,  will  result  in  removal  of  an  interconnected  T/R  PABX  system — even 
after  we  have  furnished  the  customer  with  evidence  indicating  that  the  Tele- 
phone Company  connecting  device  was  causing  the  problem.  Since  we  could 
not  get  adequate  correction  of  the  problem  from  the  Telephone  Company,  the 
customer  decided  to  give  up  the  fight  and  reinstall  Telephone  Company  equip- 
ment. 

Presumably  Tele/Resources  is  discovering  some  of  these  deficiencies  in  the 
voice  connecting  arrangements  before  other  interconnect  companies  because  we 
are  actively  marketing  the  toll  diversion  feature  and  because  the  reaction 
speed  of  our  electronic  PBX  is  so  much  faster  than  that  of  electro-mechanical 
equipment— so  that  our  equipment  recognizes  extraneous  and  improper  contact 
opens  of  short  duration — where  other  equipment  would  not. 

Based  on  our  exi^erience  over  a  SVi  year  period,  the  concern  of  the  Telephone 
Company  and  some  regulatory  bodies  that  interconnected  equipment  will  result 
in  economic  and  physical  harm  is  misd'rected.  Rather,  as  illustrated  above,  the 
concern  should  be  that  the  connecting  devices  now  required  by  the  Telephone 
Company  are  themselves  resulting  in  economic  and  physical  harm  to  com- 
munications users.  I  am  hopeful  that  your  inquiry  will  underscore  this 
per.spect've. 

I  would  also  like  to  take  this  onportunity  to  update  you  on  other  issues  cur- 
rently under  discu.ssion  with  the  Telephone  Company. 
Off-Prrmij^e  Exitenslnns  and  Tie  Lines 

Sincp  my  last  letter,  we  have  received  a  policy  position  from  New  York 
TplPTihone  rerardine  the  charees  for  "leaspd  lines".  They  w^'11  charge  our  cus- 
tomers $.50  to  "install"  each  circuit  and  09c  per  termination  per  month  even 
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when  an  existing  circuit  is  being  re-used.  We  feel  this  charge  is  high,  but  we 
do  not  propose  to  make  an  issue  of  it. 

The  mileage  rate,  however,  is  another  story.  New  York  Telephone  Company's 
policy  is  that  every  circuit  for  off-premise  extensions  or  tie  lines  connected  to 
customer-owned  equipment  must  be  specially  engineered,  specially  designed  and 
specially  priced.  In  effect,  the  pricing  of  such  circuits  is  open-ended.  Intercon- 
nect customers,  therefore,  face  the  possibility  of  paying  excessive  rates  for  off- 
premise  stations  or  tie  lines.  Conceivably  their  costs  for  these  lines  could  be 
ten  times  as  much  as  if  they  were  using  Telephone  Company  equipment. 

As  you  can  see  from  the  enclosed  letter  from  Mr.  Holler  of  New  York  Tele- 
phone Company,  "tariff"  rates  are  quoted  for  the  installation  charges  and  termi- 
nations of  leased  lines  for  customer-owned  equipment.  If  the  tariff  can  be 
quoted  for  that  portion  of  the  charge,  it  would  seem  reasonable  that  the  tariff 
could  also  be  quoted  for  the  mileage  portion.  Telephone  Company  circuits  are 
defined  in  the  tariff  on  a  functional  basis,  and  there  is  no  functional  difference 
whatsoever  in  off-premise  stations  or  tie  lines  whether  connected  to  Telephone 
Company  hardware  or  privately-owned  hardware. 

Under  current  New  York  Telephone  Company  policy,  even  when  the  facilities 
used  to  provide  a  leased  line  for  an  interconnect  customer  are  the  same  as 
those  used  to  provide  a  functionally  equivalent  circuit  for  a  Telephone  Com- 
pany customer,  the  charges  may  be  substantially  higher  for  the  interconnect 
customer.  Nor  can  the  prospective  interconnect  customer  determine  ahead  of 
time  what  his  charges  will  be.  New  York  Telephone  Company  refuses  to  provide 
price  quotations  to  a  prospective  interconnect  customer  until  he  has  signed  a 
contract  with  the  interconnect  company.  This  withholding  of  information  and 
implied  threat  of  higher  costs  may  effectively  disuade  many  prospective  buyers 
from  going  interconnect. 

In  a  recent  case  in  the  Albany  area,  a  New  York  Telephone  Company  repre- 
sentative tried  to  discourage  a  department  store  chain  from  purchasing  nine 
interconnected  T/R  System  32's  with  the  threat  that  surcharges  for  the  19  tie 
lines  involved  might  well  exceed  $1000  to  $1500  per  month.  The  customer  finally 
signed  with  Tele/Resources  only  after  his  consultant  had  assured  him  that  such 
surcharges  were  illegal  and  that  he  would  take  i)ersonal  responsibility  for 
assuring  that  they  were  never  applied. 

This  issue,  of  course,  is  potentially  a  very  serious  one  for  interconnect  com- 
panies like  ourselves.  We  presently  have,  for  instance,  a  pending  installation 
that  will  involve  150  off-premise  extensions.  Discriminatory  surcharges  would 
be  disastrous  for  that  company. 

Our  position  is  that  mileage  rates  should  be  the  same  for  the  same  services — 
whether  provided  by  the  Telephone  Company  or  Tele/Resources.  This  equiva- 
lency could  be  defined  functionally  (as  it  is  now  done  in  the  tariff)  or  techni- 
cally. We  are  currently  pursuing  this  issue  on  a  case-by-case  basis,  and  where 
we  encounter  significant  discrimination,  we  will  appeal  to  the  proper  regulatory 
bodies. 
Location  of  Voice  Connecting  Arrangements 

Interconnect  companies  are  put  at  a  disadvantage  to  the  common  carriers 
concerning  the  site  of  Telephone  Company  line  terminations  or  connecting 
devices  within  the  customer's  premises.  On  this  issue,  New  York  Telephone 
Company  has  adopted  a  very  reasonable  posture  and  specifies  that  the  connect- 
ing devices  be  no  more  than  50  feet  from  the  customer's  PABX  switching 
equipment.  Installation  and  maintenance  of  both  the  connecting  devices  and  the 
switching  equipment  is  thus  simplified.  With  all  the  problems  that  arise  in  the 
CDH  device,  it  is  necessary  to  be  able  to  determine  quickly  whether  these  prob- 
lems arise  on  the  Telephone  Company  or  customer-owned  side  of  the  device. 
This  can  best  be  accomplished  by  a  single  repairman  when  the  switch  and  con- 
necting device  are  in  close  proximity. 

SNETCo,  on  the  other  hand,  has  taken  a  hard  line  on  this  issue  and  insists 
that  connecting  devices  or  leased  line  terminations  be  installed  no  more  than 
20  feet  from  the  entrance  point  of  the  outside  Telephone  Company  facilities. 
Very  rarely,  of  course,  is  the  customer  "telephone  room"  located  within  these 
narrow  parameters.  In  our  view,  this  is  very  clearly  a  case  of  discrimination, 
since  a  customer  utilizing  Telephone  Company  equipment  is  under  no  such 
narrow  limitations.  Furthermore,  traditionally,  companies  like  Western  Union 
and  ADT,  who  provide  alarm  circuits  and  special  leased  lines,  have  always 
been  able  to  specify  the  termination  location  of  Telephone  Company  facilities 
within  the  customer  premises — so  as  to  be  proximate  to  the  location  of  their 
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own  equipment.  In  an  effort  to  skirt  this  historical  precedent,  SNETCo  has 
made  these  situations  "special  exceptions"  by  designating  the  alarm  companies 
as  "tenants"  within  the  same  customer's  premises.  We  see  nothing  to  justify 
this  arbitrary  designation. 

Although  we  do  relatively  litle  business  in  Connecticut,  we  are  considering 
contesting  this  tariff  through  the  Connecticut  Public  Utilities  Commission. 

Touch  Tone  Surcharges 

Another  area  of  discrimination — which  I  understand  has  been  successfully 
challenged  in  some  states — concerns  the  policy  of  applying  surcharges  to  Touch 
Tone  trunks  if  they  terminate  in  customer-owned  equipment.  In  New  York,  this 
surcharge  is  $3.38/trunk  per  month.  They  only  charge  for  providing  Touch 
Tone  on  a  Telephone  Company  PABX  is  that  related  to  the  telephone  instru- 
ments and  central  switching  equipment.  The  equivalent  to  this  charge,  of 
course,  is  included  in  the  cost  of  the  interconnect  company's  hardware.  There 
is  no  surcharge  on  trunk  lines,  however,  for  Telephone  Company  PABX 
customers. 

Although  this  discriminatory  surcharge  has  existed  in  New  York  since  the 
early  days  of  interconnect,  we  have  only  recently  seriously  considered  challeng- 
ing it  through  the  Public  Service  Commissions.  The  surcharge  is  now  a  major 
concern  for  Tele/Resources  since,  with  the  emergence  of  the  T/R  System  32 
as  the  mainstay  of  our  product  line,  approximately  80%  of  the  telephone  instru- 
ments we  now  install  use  Touch  Tone  service. 

Purchase  of  Telephone  Company  Interior  Wiring 

In  theory,  an  interconnect  customer  can  purchase  existing  Telephone  Com- 
pany interior  wiring,  and  his  changeover  to  an  interconnect  system  will  thereby 
be  more  economical  and  convenient  than  it  might  otherwise  have  been.  In 
practice,  however,  this  is  rarely  the  case.  Quotations  from  the  Telephone  Com- 
pany for  selling  interior  wiring  generally  take  months  to  get  and  are  priced 
astonishingly  high.  It  seems  impossible  to  think  that  the  cost  of  in-place  wiring 
would  exceed  the  cost  of  union  labor  to  tear  out  walls  and  install  new  wiring — 
but  this  is  virtually  always  the  case.  From  our  vantage  point,  the  delays  in 
obtaining  price  notations  for  existing  wiring,  and  the  exorbitant  prices  finally 
noted,  seem  just  another  means  to  make  the  life  of  the  interconnect  companies 
more  diffioiilt. 

Recently,  we  have  brought  our  case  in  this  regard  to  the  staff  people  at  the 
New  York  Telephone  Company,  and  they  have  promised  some  relief.  It  remains 
to  be  seen  whether  the  situation  will  improve. 

I  hope  these  comments  provide  further  insight  into  the  competitive  environ- 
ment and  problems  faced  by  interconnect  companies  such  as  ourselves.  As  you 
requested,  I  have  necessarily  pointed  out  our  areas  of  concern.  But  please  dont' 
let  these  comments  paint  an  entirely  bleak  picture.  We  strongly  believe  in  the 
concept  of  interconnect,  and  we  feel  that  our  Company  is  proof  of  its  viability. 
In  spite  of  the  problems  I  have  outlined  and  others,  we  are  conducting  a  profit- 
able business,  and  at  the  same  time  bringing  economic  benefit  and  improved 
communications  to  hundreds  of  business  customers. 

We  appreciate  the  opportunity  to  compete,  and  we  ask  only  that  the  same 
rules  apply  to  all  competitive  parties.  We  ask  for  correction  of  those  areas 
where  the  Telephone  Company  is  enacting  and  endorsing  policies  which  dis- 
criminate against  the  interconnect  customer,  and  the  issues  that  I  raise  in  this 
letter  are  examples  of  that  type  discrimination. 

We  appreciate  your  interest  and  stand  ready  to  assist  in  any  way  the  efforts 
of  the  FCC  staff  to  continue  to  improve  on  the  concept  and  implementation  of 
interconnection. 

Very  truly  yours, 

William  A.  Jacobson, 

Director  of  Planning. 

Tele/Resources  Inc., 
White  Plains,  N.Y.,  June  22,  1973. 
Mr.  Bill  Barbett, 

Federal  Commnnicati-on^  Commission, 
Washington,  B.C. 

Dear  Mr.  Barrett  :  I  appreciated  the  chance  to  talk  with  you  last  week,  and 
I  have  taken  this  opportunity  to  record  some  of  the  points  that  I  discussed  with 
you  and  to  forward  the  back-up  data  you  requested. 
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As  I  indicated,  Tele/Resources  has  been  in  business  since  August  of  1969. 
The  company  was  founded  as  a  subsidiary  of  EDP  Resources,  Inc. — a  data 
processing  service  company  with  headquarters  in  White  Plains,  New  York.  At 
present,  our  company  is  privately  held,  with  EDP  Resources  being  a  major,  but 
not  a  majority,  stockholder. 

The  company  was  founded  with  the  intent  of  going  into  the  Interconnect 
business  and  opened  its  first  sales  office  in  Long  Island  in  March  of  1970.  Since 
that  time,  we  have  sold  approximately  300  PABX  systems  totalling  some  18,000 
telephones.  This  activity  has  been  centered  in  the  New  York  metropolitan  area, 
where  we  operate  four  sales  and  service  centers.  During  our  early  days  of 
operation,  our  primary  products  were  PABX's  manufactured  by  OKI  Elec- 
tronics, Inc.  but  today  the  mainstay  of  our  product  line  is  our  own  all- 
electronic  T/R  Sysytem  32. 

One  of  our  company's  early  goals  was  to  develop  our  own  proprietary  product 
line,  and  we  took  the  first  step  toward  this  goal  with  a  feasibility  study  con- 
ducted in  late  1969.  In  February,  1970  a  development  engineering  contract  was 
signed  with  Terminal  Communications,  Inc.  of  Raleigh,  North  Carolina  for  the 
development  of  an  electronic,  time-division  PABX  system.  The  result  was  the 
T/R  System  32,  which  we  introduced  to  the  market  in  April  1972.  The  first 
system  was  installed  in  July  of  1972. 

Since  introducing  the  System  32,  we  have  sold  150  systems  and  installed 
nearly  100  of  those.  In  addition,  we  have  commitments  from  a  limited  number 
of  distributors  for  purchases  of  185  more  systems  through  the  end  of  1973.  Our 
own  direct  sales  efforts  plus  those  of  our  five  distributors  account  for  our 
total  projected  production  through  the  end  of  1973.  We  are  very  proud  of  the 
System  32  and  strongly  believe  it  represents  tangible  proof  that  communications 
users  can  l>enefit  from  the  advances  in  technology  stimulated  by  the  Carter- 
phone  decision.  I  have  enclosed  a  sales  brochure  de.scribing  the  System  32  and 
some  of  its  major  features  as  well  as  a  copy  of  a  letter  "introducing"  the  sys- 
tem to  the  FCC  commis.sioners  and  staff.  (ExhibitI) 

Bell  System  Inquiries 

Naturally,  our  System  32  has  aroused  a  great  deal  of  interest  from  the  Bell 
System.  The  latest  written  request  for  information  came  from  Bell  Laboratories 
and  I  have  enclosed  a  copy  of  that  letter  and  my  reply.  (Exhibit  II)  Unfortu- 
nately, we  have  not  retained  earlier  similar  requests,  but  I  specifically  recall 
one  from  Mountain  States  Telephone  Company.  In  addition,  we  have  received 
several  verbal  requests  for  information  from  Southern  New  England  Telephone 
Company  who  (like  Mountain  Bell)  represented  them.selves  as  possible  buyer? 
for  the  system.  The  latest  of  these  requests  was  delivered  to  me  personally  at 
the  International  Communications  Association  in  Boston  on  May  15  by  Howard 
Rohloff  and  Robert  Erkson  of  the  Equipment  Engineering  Department  of  South- 
ern New  England  Telephone  Compay.  Since  we  do  not  view  the  telephone  in- 
dustry as  a  viable  market  for  our  product,  we  have  declined  any  serious  negoti- 
ations, but  we  do  provide  descriptions  and  demonstrations  of  the  .system  to 
those  who  are  interested. 

We  have  al.so  received,  of  course,  a  number  of  inquiries  from  the  "Reader's 
Services"  of  the  trade  magazines,  and  we  have  many  of  the.se  on  file.  I  will 
make  these  available  to  you  if  you  wish,  but  T  assume  that  most  of  them  stem 
from  individual  telephone  employees  looking  for  information  on  their  own 
behalf.  We  generally  do  not  respond  to  these  inquiries. 
Westei-n  Electric  Supply  Policy 

During  our  conversation  you  expressed  an  interest  in  our  relationshin  with 
sunpliers— particularly  with"  regard  to  Western  Electric's  distribution  policy.  As 
I  indicated,  in  the  past.  Western  Electric  had  distributed  its  products  through 
Graybar  Electric,  and  our  company  had  purchased  items— such  as  the  3A 
Speakerphone  and  Card  Dialer— through  that  channel.  Some  time  in  1970. 
however.  Western  Electric  rescinded  this  policy,  and  Interconnect  companies 
like  ourselves  could  no  longer  purchase  Western  Electric  equipment  throueh 
Gravbar.  We  have  no  documentntion  to  illustrate  this  policy  change,  so  T  am 
afraM  you  will  have  to  pursue  that  line  of  inquiry  through  Graybar  if  you  are 
interested. 
TelCo  Rate  Cases 

As  for  vour  question  reearding  our  participation  in  rate  ca.ses.  our  attentions 
have  been  devoted  primarily  to  current  business  operations,  and  we  have  not 
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taken  on  the  burden  of  legal  intervention  in  rate  cases  to  date.  Rather  we  have 
been  "interested  bystanders"  and  have  entered  comments  for  the  record  where 
appropriate.  I  have  enclosed  2  samples  of  such  comments — one  a  letter  from 
Charles  Pedler  to  the  FCC  objecting  to  ATT's  earlier  proposal  to  equip  all 
private  lines  with  VGA's,  the  other  a  newspaper  account  of  Mr.  Pedler's  com- 
ments regarding  New  York  Telephone's  latest  rate  increase  request.  (Exhibit 
III)  The  pertinent  point  in  the  New  York  rate  case  is  the  attempt  by  the  Phone 
Company  to  shift  revenue  from  competitive  equipment  (such  as  PABX's)  to 
non-competitive  services  such  as  Central  Office  lines  and  message  units.  We  are 
also  a  supporting  member  of  NATA  and  are  hopeful  that  that  organization's 
legal  efforts  will  help  stem  the  tide  of  competition  stifling  tariff  manipulation. 

Bell  Competitive  Practices 

Because  your  line  of  inquiry  may  also  include  Bell  System  competitive 
practices,  I  would  like  to  outline  here  some  of  the  operational  difficulties  we 
have  had  in  working  with  the  Operating  Telephone  Companies.  Since  approxi- 
mately 90%  of  our  PABX  sales  have  occurred  within  the  territory  of  New  York 
Telephone  Co.,  my  comments  will  be  directed  to  our  experience  with  them.  The 
underlying  difficulty,  of  course,  in  dealing  with  the  Telephone  Company  is  that 
we  and  our  customers  are  dependent  on  our  largest  competitor — for  the  installa- 
tion of  connecting  devices  and  the  provision  of  Central  Office  services. 

To  compound  this  basic  dilemma,  we  must  request  these  sei  vices  from  es- 
sentially the  same  people  that  we  are  competing  with  on  a  daily  basis.  Generally 
speaking,  the  Telephone  Company's  Communications  Consultants  have  little 
incentive  to  see  that  our  requests  for  service  are  handled  efficiently.  Further- 
more, they  very  often  are  incapable  of  providing  the  technical  information  that 
we  need  to  interface  properly  with  their  equipment  (information  regarding  toll 
diversion,  message  registration,  leased  lines  and  data  services,  for  example.) 

New  York  Telephone  Company  has  assigned  a  group  of  staff  people  to  deal 
with  Interconnect  companies  on  policy  matters,  so  we  do  have  a  "line  of  ap- 
peal." On  the  other  hand,  this  group  provides  answers  at  its  own  frustratingly 
slow  pace  (as  illustrated  in  some  of  the  examples  below)  and  usually  balks  at 
putting  company  positions  in  writing.  Some  of  our  specific  dealings  with  New 
York  Telephone  on  policy  issues  are  as  follows : 

Off-Premise  Extensions 

Based  on  earlier  information,  we  have  been  assuming  that  extensions  from 
our  PABX  equipment  which  terminate  at  distant  locations  (often  in  Tele- 
phone Company  key  equipment)  have  been  billed  at  standard  mileage  rates 
and  with  no  installation  charge  except  where  visable  work  has  to  be  done  to 
alter  Telephone  Company  equipment. 

Three  months  ago,  however,  one  of  our  customers  presented  us  with  a  per- 
plexing series  of  telephone  bills  showing  different  charges  as  applied  to  each 
of  his  eight  off-premise  locatons — none  of  which  had  on-site  work  performed. 
WTien  local  Telephone  Company  operating  people  were  unable  to  shed  any 
light  on  this  issue,  I  presented  the  question  to  New  York  company  staff  per- 
sonnel. I  was  informed  that  basically  each  case  is  unique,  and  that  the  Tele- 
phone Company  will  decide  what  the  charges  will  be  be  on  the  merits  of  each 
case.  I  objected  to  this  approach  for  obvious  reasons  and  posed  the  basic 
question  again  in  the  letter  to  my  Te'ephone  Company  staff  contact  dated 
April  18,  1973.  I  later  followed  up  with  copies  of  the  particular  customer's 
bills  in  an  effort  to  stimulate  or  expedite  an  answer,  but  to  this  date,  over 
two  months  have  gone  by  without  a  satisfactory  conclusion  to  this  issue. 
Meanwhile  our  customer  has  continuetl  to  be  dunned  by  the  Telephone  Com- 
pany for  payment  of  these  non-explained  bills. 

I  have  enclosed  some  of  the  correspondence  on  this  case  for  your  re- 
view.   (Exhibit  IV) 

Toll   Diversion 

As  one  of  their  service  offerings,  the  Telephone  Company  provides  "battery 
reversal"  toll  diverted  trunks.  When  this  service  is  provided  a  reversal  is 
generated  from  the  Central  Office  whenever  a  toll  call  is  dialed,  and  PABX 
equipment  at  the  customer's  location  can  then  recognize  the  reversal  and 
deny  (or  allow)  the  call  to  go  through.  In  the  case  of  customer-provided 
equipment,  the  battery  reversal  will  cause  a  contact  closure  in  the  CRV 
leads  of  the  CDH  voice  connecting  arrangement.   Based   on  information  pro- 
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vided  us  by  the  Telephone  Company  and  specifications  as  outlined  iu  the 
CDH  manual,  we  designed  our  System  32  to  react  to  such  a  contact  closur^ 

During  field  tests,  in  late  1972,  we  found  to  our  surprise,  that  calls  v\^!^S) 
our  PABX  equipment  allowed  to  override  this  contact  closure  ended  u'p^t 
a  Telephone  Company  intercept  operator  rather  than  at  their  directly-dialed 
destination.  The  intercept  operator  would  then  complete  the  call.  It  took  us 
nearly  6  months  to  get  an  answer  from  the  Telephone  Company  on  why  this 
should  occur,  and  that  answer  finally  boiled  down  to  "that's  the  way  toll  di- 
version works  in  certain  C.O.'s — for  our  equipment  as  well  as  for  yours."  We 
then  asked  where  (which  Central  Ofiices)  we  could  expect  toll  diversion  to 
operate  that  way.  We  were  told  that  we  would  not  be  provided  with  this  type 
of  general  information  and  that  we  must  pursue  each  case  on  an  individual 
basis  through  the  local  Communications  Consultants. 

Getting  this  information  on  a  local  basis  from  Communicatons  Consultants 
who  are  even  less  familiar  than  were  the  staff  people  has  been  an  ongoing 
headache.  Futhermore,  we  have  found  that  the  CDH  does  not  live  up  to  its 
specificatons  in  providing  a  solid  contact  closure  for  250  miliseconds  in  all 
cases.  Rather  than  attempting  to  have  the  Phone  Company  live  up  to  its 
specifications,  we  have  had  to  modify  our  equipment  to  cover  that  deficiency. 

I  have  enclosed  a  letter  on  the  subject  which  outlines  the  type  of  informa- 
tion we  need.  (Exhibit  V)  The  same  basic  problems  arise  when  we  must  de- 
termine whether  any  particular  service  (such  as  message  registration,  Touch 
Tone,  direct  inward  dialing  etc.)  is  available  from  a  specific  Central  OflBce. 

DC  Powered  Connecting  Devices 

Since  "back-up  power"  has  become  more  and  more  a  necessity  in  the  New 
York  area,  with  the  increasing  number  of  black-outs  and  brown-outs,  we 
planned  to  provide  back-up  batteries  as  a  feature  of  the  System  32.  We  first 
inquired  on  the  availability  of  connecting  devices  which  would  be  powered 
from  customer-provided  DC  source  rather  than  commercial  AC  power  in  March 
of  1971.  We  were  told  these  devices  would  be  available  in  late  1972.  In  actual 
fact,  the  first  such  units  was  installed  just  last  week — and  then  only  with  the 
help  of  staff  intervention. 

The  local  sales  people  of  New  York  Telephone  are  again  unfamiliar  with 
this  "special  item"  (which  I  believe  has  the  telephone  code  of  VCP),  and  the 
staff  people  are  now  quoting,  in  general,  a  six  to  eight  week  delay  in  de- 
livery. 

From  the  beginning,  the  fact  that  CDH  equipment  is  powered  by  com- 
mercial AC  has  been  a  major  disadvantage,  and  the  fact  that  the  Phone 
Company  has  not  aided  in  our  attempts  to  overcome  that  deficiency  is  un- 
conscionable. 

Data-Voice  Connecting  Arrangements 

According  to  the  rules  and  specifications  of  the  voice  connecting  devices, 
data  communications  traffic  cannot  be  passed  through  these  devices.  In  es- 
sence, then,  customers  with  privately-owned  equipment  cannot  make  use  of 
Bell's  widely  publicized  Data-Phone  service— the  ability  to  send  both  voice 
and  data  over  the  same  voice-grade  telephone  facility.  There  is  increasing  ap- 
plicaton  for  this  service,  particularly  when  a  PABX  customer  has  WATS 
service  or  Tie  Lines  to  distant  office  locations,  and  he  wishes  to  utilize  these 
lines  fully  by  sending  both  voice  and  data  over  them.  Currently  there  is  no 
way  for  PABX  customers  to  do  that  if  he  owns  his  own  equipment,  without 
utilizing  specially  engineered  and  costly  switching  devices  (which  allow  the 
transmission  of  voice  through  the  connecting  device  and  data  through  a 
different  connecting  device  or  directly  to  the  line).  Early  this  year,  Mr.  Stan 
Holler  of  New  York  Telephone  Co.  staff  indicated  to  me  that  a  combined  voice- 
data  coupler  would  be  available  through  the  New  York  Telephone  Co.  by 
August,  1973.  I  wou'd  be  immensely  surprised  if  this  availability  materializes. 

Connecting  Devices — Other  Problems 

In  addition  to  the  power  failure,  toll  diversion  and  data  communications 
problems  mentioned  above,  we  find  that  the  connecting  arrangement  creates 
far  more  physical  problems  than  it  purports  to  prevent.  For  instance,  we  have 
evidence  that  the  CDH  distorts  the  inter-digital  time  of  out-pulses  generated 
by  our  tone-to-rotary  dial  converters  causing  wrong  numbers. 

Besides  these  subtle  problems,  our  customers  are  plagued  with  malfunction- 
ing  CDH  units.   Most   of  the  complaints   about   connecting   devices   voiced   in 
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^;y  letter  of  August  28,  1970  (a  copy  of  which  is  enclosed— Exhibit  VI)  re- 
-••"^fp  with  us,  and  the  need  for  a  program  of  certificaton  is  greater  than 
.  :T.  The  situation  is  particularly  ironic  in  light  of  Rochester  Telephone  Com- 
pany's success  with  their  "transparent"  interface  and  New  York  Telephone's 
own  curious  policy  of  terminating  off-premise  PABX  extensions  and  tie  lines 
from  manual  PABX's  in  terminal  blocks  rather  than  voice  connecting  ar- 
rangements. 
Administrative  Burden 

I  hope  the  above  comments  provide  a  perspective  helpful  in  your  current  in- 
vestigation. We  have  found  it  a  necessity  to  assign  two  ful-time  people  to 
coordinate  with  the  Telephone  Company — seeking  information  and  expediting 
commitments.  In  addition,  Tele/Resources  field  operations  managers  co- 
ordinate with  loeal  telephone  people  at  each  of  our  four  offices,  and  Mr.  Pedlei 
and  myself  pursue  policy  matters.  This  is  an  inoi-dinate  administrative  burden 
for  a  company  of  80  people. 

We  as  a  company  are  thankful  for  the  opportunity  that  the  Carterphone 
decision  has  given  us.  We  are  eager  to  make  new  strides  toward  providing 
the  best  communications  equipment  and  service  possible,  and  we  are  confident 
that  we  can  succeed.  There  are  enough  capital  and  logistical  problems  to 
contend  with  in  achieving  that  goal,  however,  without  the  undue  administra- 
tive burden  imposed  on  us  by  the  operating  practices  of  our  Telephone  Com- 
I)any   competitors. 

We  therefore  hope  the  efforts   of  your  Task   Force  can  improve   the  com- 
petitive environment — to  the  ultimate  benefit  of  the  communications  user. 
Very  truly  yours, 

William  A.  Jacobson, 

Director  of   Planning. 

Selectron,  Inc., 
Portland,    Ore.,   April   10,   197^. 
Mr.  Gerald  Hellerman, 

Special  Financial  Adviser,  Senate  Subcommittee  on 
Antitrust  and  Monopoly,  Senate  Annex, 
Washington,   D.C. 

Dear  Mr.  Hellerman  :  Enclosed  you  will  find  a  purchase  order  for  a 
private  telephone  system  from  East  Rose  Medical  Clinic  in  Portland,  Oregon. 
You  will  also  find  the  letter  from  the  customer  authorizing  Selectron,  Inc.,  to 
act  as  their  agent  which  was  mailed  to  Pacific  Northwest  Bell  Telephone 
Company  on  March  29,  1974. 

In  response  to  our  correspondence,  Carol  Ahlberg,  a  Pacific  Northwest  Bell 
Communication  Consultant,  contacted  the  customer  with  new  cost  comparison 
data  and  brochures.  Copies  of  the  cost  data,  covering  two  pages,  and  bro- 
chures which  include:  20  Questions,  The  Economics  of  Your  Telephone  System, 
and  There's  More  to  Your  Telephone  System  than  Meets  The  Eye,  are  en- 
closed. 

You    will    al.so    find    attached    a    letter    from    the    Manager    of    East    Rose 
Medical    Clinic    defining    the    subjects    covered    by    the    Bell    Communication 
Consultant  after  East  Rose  Medical  Clinic  has  ordered  a  private  syystem  from 
Selectron,  Inc. 
Sincerely, 

Ray    Stevens, 

President. 
Enclosures  (9). 

acceptance  order 

This  private  communicatons  system  is  accepted  for  installation  according 
only  to  terms  and  conditions  as  put  forth  in  this  proposal  dated  3-28-74  and 
contained  in  pages  one  through  thirteen. 

Customer  Purchase  Order  Nbr:  . 

Estimated  Delivery  Date :  June  15,  74. 

Estimated  Installation  Date :   Following  week. 

The  total  installed  system  price  is  $11,896.00. 

Other  Terms  and  Conditions :  Customer  has  chosen  to  finance  from  source 
of  his  choice. 
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Company :  East  Rose  Medical  Clinic. 
Address:  13830  SE  Stark— Portland. 

By : . 

Title:       .  Date:  3-28-1974. 

K.    A.    COOLIN. 


East    Rose    Medical    Clinic, 
Portland,    Ore.,   March   28,   1974. 
Attention :  Marketing  Department. 
Pacific  Northwest  Bell  Telephone  Co. 
Portland,  Ore. 

Gentlemen  :  We  have  retained  Selectron,  Inc.,  under  contract,  as  our 
exclusive  agent  in  matters  pertaining  to  our  telephone  service. 

You  are  hereby  directed  to  accept  all  orders  for  service  or  requests  for  in- 
formation regarding  our  telephone  service  only  from  Selectron,  Inc.  All  deal- 
ings are  to  be  regarded  as  confidential  and  must  not  be  discussed  within  or 
outside  your  offices.  The  monthly  service  billing  and  references  to  billing 
should  continue  to  be  sent  to  East  Rose  Medical  Clinic. 

This  authorization  does  not  prohibit  East  Rose  Medical  Clinic  from  acting 
on  its  own  behalf.  This  authorization  does  however,  limit  Pacific  Northwest 
Bell  Marketing  Department  to  respond  only  to  requests  made  by  either 
Selectron  or  myself. 

You  are  further  directed   to  address  all  correspondence   and   questions   by 
mail  to  Bill  Gressinger  at  Selectron,  Inc.,  0110  S.  W.  Bancroft  Street,  Port- 
land, Oregon  97201  or  by  phone  503-223-7304. 
Sincerely, 


Topics  discussed  with  Carol  Ahlberg  of  the  PNB  phone  system  concerning 
our  decision  to  buy  our  telephone  equipment  from  Selectron : 

She  implied  that  our  phone  equipment  might   not  last  more   than   7  or   8 
years. 

She  said  that  the  interface  devices  would  definitely  not  be  removed  in  the 
near  future  and  had  evidence  to  prove  it. 

The  high  cost  of  service  from  a  phone  sales  company   was  stressed,  com- 
pared to  "free"  service  from  PNB. 

She  said  that  the  success  of  telephone  equipment  sales  companies  was  forc- 
ing PNB  to  reevaluate  their  tariffs  and  to  lower  prices. 

She  said  that  the  fact  that  PNB  is  a  regulated  public  utility,  their  profit 
margin  is  limited. 

Dabe   Hanson. 

P.S. — Much  of  this  information  is  substantiated  in  attached   brochures. 


Comparable  telephone  system: 

7  Central  office  lines 

7  Charges  for  Touch-Tone 

1  Recorder  coupler 

1  Residence  listing - 

12  Adidtional  listings - -. 

Classified  advertising - 

Street  address  directory - 

Total  lines  and  listings -.- 

Equipment: 

1  Comline  with  Touch-Tone -.. 

27  Extra  codes  at  $2,25 - 

14  12-button  telephones. - 

2  30-butlon  telephones  with  busy  lamps 

14  Station  busy  lamps. ._ --■ 

1  Paging  access. 

20  Single  line  telephones  for  picking  up  the  comline 

1  Bell  chime 

Total  equipment. 

Totaliines,  listings  and  equipment  billing.. 571.70  1,142.50 


$228  20 

14.00 

3.75 

■       u:^ :::::::::::::: 

29.00 

7  50 

294.95 

0 

27. 00 

$52.50 

60. 75 
98.00  ... 
28.00 
19.60 
7.75 
35.00 
.65  ... 

270. 00 

40."  00 

280. 00 
100.00 
400.00 

276.75 

1, 142.  50 

Note.  Selection,  $573.20  per  month  included. 
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Bell's  price  includes: 

□  Repair  and  maintenance 
including  parts 

□  Communications  consulting 


□  Trainingforyourpeople 

□  System  replacement  in  case 
of  disaster 

□  Custom  system  designing 


□  24-hour  emergency  repair  service       □  World's  largest  repair  fleet 


□  Regular  preventive  maintenance 

□  Trained,  experienced  craftsmen 


□  Equipment  guaranteed  forever     g 


n  Nearly  100  years  of 

communications  experience 

□  The  standard  of  the  industry 


□  Regulated  foryour  protection        m 

M 

□  Quality  equipment  supplied  by     § 
Western  Electric  Co.  ^. 


□  Equipment  designed  for  orderly 
growth 

□  Youpayonlyfortheservice 
needed 


□  All  equipment  designed  to  be  ^ 
compatible  with  the  nationwide  ^ 
telephone  system  g 


□  Equipment  compatible  with  new 
developments  in  the  telephone 
industry 


□  Continued  development  by 
Bell  Laboratories 

□  Improved  technology  to  help 
keep  costs  low 


□  Whenweprovideyourtelephones, 
we  own  them;  we  take  care 
of  them 


Which  sooBids  th®  basl  to  you? 
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Their  Systein 


Does  their  price  include:     □  ^^^^  °^  ^°^^y  ^^ed  to  purchase 

•^  system? 


□  Repair  labor  cost  after  guarantee 
expires? 

□  Cost  of  replacement  parts? 

□  Insurance  protection? 


□  Property  and/or  sales  tax? 

□  Communications  consulting? 

□  Continuing  training  for  your 
people? 


□  What  hours  are  maintenance 
people  available? 

□  How  long  will  it  take  them  to 
arrive? 

□  Will  you  be  charged  for  travel 
time? 


□  Is  there  a  scheduled  maintenance 
program? 

□  Are  parts  and  equipment 
immediately  available? 

□  Do  maintenance  people  have 
technical  and  engineering 
backup? 


□  How  long  have  they  been  sellinc 
telephone  equipment? 

□  If  disaster  strikes,  how  long  will 
you  be  without  service? 


□  Are  you  protected  against 
unreasonable  service  charges? 


□  What  is  required  to  add  new 
features  or  change  systems? 

□  Is  capacity  for  growth  provided? 

□  What  will  rearrangements  cosf? 


□  If  your  business  moves,  can  you 
move  the  system'!' 

□  If  your  telephone  requirements 
decrease,  will  your  bill  decrease? 


□  Can  this  system  be  easily 
adapted  to  technological 
improvements  in  the  telephone 
industry? 


□  Will  the  system  you  buy  today 
meet  the  needs  of  your  business 
tomorrow? 


□  When  you  buy  your  telephones, 
you  own  them;  you  take  care  of 
them. 
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Telephones  and  equipment  are  half: 
people  and  service  are  the  other  half. 
You  need  both  to  make  a  communications  system  work. 


Over  one  million  men 
and  women  of  the  Bell 
System  all  have  one 
basic  responsibility:  To 
serve  you,  our  customer, 
and  to  make  sure  your 
telephones  work  every 
time  you  need  them. 
The  Bell  System  team  of 
specialists  includes 
skilled  service  people, 
engineers,  operators, 
construction  crews  and 


administrators. 

These  folks  aren't  "just 
passing  through."  In  most 
cases,  the  people  you 
deal  with  are  residents  of 
your  community — your 
neighbors.  And  they'll 
be  right  there  tomorrow 
should  you  need  them. 

Your  Pacific  Northwest 
Bell  Communications 
Consultant  is  your  link 
with  the  Bell  System. 


He's  one  member  of  the 
nationwide  total 
communications  team. 

For  information 
regarding  any  part  of  your 
business  communica- 
tions system,  call  your 
local  Pacific  Northwest 
Bell  business  office. 
You'll  find  the  number 
listed  in  the  Call  Guide 
section  of  your 
telephone  book. 


@ 


Pacific  Northwest  Bell 
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THE  ECONOMICS 
OF  YOUR 
TELEPHONE 
SYSTEM 


(§) 


Pacific  Northwest  Bell 
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This  publication  is  designed  to  assist  you  in  making  a  comparison  of  purchase  or  lease 
purchase  of  communications  equipment  versus  obtaining  communications  services  from  the 
Telephone  Company. 


We  would  of  course  prefer  that  you  subscribe  to  service  from  us  to  realize  and  maintain  the 
benefits  of  the  total  system  concept  and  single  point  of  contact.  However,  if  your  company's 
decision  is  to  purchase  your  own  communications  equipment  this  publication  will  prove 
invaluable  in  familiarizing  you  with  the  various  economic  factors  you  must  consider.  Also,  we 
can  and  will  assist  you  in  making  the  economic  comparisons  of  various  vendor  proposals  at  no 
cost  or  obligation. 
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ECONOMIC  ANALYSIS 


CONTENTS 
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Insurance 
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TYPES  OF  VENDOR   CONTRACTS 


Today,  communication  equipment  and  systems  can  be  obtamed  from  a  number  of  vendors. The 
equipment  is  offered  on  the  following  basis: 

Outright  Purchase 

Installment  Purchase 

Operating  Lease 

Financial  Lease  > 

Conditional  Sales  Contract 

The  manner  In  which  an  economic  comparison  can  be  made  will  depend  upon  which  type  of 
contract  was  offered  by  the  vendor.  The  "straight"  purchase  agreements  are  readily  identified, 
however,  the  difference  between  a  financial  lease  and  an  operating  lease  may  be  more  difficult 
to  determine. 

How  you  Intend  to  treat  the  equipment  expense  on  your  company's  books  will  determine  the 
type  of  lease.  If  you  intend  to  depreciate  the  equipment  starting  at  year  one,  you  assume 
ownership  immediately  and  the  contract  Is  determined  to  be  a  conditional  sales  contract 
(financial  lease).  If  you  carry  the  lease  payments  as  operating  expenses,  the  lease  Is  an 
operating  lease  similar  to  the  basis  upon  which  the  Telephone  Company  offers  equipment 

The  following   legally  structed  definitions  of  contract  terms  are  offered  for  your  reference 

Outright  Purchase  implies  immediate  payments  as  defined  within  the  terms  of  a  contract  This 
may  be  within  30  days  or  90  days,  etc  ,  on  delivery  or  after  installation.  The  buyer  assumes 
ownership  at  the  onset  of  the  contract 

Installment  Purchase  Implies  payment  over  a  period  of  time  and  in  the  amounts  as  defined 
within  the  terms  of  a  contract.  This  may  or  may  not  Include  Installation.  The  buyer  assumes 
ownership  at  the  onset  of  the  contract 

Financial  Lease  is  defined  as  a  contract  under  which  a  lessee  agrees  to  make  a  series  of 
payments  to  a  lessor  which,  in  total,  exceeds  the  purchase  price  of  the  equipment  acquired 
Typically,  payments  under  a  financial  lease  are  spread  over  a  period  of  time  equal  to  the  major 
portion  of  the  useful  life  of  the  equipment.  During  the  Initial  terms  of  the  lease,  the  contract  is 
non-cancelable  by  either  party,  I  e.,  the  lessee  is  irrevocably  committed  to  continue  leasing  the 
equipment.  For  ownership,  see  (1)  following 

Operating  Leases  may  be  defined  as  all  other  leasing  arrangements,  and,  typically,  are 
cancelable  by  the  lessee  upon  giving  due  notice  to  the  lessor.  Operating  leases  do  not  involve 
any  fixed  future  commitment  by  the  lessee  except  terminating  costs  and,  in  this  respect,  are 
similar  to  most  business  expenditures.  The  lessee  does  not  assume  the  responsibility  of 
ownership. 
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Conditional  Sales  Contract  Includes  installment  purchases  and  financial  leases  The  buyer 
assumes  ownership  with  an  installment  purchase  and  when  (1)  following  applies 

(1).  In  1955  the  Internal  Revenue  Service  established  guidelines  for  determining  whether 
an  agreement  is  a  lease  or  a  conditional  sales  contract.  Among  other  things,  this 
ruling  (Revenue  Ruling  55-540)  stated  that,  unless  there  are  "compelling  persuasive 
factors  of  contrary  implication,"  an  agreement  is  a  purchase  and  sale,  for  tax 
purposes,  rather  than  a  lease  or  rental  if: 

1.  The  lessee  will  acquire  title  upon  the  payment  of  a  stated  amount  of  "rentals" 
which  under  the  contract  he  is  required  to  make. 

2.  The  property  may  be  acquired  under  a  purchase  option  at  a  price  which  is 
nominal  in  relation  to  the  value  of  the  property  at  the  time  when  the  option  may 
be  exercised,  as  determined  at  the  time  of  entering  into  the  original  agreement, 
or  which  is  a  relatively  small  amount  when  compared  with  the  total  payments 
which  are  required  to  be  made. 

Under  this  ruling,  if  the  lease  agreement  is  ruled  to  be  a  conditional  sales  contract,  the 
lessee  would  not  be  permitted  to  deduct  his  lease  payments,  but  would  be  able  to  deduct 
only  the  amount  of  allowable  depreciation  and  interest  expense  for  each  year. 


NOTE 

Equipment  manufacturers  are  finding  the  financial  lease  to  be  an  important  selling  tool  These 
companies  may  or  may  not  collect  a  fee,  i  e  ,  interest,  over  and  above  their  direct  costs  of  the 
transaction  and  their  normal  manufacturing  profit.  But  auxiliary  operating  costs  such  as 
maintenance,  local  sales  taxes  and  insurance  premiums  and  financing  costs  such  as  legal  fees 
and  administrative  costs  are  often  transferred  to  the  lessee  in  a  lease  agreement. 
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ECONOMIC  CONSIDERATIONS 


COST  OF  APPARATUS 

This  IS  the  total  cost  of  buying  the  equipment.  It  should  include  all  the  associated  pieces,  parts 
and/or  accessories  that  make  up  that  total  product  A  good  analogy  can  be  made  between 
buying  a  new  car  and  a  communications  system.  The  advertised  price  of  the  car  includes  only 
the  basic  components  or  standard  equipment.  When  heavy  duty  shocks,  radio,  quality  tires, etc., 
are  added,  the  sale  price  goes  up.  The  same  is  true  with  a  communications  system.  You  should 
be  positive  that  the  quoted  price  is  the  total  cost  of  the  system.  Any  shipping  or  handltfig 
charges  will  also  affect  the  total  cost  of  the  apparatus  and  must  be  considered. 


COST  OF  INSTALLATION 

Installation  can  be  estimated  by  taking  50%  of  the  cost  of  switching  equipment,  console  (or 
switchboard)  and  power  equipment.  Fifty  percent  is  only  an  estimate;  it  may  be  more  or  less, 
but  should  be  in  the  range  of  35  to  60%.  It  is  dependent  upon  all  factors  involved  in  getting 
a  system  installed  and  working.  You  should  consider: 

•  Cost  of  removing  old  equipment 

•  Cost  of  remodeling  and  construction 

•  Cost  of  installing  cable 

•  Cost  of  additional  conduit  (if  required) 


COST  OF  GROWTH 

Very  few  systems  are  ever  installed  and  then  forgotten.  All  businesses  plan  to  grow  and  with 
them  the  communications  system  must  also  grow.  This  will  represent  future  costs  to  your 
company.  You  should  know  how  they  will  occur  and  what  they  will  be. 

This  is  particularly  important  in  competitive  cases  since  it  will  often  give  a  truer  picture  of 
competitive  prices.  For  example,  a  private  supplier  will  often  install  only  enough  cable  to 
handle  the  system  at  "cut".  Any  future  growth  would  force  the  private  supplier  to  install  new 
cable,  the  cost  of  which  would  be  passed  on  to  you.  Some  private  suppliers  in  attempting  to 
make  a  foothold  are  willing  to  sell  loss-leaders;  however,  they  are  not  willing  to  continue  the 
low  price  on  future  growth.  You  may  find  that  the  growth  will  exceed  the  private  system's  trunk 
or  station  capacity.  Some  of  the  costs  of  future  growth  are: 

Cost  of  additional  non-button  telephones 

Cost  of  additional  multi-button  telephones 

Cost  of  apparatus  to  operate  button  telephones 

Cost  of  additional  cable 

Cost  of  additional  capacity 

Cost  of  trunks,  tie-lines,  WATS,  etc. 
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MOVES  AND  CHANGES 

Once  a  system  is  installed,  it  does  not  normally  remain  static.  There  are  almost  constant 
changes  occuring  of  one  type  or  another,  such  as  changes  of  location,  terminal  rearrangement, 
feature  changes,  etc.  The  larger  the  system,  the  more  of  these  changes  you  can  expect.  You 
should  be  aware  of  the  probable  future  costs  for  the  changes: 

•  Move  non-button  telephones 

•  Move  multi-button  telephones 

•  Rearrange  multi-button  telephones 


PRINCIPAL  AND  INTEREST 

The  purchasing  of  a  private  system  which  involves  payments  to  be  made  over  a  period  of  time 
(Installment  Purchase  or  Conditional  Sales  Contract)  will  include  interest  or  carrying  charges. 
When  doing  a  financial  analysis,  it  is  necessary  to  separate  these  interest  charges  from  the 
principle  payment.  Interest  payments  are  operating  expenses  and  as  such  are  tax  deductible. 
Principal  payments,  however,  are  capital  expenditures  and  are  not  deductible  as  current 
expenses.  Instead,  they  are  deductible  in  the  form  of  depreciation  over  the  life  of  the  asset. 

The  total  amount  of  interest  to  be  paid  over  the  payment  period  is  simple  to  determine. 
However,  the  amount  of  interest  per  payment  is  more  difficult  and  time-consuming  to 
determine. 

Let's  work  on  this  principle  and  interest  problem  for  a  moment.  First  we  need  a  private  proposal 
—  and  the  following  is  pretty  typical; 

"We  propose  to  supply  and  install,  complete,  the  equipment  and  cable  listed  in  schedule 
(1)  for  the  sum  of  one  hundred  forty  thousand  dollars  and  zero  cents  ($140,000.00)  with 
payment  to  be  made  at  the  following  pptions: 

An  outright  cash  payment  of  the  full  amount  or: 

120 monthly  paymentsof  $1,817.90  with  the  first  and  last  months  paid  in  advance." 


Let's  work  out  the  principle  and  mterest  costs. 

120  monthly  payments  of  $1,817.90  $  218,148 

The  purchase  price  was  140,000 

The  difference  is  interest  $     78,148 

We  now  know  that  interest  alone  was  $78,148.00.  However,  it  did  not  occur  uniformly  over  the 
years.  Since  interest  is  charged  on  the  unpaid  balance,  the  interest  is  high  in  the  early  years 
and  lower  in  the  later  years.  The  actual  accrual  of  interest  charges  on  a  year-by-year  basis 
would  be  determined  as  follows: 


Principle 


Principle 
Balance 


Interest 
To  Date 


$  9,214.81 
10,044.15 
10,948.12 
11,933.45 
13,007  46 
14,178.13 
15,454.16 
16,845.04 
18,361.09 
20,013.59 


$12,600.00 
11,770.67 
10,866.69 
9,881.36 
8,807  35 
7,636.68 
6,360.65 
4,969  77 
3.453.72 
1,801.22 


As  you  can  see,  the  procedure  is  time  consuming. 


$140,000  00 
130,785.19 
120,741.04 
109,792.92 
97,859.47 
84,852.01 
70,673.88 
55,219.72 
38,374.68 
20,013.59 
.00 


$12,600.00 
24.370.67 
35,237.36 
45.118.72 
53.926.07 
61.562  75 
67,925.40 
72,893.17 
76.34689 
78,148.11 


When  the  above  method  cannot  be  utilized,  it  is  a  simple  procedure  to  determine  the  average 
interest  on  a  yearly  basis    Take  the  total  mterest  paid  and  divide  by  the  number  of  years 


10/$78, 


or  5.58%  per  year  simple. 


However,  the  effective  interest  rate  was  9%  on  the  declming  balance 

Therefore  the  average  annual  interest  is  $7,814.81.  Your  final  total  when  you  do  your  cash  flow 
analysis  will  be  off  significantly  when  using  the  average  method  instead  of  the  true  method.  It 
can  make  a  significant  difference  if  the  final  comparison  between  systems  is  very  close. 

PURCHASE  OF  TELCO  CABLE 

In  those  cases  where  a  private  system  is  to  replace  a  TELCO  system  you  may  wish  to  buy  the 
TELCO  cable  rather  than  install  your  own.  Such  cases,  of  course,  will  be  negotiated  on  an 
individual  basis.  However,  as  a  general  rule,  if  we  did  sell  the  internal  cables  the  price  would 
probably  be  no  higher  than  if  the  wiring  were  purchased  and  installed  by  an  outside  contractor 

EQUIPMENT  ROOM 

A  favorite  selling  point  made  by  vendors;  especially  with  hotel/motel  customers,  is  the 
small  amount  of  space  needed  for  their  equipment.  This  is  especially  true  when  our  recom- 
mendation involves  the  useof  step-by-step  gear  necessitating  an  equipment  room; Equipment 
room  space  is  indeed  a  valid  argument.  Until  we  introduced  our  cabinetized  and  modular 
systems,  we  were  often  on  the  losing  end. 


To  determine  exactly  how  much  difference  there  is  and  what  this  difference  is  worth  is  not  a 
difficult  procedure  It  should  be  done  in  every  case  where  it  may  become  important  in 
influencing  your  decision 


2934 


If  an  equipment  room  is  required,  determine  the  space  needed  by  TELCO  equipment  and  from 
it  subtract  tlie  space  needed  by  the  competitive  gear  plus  the  space  needed  by  any  TELCO 
gear  such  as  interface  units  or  terminal  blocks. 

Most  competitive  switching  equipment  is  similar  in  form  to  our  cabinetized  and  modular 
crossbar  systems.  The  number  of  lines  and  trunks  usually  determine  the  number  of  cabinets.  If 
auxiliary  battery  supply  is  used,  this  usually  takes  another  cabinet  or  even  a  separate  room  If 
key  equipment  is  used  vi/ith  the  private  system,  it  will  take  extra  cabinets  similar  to  TELCO's. 

Remember  also  that  a  cabinet  sitting  in  a  hallway  or  office  area  must  have  dedicated  work 
space  around  it  which  increases  the  effective  space  it  requires.  Each  private  system  is  slightly 
different  in  space  requirements  so  you  will  need  to  work  up  figures  on  an  individual  basis. 

Hotels  may  claim  our  equipment  room  takes  away  an  income  producing  room.  Nearly  all 
architects,  when  designing  hotels,  allow  for  adequate  equipment  room  space.  This  space  is 
usually  deemed  undesirable  space  and  is  located  near  elevators,  machinery,  air-conditioning 
equipment,  etc.,  where  noise  would  be  objectionable  to  guests. 

No  hotel  has  every  room  full  every  night.  The  occupancy  rate  runs  from  50-90%  with  a 
nationwide  average  running  about  65%.  In  addition,  a  room  to  be  made  rentable  takes  an  initial 
cost  of  from  $2,000.00  to  $3,000.00.  This  same  expenditure  must  be  made  again  every  5  to  6 
years  to  repair  and  redecorate  this  room.  Above  this  initial  cost  is  the  operating  expense  for  the 
room.  This  is  the  cost  of  maids,  cleaning,  electricity,  heat,  etc.,  to  keep  the  room  In  a  rentable 
condition  and  expenses  incurred  to  rent  it.  The  national  average  for  this  expense  runs  28%  of 
income  for  summertime  and  30%  of  income  for  wintertime.  In  other  words,  for  every  dollar 
gained  (before  taxes),  28     to  30       is  spent  to  gain  it. 

Let's  see  how  this  works  out. 

Average  Room  Rent  $  15.00 

Number  days  per  month  x30 

$450.00 


The  claim  is  that  our  use  of  an  equipment  room  is  costing  $450.00  per  month. 

In  actuality: 

Average  Room  Rent  $  15.00 

Average  Occupancy  (65%  x  30)  x20       days  (19.5  rounded  off) 

Average  Monthly  Income  $300.00 
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Expenses: 

Operating  Expense  $8400  (28%  of  $300.00) 

Pro-rated  Room 

Replacement  $3300  ($2,000-5  years) 

Effective  Floor  Space 

of  private  system  $42.00* 

Total  Expenses  $"'59°0 

Income  Before  Taxes  $141.00 

Income  Taxes  -J^     (^'  5°°''°   '^'^^ 


Income  After  Taxes 


$  70.50 


So  you  can  see.  the  claim  of  a  loss  of  $450  00  per  month  actually  amounts  to  only  $70.50 
TAXES 

The  subject  of  taxes  and  how  they  apply  to  your  business  is  by  its  very  nature  complex.  Tax 
advice  should  come  from  your  professional  counsel.  The  following  items  are  illustrative  of 
some  of  the  tax  considerations  which  should  be  reviewed. 

State  Sales  Tax    (where  applicable) 

This  tax  presently  ranges  from  5%  to  5  1/2%  (depending  on  the  location  of  the  sale  or 
purchase)  and  is  applicable  to  items  of  purchased  telephone  equipment  and  some  leases. 
Does  the  sale  or  lease  price  quoted  by  the  vendor  include  the  sales  tax  and  at  a  current  rate?  If 
a  maintenance  contract  is  involved,  is  there  a  tax  for  that  particular  type  of  agreement? 

Federal  Excise  Tax  &  City  Tax    (where  applicable) 

These  taxes  are  applicable  to  certain  TELCO  charges.  Since  these  taxes  may  or  may  not  apply 
to  the  items  being  compared,  you  should  obtain  the  specifics  from  your  local  TELCO 
representative. 

Investment  Tax  Credit 

Presently,  if  a  customer  obtains  non-Bell  communications  equipment,  and  such  equipment 
qualifies  for  the  investment  tax  credit,  he  is  eligible  for  a  maximum  4%  credit  on  his  federal 
income  taxes.  This  means  that  if  the  equipment  costs  $30,000  the  customer  could  deduct  $1,200 
from  his  federal  income  tax.  In  this  case,  the  investment  tax  credit  must  be  applied  to  the  non- 
Bell  costs  to  make  a  fair  comparison.  In  order  for  you  to  take  advantage  of  the  tax  credit,  the 
non-Bell  vendor  must  supply  the  purchaser  or  the'  leasee  with  a  certificate  which  stipulates  that 
the  credit  is  to  be  passed  to  the  customer  and  will  not  be  taken  by  the  supplier. 

*computed  as  follows 
Private  System  (200  lines)  60     sq.  ft. 

.70     per  sq.  ft. 
$4200 
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PERSONAL  PROPERTY  TAX 

This  tax  is  computed  at  "X"  number  of  dollars  per  $100.00  of  assessed  valuation  The 
assessment  rate  and  the  assessed  valuation  will  vary  from  year  to  year.  It  is  best  to  determine 
an  average  assessment  and  property  tax  and  use  it  as  a  constant  expense  throughout  the  life 
of  the  equipment  Remember,  personal  property  tax  never  reaches  zero  as  long  as  the 
equipment  remams  in  service. 


TELCO  CHARGES 

Even  privately  owned  systems  must  utilize  TELCO  trunks  and  interfaces.  Interfaces  are  devices 
designed  to  protect  the  telephone  network  our  customers  share  from  such  items  as  power 
surges,  incompatible  signals  or  transmissions,  degradation  of  services  and  protection  against 
hazardous  voltages  or  equipment  that  could  adversely  affect  your  service  and  that  of  others 
The  charges  for  trunks  and  interfaces  vary  and  may  or  may  not  be  mentioned  by  a  private 
supplier  in  his  price  quote. 


INSURANCE 

Insurance  may  be  obtained  two  ways;  Either  as  a  separate  policy  or  as  an  add-on  item  in  an 
existing  policy.  The  add-on  method  is  usually  less  costly.  Even  companies  claiming  to  be  "self- 
insured"  recognize  the  need  for  protection  against  possible  loss  and  usually  maintain  a  "loss 
allowance"  which  has  accounting  value. 

The  cost  of  insurance  is  determined  by  many  variables  such  as  building  construction,  location, 
city  fire  code  ratings  and  type  of  business.  A  "rule  of  thumb"  rate  is  $7.50  per  year  per  $1 ,000.00 
of  replacement  value  on  a  separate  policy  Adding  on  to  an  existing  policy  is  about  $3.50  per 
year  per  $1,000.00  of  replacement  value.  Some  vendors  require  you  to  obtain  insurance 
coverage  in  their  name  which  might  affect  your  insurance  costs.  Some  vendors  provide 
insurance  as  a  part  of  the  package.  You  will  want  to  look  closely  at  exactly  what  it  covers, 
under  what  conditions,  etc... 


ADMINISTRATIVE  "OVERHEADS' ' 

Administrative  costs  are  general  costs  which  usually  are  difficult  to  isolate  in  relationship 
to  a  specific  phase  of  a  business  operation,  e.g.,  a  communications  system.  However,  they 
are  real  and  do  add  to  the  total  overall  costs.  Successful  administrators  recognize  that  every 
investment  made  by  their  company  must  carry  its  share  of  the  overhead  costs.  One  method 
used  is  to  accumulate  the  overhead  and  prorate  it  as  a  ratio  applied  to  the  investment  of  ihe 
new  communications  system. 
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Administrative  "Overheads"  consists  of: 

•  Supervision  of  labor 

•  Personnel  and  other  records  for  labor 

•  Purchase  and  inventory  handling  of  spare  parts, 

replacements,  test  equipment,  etc. 

•  Heat,  light,  etc.,  for  maintenance 

•  Bookkeeping  records  of  the  system. 


MAINTENANCE 

Maintenance  is  a  real  (tangible)  cost  of  ownership.  Fixing  realistic  annual  maintenance 
charges  for  a  proposed  communications  system  is  probably  one  of  the  most  challenging 
aspects  of  obtaining  your  own  system 

ivlaintaining  a  communications  system,  particularly  where  switching  equipment  is  involved,  is 
no  simple  task.  The  degree  of  effectiveness  and  consequent  cost  centers  in  the  reliability 
obtained  from  the  service. 

Some  factors  are; 

1.  Quality  of  manufacture; 

(Is  It  a  heavy-duty  system  constructed  to  give  trouble  free  service  for  years  ...  or  ...  is 
It  a  light-duty  apparatus?) 

2.  Quality  of  Installations; 

(Will  It  be  installed  properly?) 
(Will  cabling  be  concealed?) 

3.  Experience  and  skill  of  maintenance  personnel;  ^ 
(How  well  are  they  trained  and  supervised?) 

(Location  of  maintenance  personnel,  travel  time  involved  and  cost  of  each  call.) 

4.  Quality  of  Tools  and  Test  Equipment; 

(Are  these  available  in  the  quantity  needed  at  the  time  needed'') 

5.  Quality  and  availability  of  maintenance  area; 

(Will  it  be  sufficient  in  size  and  design  to  permit  a  good  work  atmosphere?) 

6.  Flexibility  of  Design; 

(Will  the  system  permit  adaptations  for  future  moderizing  and/or  changes'') 

7      Availability  of  replacement  parts. 
8.     Availability  of  maintenance  personnel 
All  of  these  items  will  directly  relate  to  the  quality  of  service  rendered. 
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If  you  should  decide  to  perform  your  own  maintenance,  then  you  must  consider: 

1.  Labor  —  includes  social  security  and  all  other  benefit  costs,  i.e.,  the  loaded  hourly 

figure. 

2  Materials  and  supplies,  i.e.,  wire  fuses,  relays,  etc. 

3.  Replacement  parts,  i.e.,  switches,  cords,  batteries,  telephone  sets,  panels,  etc 

4.  r\/laintenance  center  and  storage  area. 

5.  Tools  and  test  equipment. 

6.  Transportation  —  if  required. 

The  annual  cost  of  these  items  over  the  life  of  the  system  varies  from  year  to  year  and  from 
early  m  the  life  of  the  equipment  to  later  in  that  life.  During  the  time  immediately  following 
installation  maintenance  costs  may  be  high  since  complex  equipment  often  requires  adjust- 
ment. Maintenance  expense  during  the  following  early  years  should  be  relatively  low,  since 
equipment  performance  can  be  expected  to  be  optimal.  Subsequently,  however,  equipment  be- 
gins to  wear  out,  and  maintenance  costs  will  escalate. 

A  typical  maintenance  costs  curve  might  look  like  the  exhibit  on  the  opposite  page. 

There  are  several  significant  facts  revealed  by  charting  the  maintenance  over  the  total  life  of  a 
system.  Perhaps  the  most  important  is  that  it  shows  that  costs  increase  with  time. 

Many  equipment  manufacturers  and  sellers  of  competitive  equipment  offer  maintenance 
contracts  These  contracts  apparently  are  attractive  to  the  buyer.  They  tend  to  only  show  the 
cost  of  maintenance  for  the  first  year  or  two  that  a  system  is  in  service,  and  are  often  subject  to 
upward  revision  as  the  years  go  by.  Its  doubtful  that  any  equipment  supplier  would  give  a 
maintenance  contract  over  the  expected  life  of  the  equipment  at  a  constant  rate,  as  experience 
has  shown  that  maintenance  expense  climbs  rapidly  after  the  5th  year  If  the  contract  includes 
maintenance  this  additional  cost  would  not  be  included  at  least  for  the  years  that  maintenance 
is  included  After  that,  it  would  likely  be  more  than  13%  of  the  purchase  price  depending  on 
how  well  It  was  maintained  under  the  contract.  Some  maintenance  agreements  contain  a 
number  of  situations  which  are  not  covered.  These  should  be  given  serious  consideration. 
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GENERAL  MAINTENANCE  CURVE 


CROSSBAR  EQUIPMENT 


■ — — ~}z^ 


TIME 
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DEPRECIATION 

Everything  purchased  to  perform  a  physical  function,  (except  land),  wears  out  or  becomes 
obsolete.  It  has  to  be  replaced  .  .  .  The  Federal  Government  permits  a  business  operation 
compensation  for  replacements  in  the  form  of  a  tax  concession.  This  concession  permits  a 
reduction  in  annual  Federal  Income  tax  payments  equivalent  to  the  predetermined  annual 
amounts  needed  for  replacement  at  the  end  of  the  item's  expected  life 

.  .  This  then  becomes  a  non-cash  accounting  allocation  that  works  this  way; 

A  manufacturing  firm  buys  a  fork-lift  truck  at  $3,000.  It  is  estimated  that  the  life  of  this  truck  is  5 
years.  Using  straight  line  depreciation,  1/5  of  the  cost  can  be  deducted  on  the  firm's  income  tax 
report  each  year  for  the  life  of  the  truck,  the  1/5  (or  $600)  is  posted  as  an  expense  on  the  firm's 
books.  This  may  be  shown  as  "depreciation  reserve."  Whether  or  not  the  firm  chooses  to 
actually  set  the  $600  aside  in  a  reserve  is  immaterial  and  highly  improbable.  In  any  event,  the 
$600  is  subtracted  from  revenues  and  does  not  appear  in  income  figures  to  which  income  taxes 
apply. 

The  key  to  keep  in  mind  is: 

Depreciation  is  nothing  more  than  an  accounting  allocation  of  the  cost  of  any  piece  of 
equipment  to  the  time  periods  during  which  the  eqiuipment  is  used.  Even  though  cash  is 
laid  out  to  purchase  an  asset,  the  tax  deductible  expense  allowed  by  the  Government  must 
be  spread  over  the  lifetime  of  the  equipment. 

There  are  several  basic  methods  of  depreciation  available  under  the  present  tax  laws.  The 
method  used  will  affect  the  outcome  of  any  lease-buy  decision.  Thus,  the  method  used  must  be 
known.  In  order  to  illustrate  some  of  the  differences  between  straight  line  and  accelerated 
depreciation,  we  will  describe  the  following  methods  for  example  purposes: 

1.  Straight  line. 

2.  Sum  of  the  Year's  Digits.* 

3.  Double  Rate  Declining  Balance.* 


♦Considered  "Accelerated"  methods. 
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Straight  Line 

We  just  had  a  simple  illustration  of  this  method  in  the  fork-lift  truck  example.  Remember  that 
Straight  Line  Depreciation  is  nothing  more  than  taking  the  total  cost  of  the  asset  minus  any 
salvage  value  and  dividing  it  by  the  total  useful   life  in  years. 


Annual       _       Original  cost  —  salvage 
Depreciation  Expected  Useful  Life 


The  next  two  types  were  originally  allowed  by  the  Government  in  1954  for  tax  purposes  to 
stimulate  investment  by  businesses.  These  methods  allow  a  more  rapid  write-off  of  the  asset 
They  allow  larger  depreciation  expenses  in  the  first  few  years  of  the  asset's  life,  offset  by 
smaller  depreciation  deductions  m  the  last  few  years.  The  first  of  these  accelerated  methods  is 
called  Sum  of  the  Year's  Digits  method 


Sum  of  the  Year's 

Example  —  $3,000  Car 


ear  Depreciation  Allowed  Assume  $3,000  Ci 

1  5/15  1.000 

2  4/15  800 

3  3/15  600 

4  2/15  400 

5  m5_  200 

15  15/15  3.000 


The  Sum  of  the  Year's  Digits  method  works  by  first  totaling  the  sum  of  all  the  numbers  making 
up  the  expected  life  of  the  asset,  thus  a  5-year  asset  as  shown  in  this  example  would  have  the 
sum  1  -(-2-t-3-l-4-H5  =  15.  The  depreciation  allowed  in  the  first  year  is  then  5/15  of  the  original 
costs,  m  the  second  year,  4/15,  etc.,  and  the  last  year  1/15. 
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Double  Rate  Declining  Balance 

Example  —  $3,000  Car 


Beginning  of  Year 

Double 

Rate 

Declining 

Balance 

End 

of 

Year 

fear            Book  Value 

Depreciation  % 

Depr. 

Book  Value 

1                          3.000 

40% 

1,200 

1,800 

2                          1,800 

40% 

720 

1,080 

3                          1,080 

40% 

432 

648 

4                            648 

1/2 

324 

324 

5                            324 

1/2 

324 

0 

Under  this  method,  each  year's  depreciation  is  figured  by  taking  double  the  straight  line 
allowable  rate  of  the  declining  book  value  of  the  asset.  Thus,  with  a  5-year  life  for  the  $3,000 
car  the  straight  line  depreciation  rate  allowed  is  1/5  or  20%  per  year.  But  under  double  rate 
declining  balance  we  would  double  the  straight  line  rate  and  be  allowed  to  deduct  40%  of  the 
declining  balance. 

Note  that  in  the  4th  year  we  switched  from  the  declining  rate  method  to  the  straight  line 
method.  This  is  done  because,  if  you  continue  to  take  40%  from  the  declining  balance,  you  will 
never  get  to  0,  and  all  depreciation  methods  must  end  at  0  or  salvage  value.  The  general  rule 
for  this  switch  is  that  we  change  to  the  straight  line  rate  whenever  the  straight  line  depreciation 
becomes  greater  than  the  double  rate  declining  balance.  Thus,  in  this  example,  in  the  4th  year, 
with  2  years  to  go,  the  straight  line  depreciation  is  50%  of  $648  or  $324,  whereas  the  double 
rate  depreciation  would  have  have  been  40%  of  $648  or  only  $259. 

Accelerated  depreciation  is  the  most  widely  used  for  tax  purposes.  It  provides  the  fastest 
possible  write-off  allowed  by  law. 

The  advantages  of  this  more  rapid  write-off  is  the  time  value  of  money.  By  taking  larger 
depreciation  allowances,  less  income  tax  is  paid  today  This  is  offset  by  having  to  pay  higher 
taxes  in  future  years  when  lower  depreciation  expenses  apply.  However,  in  the  meantime,  the 
cash  that  is  not  paid  out  in  taxes  today  can  be  reinvested  in  the  business  at  the  current  rate  of 
return.  In  addition,  the  taxes  can  be  paid  in  the  future  with  cheaper  dollars,  assuming  there  is  a 
continuing  inflationary  trend  Both  of  these  (actors  will  tend  to  make  ownership  using 
accelerated  depreciation  more  attractive  when  compared  to  straight  line  depreciation. 
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FEDERAL  INCOME  TAXES 

As  a  general  rule,  a  corporation  pays  $5,500  plus  40%  of  all  taxable  income  over  the  first 
$25,000  annually.  It  is  usually  acceptable  to  use  a  50%  factor  when  estimating,  e.g.,  $100,000 
income  after  expenses  x  50%  tax     $50,000  tax. 

If  the  firm  is  a  partnership,  the  income  tax  rate  will  vary  with  each  individual  partner.  It  will 
probably  be  impossible  to  determine  the  average  of  all  the  partners  or  for  that  matter,  even  one 
of  the  partners.  It  is  acceptable  to  use  a  rate  of  30%  since  this  would  put  an  average  partner  m 
the  $25,000  —  $30,000  income  bracket.  ' 

We  are  interested  in  knowing  a  customer's  income  tax  rate  because  our  financial  comparisons 
are  made  on  both  an  "after  tax"  and  a  "pre-tax"  basis. 

If  a  customer  is  in  a  50%  income  bracket,  this  in  essence  means  that  for  every  dollar  of 
telephone  operating  expense  he  incurs,  he  will  "get  back"  50%  of  that  expense  in  income  tax 
savings.  In  the  same  manner,  if  a  customer  is  in  a  30%  income  tax  bracket,  he  will  "get  back" 
30%   in  income  tax  savings. 
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COST  COMP>^RISON 

Businessmen  aVe  constantly  searching  for  ways  to  decrease  their  operating  costs  and  thereby 
increase  their  profit  margin.  Vendors  sometimes  use  this  basic  business  desire  for  cost- 
cutting"  in  their  proposals.  They  may  offer  a  superficial  comparison  of  costs  between  their 
proposal  and  ours. 

The  purpose  of  this  section  is  to  acquaint  you  with  ways  we  can  help  you  arrive  at  a  more  exact 
cost  comparison.  You  owe  it  to  yourself  and  your  company  to  do  an  in-dept  study  of  telephone 
equipment  costs.  By  the  use  of  a  computer,  and  with  some  items  of  basic  data,  we  can  make  an 
economic  comparison. 


BASIC  DATA 

We  must  determine  certain  facts  before  starting  the  analysis.  Do  not  use  arbitrary  figures.  If 
the  basic  facts  are  open  to  question  the  analysis  and  proposal  will  lack  validity. 

The  following  is  a  list  of  the  data  needed  for  a  complete  economic  analysis  and  comparison; 


Purchase  price  (if  purchased) 

Installed  value  (If  leased) 

Salvage  value  (at  end  of  expected  life  of  the  equipment) 

Installation  costs  (competitor's) 

Installation  costs  (TELCO) 

Installation  costs  (interconnection  devices) 

Expected  equipment  life 

Growth  projections 

Cost  of  capital 

Maintenance  costs  for  the  life  of  equipment 

Moves  and  change  charges 

Recurring  Interconnection  Charges 

TELCO  monthly  charge 
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—  Insurance  costs  ^ 

—  Your  rate  of  return 

—  Approximate  income  tax  bracket  (usually  50%  to  53%   if  you  are  a  corporation) 

—  Property  tax  rate 

—  tvlethod  of  depreciation 

—  Competitor's  lease  payments 

—  Investment  tax  credit 

—  Competitor's  one-time  charge  (down  payment) 

—  Sales  tax  rate 

—  Buy-out  charge 

—  Growth  costs 

—  When  will  the  system  be  outgrown 

RATE  OF  RETURN 

Every  business  expects  a  return  (profit)  on  its  capital  investments.  This  includes  the  purchase 
of  telephone  equipment. 

The  mathematical  process  tor  determining  the  rate-of-return  on  the  purchase  of  telephone 
equipment  is  not  difficult,  but  it  is  tedious.  The  process  involves  interpolation  and  trial-and- 
error. 

This  paper  will  not  detail  the  process  However,  you  should  understand  that  it  involves 
comparing  the  annual  "savings"  or  "losses"  with  the  net  initial  purchase  cost  for  the 
equipment.  This  comparison  will  establish  a  rate-of-return  percentage  for  the  purchased 
equipment,  which  you  may  then  relate  to  your  company's  normal  profit  percentage 
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REINVESTMENT  METHOD  —  Future  Worth 

This  is  the  worth  of  the  difference  between  a  TELCO  and  private  system  if  it  was  Invested  at  the 
year  the  saving  occurred  and  was  left  to  compound  until  the  end  of  the  life  of  the  equipment, 
i.e.,  if  during  year  1,  the  TELCO  equipment  showed  a  savings  over  the  private  supplier,  this 
means  your  company  has  that  much  extra  money  to  use  as  they  wish  —  they  may  put  It  m  a 
savings  account  or  savings  certificate  at  5  1/2%  interest.  More  than  likely  it  would  be  put  right 
back  into  the  business  at  a  much  higher  rate-of-return,  peihaps  12%  —  20%. 

The  worth  of  the  invested  money  is  determined  by  using  your  company's  average  rate-of-return 
on  invested  capital.  If  this  rate-of-return  is  not  known,  use  8%.  This  would  almost  be  a  minimum 
necessary  to  maintain  the  business. 


DISCOUNTED  METHOD  —  Present  Worth 

Another  method  for  determining  a  true  cost  comparison  utilizing  the  time  value  of  money  Is  to 
determine  the  "present  worth"  of  the  differences  under  each  year 

This  computation  says  in  essence,  "If  I  were  to  set  aside  enough  money  today  to  equal  these 
differences  when  they  occur,  what  amount  must  this  be  assuming  my  money  will  earn  interest 
at  the  rate  of  'X^/o?" 

EXAIVIPLE:  I  need  $108  twelve  months  from  now.  If  I  put  $100  In  the  bank  today  at  8%  interest,  1 
will  have  my  $108  when  1  need  it. 

The  discounted  amount  is  determined  by  using  the  average  rate  of  return  on  invested  capital. 
Again,  if  not  known,  8%  is  a  reasonable  figure. 
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CONCLUSION 


^hPtlic  of  r  '  ^°"  """'  "'^'^'^  '=°"^'"^"i'=a«io"s  equipment  and  services  are  varied  and 

the  types  of  maintenance  arrangements  are  several.  Your  TELCO  representative  is  available 
and  at  your  service  to  compare  fairly  the  services  and  the  financial  methods  offered  by  the  non 

tuLZTZ'.T""'       °""  °'  *''  ■'^'^P'""^  ^^-^P^"^-   '"   ^^d"'°n'   he  will  ana  yze  your 
rZ2r,  ?r,?    ..  '  communications  standpoint  and  recommend  the  system  whfch  mos 

closely  fulfills  those  needs.  Your  wants  wont  be  overlooked  either. 

Zl  nfZT"  '"  T  ^^'"'^^"'^^"""^  business  for  over  80  years   Recently  we  developed  Ind 
futurJ    W.'  '  "'"  '^^'"^^"-^"^"^  ^y^tems  and  will  continue  to  develop  new  ones  in  the 

future^  We  are  gomg  to  be  around  for  a  long  while  and  will  continue  to  provide  the  bes^ 
possible  service  for  many,  many  years  to  come. 
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Selectbon,  Inc., 
Portland,  Ore.,  December  6,  1973 
Gerald  Hellebman, 

Senate  Subcommittee  on  Antitrust  and  Monopoly 
Washington,  D.C. 

Dear  Mr.  Hellerman  :  On  approximately  November  1,  1973,  one  of  oui 
servicemen  reported  he  lieard,  from  a  Bell  serviceman,  that  Pacific  Northwesv 
Bell  and  Western  Electric  were  inventorying  approximately  one  to  one  and  a 
half  years  supply  of  cable  needed  to  install  interconnect  telephone  systems. 
Selection  checked  with  two  of  its  suppliers  to  see  if  there  was  shortage  of  raw 
material  for  manufacturing  cable. 

North  Electric  Supply  Company  told  us  that  the  Bell  system  had  gone  outside 
of  Western  Electric  and  are  purchasing  cable  privately.  North  Electric  Supply 
reported  that  they  did  not  expect  to  be  out  of  cable  but  that  deliveries  may 
be  slow  and  the  price  of  cable  may  increase  because  of  the  shortage. 

The  amount  of  cable  Bell  is  purchasing,  or  the  purpose  is  unknown  to  me.  I 
am  very  skeptical  of  the  Bell  systems  purpose  because  of  the  following  con- 
ditions : 

1.  AT&T,  Board  Chairman,  Mr.  John  D.  deButts,  expressed  his  feelings 
about  "interconnect"  and  asked  for  a  "moratorium  on  interconnect"  in  his 
speech  of  Septemker  20,  1973  before  the  NARUC  annual  convention  in  Seattle, 
Washington. 

2.  The  Bell  system,  with  all  its  resources,  could  effectively  stifle  interconnect 
by  purchasing  huge  inventories  of  cable,  which  is  required  to  install  private 
telephone  systems. 

3.  Creating  a  shortage  of  cable  material  will  not  only  increase  the  cost  of 
private  interconnect  systems  but  drive  small  interconnect  business',  who  are 
economically  denied  the  ability  to  stock  sufficient  amounts  of  cable  inventory, 
out  of  business. 

4.  This  new  Bell  system  policy  is  also  occurring  at  a  conspicuous  time  when 
Bell  system  is  filing  tariffs  for  their  new  equipment  called  the  Com  Key  Model 
718  and  1434. 

The  Com  Key  tariffs  are  being  offered  at  rate  structures  which  deviate  from 
past  Bell  system  tariffs.  Creating  a  cable  shortage  will  effectively  permit  the 
Bell  system  to  introduce  their  new  equipment  under  a  contract  period  of  three, 
five  or  eight  years. 

The  end  result  will  permit  Bell  to  introduce  their  new  equipment  and  isolate 
potential  private  customers  from  the  market  place  by  long  term  contracts. 

5.  One  mu.st  question  the  rate  structure  of  the  new  Com  Key  offerings  for 
the  following  reasons : 

A.  The  rates  appear  to  be  lower  than  those  a  private  .supplier  can  effectively 
compete  with,  which  makes  one  suspicious  of  cross  subsidization. 

B.  The  introduction  of  two  tier  pricing  structure.  The  first  pricing  tier  for 
the  equipment  over  a  fixed  period  of  time  and  the  second  pricing  tier  to  cover 
maintenance. 

The  subscriber  will  only  have  to  pay  the  second  tier  after  the  expiration  of  the 
first  tier  pricing. 

C.  The  Com  Key  system  is  an  introduction  of  equipment  which  provides  loud 
.speaking  feature.  This  appears  to  be  a  violation  of  the  consent  degre  of  1956. 

The  new  practice  of  inventorying  long  term  cable  supt)ly,  by  the  Bell  system, 
demands  an  investigation  by  the  Senate  Subcommittee  on  Antitrust  and 
Monopoly. 

Sincerely, 

Ray  Stevens. 

Selectron,  Inc., 
Portland,  Ore.,  November  16,  1972. 
Edwin  B.  Spievack, 
Washinfjton,  D.C. 

Dear  Mr.  Spibj\^ack  :  Attached  is  correspondence  we  received  from  Pacific 
Northwest  Bell  regarding  charges  for  giving  us  an  estimated  price  of  existing 
cable  plant. 

The  rate  they  are  charging  is  reflected  in  our  personal  notes  up  in  the  left 
hand  corner  of  the  correspondence.  It  is  $16.65  per  hour  for  the  time  of  plant, 
area  engineering,  and  Seattle  final  check. 
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There  are  three  things  I  question : 

1.  Justification  of  charging  $16.65  per  hour  when  they  only  charge  customers 
$14.00  for  overtime  rates  on  equipment. 

2.  Substantial  delays  in  getting  prices  back  from  them  which  has  a  tendency 
to  "cool"  prospects  in  a  competitive  situation. 

3.  Their  ability  to  even  charge  in  a  competitive  market.  I  realize  they  do  not 
have  to  sell  and  that  cost  is  incurred  in  preparing  their  ca.sh  selling  price. 
However,  I  think  it  is  contrary  in  the  competitive  market  to  charge  people  for 
this  type  of  service.  As  an  example,  have  you  ever  heard  of  IBM  or  Xerox 
charging  people  for  estimates  of  systems  they  will  sell? 

Approximately  l^^  years  ago  the  prices  for  their  cable  plant  were  excessively 
high.  I  had  actual  quotations  on  several  jobs  on  plant  cable  which  1  felt  were 
excessive.  I  took  this  correspondence  to  the  PUC  and  discussed  it  personally 
with  them. 

My  point  was  that  PNB  was  incurring  additional  charges  for  the  removal 
of  their  cable  plant  where  I  would  be  willing  to  buy  the  existing  cable  plant 
if  the  charges  were  reasonable.  As  a  result  of  my  contact,  all  cable  plants  are 
now  approved  by  the  PUC.  These  systems  are  installed  on  existing  cable  plant 
prior  to  the  PUO's  approval  which  is  merely  a  formality.  The  end  result  is  the 
cable  plants  are  now  more  reasonably  priced. 
Sincerely, 

Ray  Stevens. 
Enclo.sure  1. 

Pacific  Northwest  Bell, 

Marketing  Department, 

Portland,  Ore. 
$16.65  per  hour  for  time  of : 

(1)  Plant. 

(2)  Area  engineering. 

(3)  Seattle  office  that  checks  final  bid. 
Selectron,  Inc., 

Portland,  Ore. 

Gentlemen  :  This  is  to  inform  you  that  effective  May  15.  1972,  PNB  will 
begin  charging  for  price  quotations  for  the  sale  of  inside  wiring  and  cable. 

When  we  receive  a  request  for  survey  of  inside  wiring  we  will  estimate  the 
cost  for  making  the  appraisal  and  submit  these  costs  to  the  party  making  the 
request.  If  the  party  wishes  PNB  to  conduct  the  study  we  will  then  require  a 
letter  authorizing  us  to  proceed  and  concurring  that  they  will  accept  and  pay 
the  actual  costs  for  completing  the  survey. 

PNB  has  designated  an  individual  in  each  operating  area  as  coordinator  to 
process  requests  for  surveys  for  the  sale  of  inside  wiring.  All  such  requests  for 
price  quotations  in  the  Oregon  Area  should  be  directed  to : 

R.  D.  (Dick)  Rice,  421  Southwest  Oak.  Room  102,  Portland,  Ore.,  503-226-8155 

All  such  requests  in  the  Washington-Idaho  Area  should  be  directed  to : 

A.  T.  (Terry)  Scott,  1915  Terry  Avenue,  Room  714,  Seattle,  Wash.,  206- 
345-5285 

The  charge  for  the  inventory  and  appraisal  will  not  be  deducted  from  the 
quoted  selling  price  should  the  sale  be  consummated.  If  any  other  authorized 
party  requests  such  an  inventory  and  apprai-sal,  a  charge  will  be  made  to  that 
party. 

We  would  like  to  emphasize  that  the  policy  and  procedure  outlined  above  is 
intended  to  provide  you  with  faster  service,  w^hile  also  compen.sating  PNB  for 
its  required  work  in  answering  these  requests. 
Sincerely, 

R.  D.  Rice. 
Marketing  Staff  Supervisor. 

[Memorandum] 

April  25,  1974. 
To :  Ralph  Sumers. 
From  :  Lloyd  D.  Bailey. 

Subject :   Devices  used  by  Mountain   Bell   to   protect   equipment  from   foreign 
voltages. 
I  was  employed  with  Mountain  Bell  from  November  3,  1953  until  April  6, 
1973.  All  of  this  time  was  spent  working  in  their  plant  department.  For  about 
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one  year  in  the  early  1960's  I  was  assigned  to  the  Palisade,  Colorado  area.  I 
and  one  other  man  were  responsible  for  the  entire  operation  and  maintenance 
of  four  small  central  offices  and  approimately  1000  square  miles  of  outside  plant. 
In  each  of  these  offices  and  in  every  central  office  I  have  been  in,  the  office  was 
equipped  with  heat  coils.  The  heat  coils  are  placed  in  series  with  the  central 
office  wiring  and  the  cable  pairs  that  carry  the  telephone  numbers  and  or 
circuits  to  houses  and  or  businesses.  These  coils  are  designed  to  open  the  line 
in  the  event  of  lightning  storms  or  other  foreign  voltages  such  as  caused  by 
power  lines  falling  across  telephone  wires.  The  Telephone  Company  has  pro- 
vided this  equipment  to  protect  their  telephone  network  and  the  central  office 
equipment.  Since  this  protection  was  provided  before  intei'connect  existed,  I  see 
no  real  purpose  to  an  interface  device  other  than  to  give  protection  to  customer 
owned  equipment  from  telephone  company  employees  putting  out  over  200  volts 
from  the  test  board  or  600  volts  that  a  cableman  uses  when  trying  to  locate  a 
wet  spot  in  a  cable. 

While  at  the  telephone  company,  I  had  occasion  to  install  several  CDH  inter- 
connect cabinets.  I  received  no  training  at  all,  but  was  given  a  few  schematics, 
and  received  a  connection  and  option  chart.  A  man  from  Communications  Con- 
sultants showed  me  how  to  test  my  equipment. 

I  installed  PBX's  for  the  telephone  company  for  5^/2  years.  About  October  of 
1972  I  installed  an  ITT  400A  PBX.  Each  central  office  line  that  I  put  into  the 
PBX  was  a  two  wire  circuit  from  the  central  office  and  connected  directly  into 
the  PBX.  Just  before  going  into  the  PBX  the  wires  had  "carbons"!  to  protect 
the  PBX  from  lightning  or  other  voltages.  To  the  best  of  my  knowledge  there 
has  been  little  or  no  trouble  with  the  PBX  since  it  was  installed. 

Presently  I  am  in  charge  of  installing  an  ITT  400G  PBX,  which  is  an  im- 
proved 400A.  We  will  have  an  interface  between  our  equipment  and  the  central 
office.  This  requires  us  to  in  effect  change  a  two  wire  circuit  into  a  ten  wire 
circuit.  The  ten  wires  will  connect  directly  into  the  PBX.  In  order  to  handle 
a  ten  wire  input  the  trunk  units  have  to  be  specially  modified. 

The  interfaces  can  provide  some  protection  to  the  customer  equipment  but 
since  the  bell  system  has  already  provided  protection  to  their  network  via  the 
use  of  heat  coils  the  other  reasons  they  would  have  for  wanting  the  intercon- 
nect device  is  that  the  test  boardman  would  read  a  short  from  the  coil  of  the 
interface.  Without  the  interface  they  would  read  a  negative  voltage  such  as  the 
—24V  from  a  Western  Electric  800A,  —36V  from  the  ITT  400  type  PBX  which 
they  also  install.  On  a  key  system  or  an  electro-mechanical  PBX  they  would 
read  various  capacities  which  they  do  now  on  their  own  equipment. 

Lloyd  D.  Bailey, 
Installation  Supervisor. 

[Memorandum] 

April  18,  197Jf. 

To :  Ralph  Sumers. 

From :  Lloyd  Bailey. 

Subject :  Post  Chrysler  Plymouth. 

Several  years  ago  while  I  was  still  working  for  the  Telephone  Company,  I  as 
a  PBX  installer  was  assigned  to  install  an  interface  CDH  cabinet  for  Com- 
munications Consultants  Inc.,  at  Post  Chrysler  Plymouth  Company.  The  job 
located  on  South  Havana  Street  in  Aurora,  Colorado. 

On  this  job  the  new  PBX  was  located  in  the  main  building  and  C.C.I,  had 
to  install  some  equipment  in  a  building  located  approimately  150"  away  from 
the  main  building.  The  Telephone  Company  had  a  cable  in  the  conduit.  CCI 
asked  if  thev  could  use  the  Telephone  Company's  cable  to  pull  their  cable  in 
with  after  the  cut  over.  Again  the  answer  was  no.  The  Telephone  Company's 
cable  foreman  was  calling  the  shots.  As  the  Telephone  cable  men  were  nuUine 
their  cable  out  of  the  conduit,  they  cut  into  four  foot  length.s.  CCI  finally  had 
to  run  their  cable  through  the  air  instead  of  through  the  conduit. 

Lloyd  D.  Bailey, 
Installation  Supervisor. 


1  Carbons  are  devised  so  that  in  the  event  of  lightning  or  high  power  surges  the  line 

will  be   «hort  circuited  to  ground   so   that   the  customers  equipment  will  receive  less  of 

The  foreign  energy.  The   "carbons"   are   placed  at  all   telephone  company  residences   and 
business  installations. 
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T^  CI  „r  September  20,  1973. 

Daniel  Spabb,  White  &  Steele,  ,    ^io. 

American  National  Bank  Building, 
Denver,  Colo. 

Deab  Mb  Spabb:  We  appreciate  the  opportunity  to  present  this  proposal  to 
you  tor  a  telecommunications  system  at  your  new  location 

Our  cost  comparison  includes  rates  for  our  COM  KEY  1434  key  system  The 
tariff  on  this  telephone  system  has  not  yet  been  approved  in  Colorado  There- 
fore, we  have  quoted  our  rates  quite  liberally.  The  monthly  rate  for  our  sys- 
tem IS  quoted  as  $400  and  excludes  the  business  line  charges.  We  feel  the  cost 
for  twenty  sets  equipped  with  the  optional  features  could  very  likely  be  lower 
than  the  ;}>400  figure  but  we  can  guarantee  it  will  not  be  higher 

The  installation  cost  of  $1000  is  also  guaranteed  as  a  maximum  rate  This 
cost,  again,  is  not  yet  in  the  tariff. 

We  are  fairly  certain  this  system  will  be  available  for  your  November  first 
move.  However,  if  we  are  delayed  a  month  or  two,  we  will  install  temporary 
service  similar  to  your  existing  system  with  no  additional  im^talations  charges 
for  th  s  temporary  equipment. 

The  proposed  tariff  would  include  a  contract  period  of  three  to  seven  years 
This  will  guarantee  that  the  equipment  rate  will  not  increase  during  the  con- 
tract period. 

If  you  have  further  questions,  please  do  not  hesitate  to  call  upon  us.  We  can 
be  reached  at  266-6490.  We  at  Mountain  Bell  are  anxious  to  serve  your  total 
communications  needs  at  your  new  location. 

Jean  Wabd, 
Jane  Smith, 
Communication.^  Consultants. 
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Business  Communications,  Inc., 

ApHl  30,  1974. 


Chairman  William  G.  Rosenberg, 
Michigan  Public  Service  Commission, 
Ijansing,  Mich. 

Gentlemen  :  The  attached  chronology  depicts  the  gross  inefficiency  and  negli- 
gence of  Michigan  Bell  Telephone  Company  in  performing  service  on  their 
equipment  associated  with  an  inter-connerted  telephone  system.  Our  many  cus- 
tomers consider  this  method  of  operation  by  Michigan  Bell  Telephone  Company 
as  liarassment.  Although  the  Michigan  Bell  Telephone  Company's  policies  caus- 
ing this  type  of  action  were  not  necessarily  written  to  cause  harassment  of 
interconnect  customers,  this  is  clearly  de-facto  haras.sment. 

The  enclosed  history  shows  that  Michigan  Bell  Teleplione  Company  appar- 
ently wasted  Inindreds  of  dollars  of  its  subscriber's  money  in  their  utterly 
inefficient  i)ractices  and  negligence  in  serving  our  system.  I  expect  that  their 
.•iccount  i)ractices  would  post  these  costs  against  "expenses  involved  in  providing 
.•services  to  inter-connect  customers"  instead  of  "exi)enses  involved  in  the  instal- 
lation and  repair  of  unreliable  Michigan  Bell  Telephone  Company's  property 
by  untrained  personnel." 

The  tirst  category  would  clearly  put  inter-connect  into  a  totally  unfair  light 
when  rate  base  accounting  entries  are  made. 

De,scril>ed  below  are  several  installations  witliin  the  last  twelve  month 
l)eriod  and  the  problems  incurred. 
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Condamatic  Company — Warren 

Bell  equipment  not  ready  on  specified  date.  Central  OflBce  cut-over  not  per- 
formed as  specified  on  order.  Numerous  service  problems  with  CDH  inter- 
face. Untrained  M.B.T.  service  personnel  sent. 
Hovis  Screwlock  Company — Warren 

Bell  installer  spent  nearly  seven  working  days  installing  Two-STC-QX  and 
Four-CDH  interfaces. 
Arkin  Distributing  Company — Novi 

Defective  central  oflSce  cable  pairs  on  cutover.  Additional  defective  central 
oflice  cable  pairs  within  one  week  of  cutover.  Nearly  36  hours  required  to 
correct  above  condition. 
Far  Eastern  Gospel  Crusade — Farmington 

After  Michigan  Bell  Telephone  installer  left,  there  were  defective  central 
office  cable  pairs  and  non-working  CDH  interfaces  due  to  improper  strap- 
ping. Extreme  difficulty  in  obtaining  qualified  Bell  servicemen. 
This  is  the  ba.sic  information  on  only  four   (4)    installations.  Complete  data 
as  to  dates,  names  and  detail  of  problems  incurred,  is  available  from  this  writer. 
We  would  welcome  an  opportunity  to  present  this  data  to  the  Commission. 
Sincerely. 

Larry  A.  Wasserman, 

Vice  President, 
Business  Cnmmunicatiom^,  Inc. 


Before  the  Public  Uttltties  Commission  of  California 

Case  No.  

Scott-Buttner    Communications,    Inc.,    a    corporation.    Complainant 

vs. 

The  Pacific  Telephone  and  Telegraph   Co.,   a  telephone   corporation. 

Defendant 

Complaint 

The  Complaint  of  Scott-Buttner  Communications,  Inc.,  534  Twentieth  Street, 
Oakland,  California  94612.    (415)    465-5900,   respectfully   shows: 

1.  That  the  defendant  is  the  Pacific  Telephone  and  Telegraph  Company, 
140  New  Montgomery  Street,  San  Francisco.  California  94105,  a  public  utility 
subject  to  the  jurisdiction  of  the  California  Public  lUilities  Commission. 

2.  Scott-Buttner  Communications,  Inc.,  (hereafter  referred  to  as  Scott- 
Buttner  or  complainant),  is  a  California  corporation  and  existing  customer 
of  PT&T  services,  authorized  to  bring  and  file  this  complaint  pursuant  to 
Section  1702  of  the  California  Utilities  Code  and  Rule  9  of  the  Commission's 
Rules  of  Practice  and  Procedure.  Complainant  is  also  a  competitor  to  PT&T, 
generally  engaged  in  the  business  of  selling,  leasing,  installing  and  main- 
taining customer-provided   terminal   communications   equipment  and   systems. 

3.  Pursuant  to  the  aforesaid  statutory  and  procedural  requirements,  Scott- 
Buttner  files  this  complaint,  charging  that  Pacific  Telephone  and  Telegraph 
Companv's  (PT&T's)  tariff  introducing  the  SG-1  PBX  System  (hereafter 
SG-1).  as  contained  in  Schedule  Cal.  P.U.C.  No.  132-T,  filed  October  24.  1973, 
is  unjust  and  unreasonable,  and  in  violation  of  Section  451  of  the  California 
Public  Utilities  Code,  as  hereinafter  set  forth  : 

4.  That  the  aforementioned  SG-1  tariff  will  result  in  the  grant  of  prefer- 
ences to  certain  PT&T  subscribers  and  impose  disadvantages  on  other  PT&T 
subscribers,  in  violation  of  Section  453  of  the  California  Public  Utilities  Code, 
as  hereinafter  set  forth  :  and 

5.  That  the  aforementioned  SG-1  tariff  has  the  effect  of  increasing  other 
PT&T  tariffed  rates,  contrary  to  representations  made  by  PT&T  in  its  Advice 
Letter  No.  11165,  stating  that  the  SG-1  PBX  rates  would  not  increase  any 
rate  or  charge,  cause  the  withdrawal  of  service,  or  conflict  with  other  tariff 
schedules  or  rules :  and  that,  therefore,  in  violation  of  Section  454  of  the 
California  Utilities  Code.  PT&T  did  not  tender  to  the  Commission  the  neces- 
sary justification  for  consequential  increases  resulting  from  the  alteration  of 
compensatory   rate  development  practices. 

Wherefore,  in  support  of  the  foregoing  allegations.  Scott-Buttner.  on  in- 
formation and  belief,  alleges  the  following: 

6.  In  Advice  Letter  No.  11165.  filed  October  24.  1973.  PT&T  introduced 
revisions  of  its  Private  Branch  Exchange  Service  Tariff  No.  12-T.  Part  XIII. 
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offering  a  so-called  new  Modular  Dial  PBX  Service-Class  D,  to  be  generally 
available  to  all  its  utility  customers  in  California.  The  "new"  service  featured 
was  the  SG-1  PBX  System.  Although  the  Advice  Letter  omitted  to  set  forth 
the  fact,  the  identifying  letter  and  number  code  "SG-1"  refers  not  to  a  newly 
manufactured  Western  Electric  product,  but  to  an  electronic  PBX  manufac- 
tured, distributed  and  sold  in  the  United  States  since  1971  by  Northern 
Electric,   Ltd.,   of  Canada. 

7.  The  SG-1  tariff  was  filed  without  a  fixed,  final  rate.  In  its  Advice  Letter, 
PT&T  euphemistically  refers  to  SG-1  rates  as  "provisional",  declaring  that 
a  tracking  period  is  necessary  to  acquire  actual  costs,  "i.e.,  engineering, 
plant,  labor  and  maintenance  to  verify  original  revenue  requirement  esti- 
mates." (Advice  Letter  No.  11165,  pg.  1,  para.  4).  This  representation  is 
entirely  specious.  Inasmuch  as  Northern  Electric  is  supplying  the'  SG-1, 
Western  Electric  and  PT&T  are  not  faced  with  a  situation  where  the  Bell 
System  might  perhaps  reasonably  claim  a  lack  of  manufacturing  and  distribu- 
tion cost  data  due  to  inexperience  with  a  new  Western  product.  PT&T  and 
Western  Electric  know  exactly  what  they  pay  Northern  Electric  for  the 
SG-1  serving  vehicle.  Therefore,  PT&T's  investment  and  operating  costs  are 
readily  available.  Not  only  will  a  public  hearing  disclose  these  costs,  but 
PT&T  with  a  high  degree  of  accuracy  can  reasonably  calculate  its  revenue 
requirements  for  the  SG-1  from  such  available  information.  Moreover,  with 
this  available  cost  data,  the  Commission  can  prescribe  reasonable  and  just 
compensatory  rates  for  the  SG-1,  to  stem  further  unnecessary  revenue  losses 
being  incurred  by  PT&T  during  the  balance  of  the  current  "provisional" 
tariff  period. 

8.  Available  evidence  demonstrates  that  PT&T  rates  for  the  SG-1  System 
are  not  only  lower  than  those  for  comparable  PT&T-PBX  systems ;  but 
equally  important,  SG-1  rates  are  priced  unjustifiably  below  reasonable  costs 
associated  with  furnishing  SG-1  equipment.  Because  Northern  Electric  has 
been  marketing  the  SG-1  to  the  interconnect  industry  over  the  past  two 
years,  the  equipment  price  and  associated  cost  of  furnishing  a  total  SG-1 
service,  is  well  known  throughout  the  carrier  and  interconnect  industries. 
From  the  general  availability  of  this  cost  and  marketing  experience,  it  can 
be  established  that  PT&T's  tariffed  SG-1  rates  fall  within  a  range  of  35% 
to  42%  below  a  level  of  pricing  which  is  sufiicient  to  yield  a  return  above 
costs.  Therefore,  SG-1  rates  are  not  only  noncompensatory,  but  compel  other 
telephone  corporation  customers  to  subsidize  the  revenue  deficiencies  created 
by  u.«!ers  of  PT&T's  SG-1  service. 

9.  There  is  sufiicient  evidence  on  which  to  base  a  presumption  that  the 
noncompensatory  level  of  SG-1  rates  results  from  a  predatory  design  and 
intent  of  PT&T  to  lessen  and  destroy  competition.  The  SG-1  is  an  electronic 
private  branch  exchange  tailored  to  small  and  medium  sized  business  com- 
munications requirements  of  telephone  customers  for  system  configurations 
ranging  from  40  to  80  stations  with  a  capacity  of  up  to  30  trunks.  Although 
the  SG-1  is  electronic,  and  offers  some  advantages  in  terms  of  equipment 
size,  modularity  and  operations,  it  nevertheless  competes  with  comparable 
cross-bar  private  branch  exchanges,  furnishing  equivalent  feature  services 
which  Bell  System  companies,  including  PT&T,  typically  include  in  their 
300  Series  PBX  packages.  The  SG-1  is  thus  interchangeable  with  comparable 
PT&T  300  Series  PBX  feature  services;  and,  in  addition,  competes  with 
similar  electronic  PBXs  distributed  by  interconnect  manufacturers  and  sup- 
pliers. 

10.  Complainant  markets  an  electronic  PBX  system,  known  as  the  SBCI, 
which  is  comparable  to,  and  competes  with,  the  PT&T-Northem  Electric 
SG-1.  "SMiile  the  SBCI  is  functionally  and  technically  of  like  grade  and 
quality  to  the  SG-1,  unexplainably  PT&T's  monthly  tariffed  rates  for  the 
SG-1  are  39%  to  48%  lower  than  complainant's  minimum  and  most  basic 
charges  for  the  equivalent  prodxict.  Given  inflation,  rising  labor  costs,  and 
equivalent  product  costs  for  commodities  dependent  on  like  technologies,  a 
presumption  inevitably  arises  that  PT&T  is  underpricing  to  destroy  competi- 
tion. And,  in  fact,  over  a  two  month  period,  complainant  has  lost  sales  of 
$240,000  to  the  SG-1,  strictly  on  price  considerations  alone.  Because  of  severe 
SG-1  underpricing,  Scott-Buttner  has  been  substantially  and  materially  in- 
jured, has  suffered  competitive  erosion  of  the  electronic  PBX  market,  and  is 
certain  that  by  the  expiration  of  PT&T's  "provisional"  period,  competition 
and  interconnect  sales  volumes  will  be  lessened  to  margins  adversely  effecting 
the  profitability  of  continued  business. 
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11.  PT&T  would  have  the  Commission  believe  its  SG-1  (underpriced)  rates 
cannot  he  accurately  determined  because  of  insufficient  experience  from 
which  to  develop  reliable  costs.  In  fact,  the  obviously  strategy  behind  its 
"provisional"  rates  is  to  circumvent  Commission  Tariff  filing  procedures  for 
establishing  reasonable  and  compensiitory  rates  in  connection  with  the  in- 
troduction of  a  new  utility  offering;  and,  through  the  creation  of  under- 
pricing  advantages,  to  stifle  comi)etition  in   the  electronic  PBX   market. 

12.  Complainant's  objective  is  not  to  impair  PT&T"s  right  to  compete  in 
the  electronic  PBX  market  on  fair  and  reasonable  terms.  Reasonable  price 
differentials  based  on  legitimate  differences  in  product  costs,  and  legitimate 
product  competition  ba.sed  on  product  districtions  which  serve  a  variety  of 
customer  needs,  constitute  the  kind  of  conditions  to  be  encouraged  in  a 
re.sponsive  and  responsible  market.  But  complainant  maintains  that  these 
appropriate  conditions  for  competition  are  perverted  where,  as  in  the  instant 
ca.se,  (1)  PT&T's  SG-1  rates  are  non-compen.satory ;  (2)  they  heap  undue 
burdens  upon,  and  cause  discrimination  l>etween  residential  and  commercial 
utility  cu.stomers  of  other  utility  services;  (3)  the  financial  burdens,  cau.sed 
by  non-compensatory  rates,  will  increase  and  multiply  over  time  if  predatory 
pricing  practices  are  allowed  to  continue;  (4)  the  SO-l  offering  necessarily 
results  in  unlawful  discrimination  between  PT&T  bu.siness  customers  through 
the  distortion  of  rate  relationships  among  like  and  similar  utility  .services; 
and  (5)  the  u.se  of  "provisional"  pricing  techni(iues  are  advanceil  to  avoid 
regulatory  review  and.  by  concerted  design,  are  intended  to  achieve  anti- 
competitive effects.  The  product  relationships  and  foregoing  results  are  shown 
from   the  following  exhibits : 

A.  Exhibit  I  presents  a  comparative  product  feature  analysis  of  three 
competing  PBX  services ;  namely,  PT&T's  .SOO  Series  PBX.  the  PT&T  SG-1, 
and  complainant's  SBCI  system.  The  300  Series  PBX  employs  one  or  more 
Western  Electric  standard  model  cross-bar  serving  vehicles,  while  both  the 
SG-1  and  SBCI  are  fully  electronic  switching  systems.  All  these  products 
enjoy  close  resemblances  in  feature  service  capabilities ;  and  while  the  SG-1 
and  SBCI  are  functionally  comparable,  the  SG-1.  however,  contains  some 
minimal  but  added  feature  options  not  available  in  the  SBCI.  Because  of 
this  feature  .service  comparability  between  PT&T's  300  Series  and  SG-1.  and 
between  those  offerings  and  that  of  complainant,  there  is  a  high  degree  of 
product  interchangeability,  and  substitution  potential,  based  on  price  differ- 
entials and  minimal  variations  in  customer  needs. 

EXHIBIT  I.— FEATURE  ANALYSIS 


SBCI  system 
Series  300  PABX      SG-1  PABX  (T/R  32) 


Direct  outward  dialing Yes. 

Station  to  station  dialing  Yes. 

Station  hunting Yes. 

Call  transfer-attendant _ Yes. 

Call  restriction Yes. 

Power  failure  transfer Yes. 

Night  service __ Yes. 

Direct  station  selection Yes. 

Station  busy  lamp  field Yes. 

Attendant  camp-on Yes. 

Indication  of  camp-on __ Yes. 

Attendant  conference... Yes. 

Call  transfer— individual Yes. 

Consultation  hold Yes. 

Add-on  conference _ Yes. 

Trunk  answer  from  any  station Yes. 

Executive  ringback/override 

Barge-in _ 

Lock-out... _ 

Secrecy _. 

Busy  verification 

Splitting 

Volume  control _. 


Yes Yes. 

Yes Yes. 

Yes Yes. 

Yes.... Yes. 

Yes Yes. 

Yes Yes. 

Yes Yes. 

Ye#. Yes. 

Yes... Yes. 

Yes Yes. 

Yes Yes. 

Yes. Yes. 

Yes Yes. 

Yes Yes. 

Yes Yes. 

Yes.... Yes. 

Yes. _ No. 

Yes. No. 

Yes Yes. 

Yes No. 

Yes. Yes. 

Yes _ No. 

No Yes. 


SG-1     tariff 
(P.T.&T.) 

SBCI  (TR-32) 

Amount 

Percent 

$385. 65 

$681.94 

$296.29 

43.45 

439.  75 

724.42 

284.  67 

39.30 

466.  50 

822.61 

356.11 

43.29 

518.00 

865. 04 

347. 04 

40.12 

550.  25 

927. 13 

376. 88 

40.65 

556.  CO 

1,078.90 

522. 90 

48.47 

588. 25 

1,126.53 

538. 28 

47.78 

656. 55 

1,268.16 

611.61 

48.23 
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B.  Exhibit  II  shows  .some  representative  line  and  trunk  configurations  in 
which  PBX  systems  are  frequently  sold,  and  compares  I'T&T's  taritfed  monthly 
rates  for  a  basic  SB-1  compared  to  monthly  prices  for  wliich  Scott-Buttner 
markets  the  SBCI  system.  The  PLxhihit  clearly  establishes  that  PT&T  charges 
are  3i>%  to  4<S%  less  than  complainant's,  for  functionally  and  technically  similar 
etiuipmeut.  Based  on  the  fact,  shown  in  Exhibit  I,  that  the  SG-1  offers  sliglitly 
greater  feature  capabilities,  there  is  at  least  a  presumptive  inference  of  under- 
pricing  resulting  from  the  showing  of  substantially  lower  charges  for  more 
services  in  an  economy  rent  with  run  away  inflation. 

EXHIBIT  II.— MONTHLY  RATE  COMPARISON  '— P.T.  &  T.'s  SG21  vs.  SCOTT  BUTTNER  SBCI  SERVICE 


Configuration  lines/trunks 

40/10 

40/15 

60/10 

60/15 

60/20. _._ .._ 

80/15 

80/20 

80/29 

1  P.T.  &  T.  installation  charge  also  applicable. 

C.^  ExMUt  III  compwres  PTi&T  SG-1  monthly  rates  with  competing  300  Series 
PBX  service.  While  the  two  services  employ  different  technologies,  market  fac- 
tors are  primarily  influenced  by  the  comparability  of  features  and  prices.  Inas- 
much as  the  SG-1  provides  more  comprehensive  features  than  those  found  in 
300  Series  PBX  service,  the  Exhibit  reveals  the  extent  of  rate  distortions  be- 
tween the  two  services,  and  provides  strong  evidence  of  discrimination  between 
similarly  situated  PBX  utility  customers.  Depending  on  variations  in  line  and 
trunk  contignrations,  SG-1  rates  are  nearly  equal  to,  or  more  than  16%  less  than, 
monthly  rates  for  300  Series  service.  This  syndrome  of  "more  for  less"  pervades 
PT&T's  SG-1  offering,  and  requires  a  full  explanation  and  hearing. 

I).  Exhibit  IV  furnishes  the  calculated  book  cost  for  a  repre.sentative  SG-1 
system,  configured  to  provide  40  stations  and  S  trunks.  (The  Exhibit  forms  the 
basis  for  developing  a  compensatory  rate,  and  similar  studies,  not  included  in 
this  complaint,  were  made  for  the  development  of  all  SG-1  compensatory  rate 
projections  contained  in  Exhibit  VIII,  infra.)  The  investment  cost  calculations 
result  from  widely  distributed  Northern  Electric  price  lists,  and  are  authorita- 
tive. Where  estimates  were  required  for  installation  accessories  and  labor,  the 
most  conservative  cost  calculations  were  used  in  order  to  err  of  the  side  of  under- 
estimating expen.se.  to  favor  PT&T  with  every  benefit  of  doubt.  As  stated,  the 
source  of  cost  data  for  the  basic  SG-1  system,  and  associated  hardware  com- 
ponents, was  Northern  Electric  price  lists,  dated  1972.  De.spite  rising  inflation 
over  the  past  two  years  (and  ma.ior  wage  disputes  experienced  b.v  Northern 
Electric  in  1973).  to  the  best  of  complainant's  knowledge,  information  and  be- 
lief, Northern's  1972  prices  are  still  in  effect.  For  the  SG-1  configuration  indi- 
cated, the  Exhibit  study  pre.sents  a  book  (investment)  cost  of  $14,917.00  from 
which  a  reasonably  compensatory  rate  was  determined  by  using  standard  Bell 
System  techniques  emi)loyed  in  making  revenue  requirements  studies. 
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EXHIBIT  m.-MONTHLY  RATE  COMPARISON i-P.T.  &  T.'s  SG-1  vs.  P.T.  &  T.'s  SERIES  300 


Configuration  lines/trunks 


SG-1  tariff 

Series  300  tariff 

(P.T.  &  T.) 

(P.T.&T.) 

$385.65 

$454 

439.  75 

454 

466.  50 

556 

518.00 

556 

550.25 

556 

556.  00 

658 

588.  25 

658 

656.  55 

658 

40/10. 
40/15. 
60/10. 
60/15. 
60/20. 
80/15. 
80/20. 
80/29. 


$68. 35 
14.25 
89.50 
38.00 
5.75 
102.00 
69.75 
1.45 


15.06 
3.14 

16.10 
6.83 
1.03 

15.50 

10.60 
0.22 


P.T.  &  T.  itistallation  charge  also  applicable. 


Exhibit  IV.— SG-1  Book  Cost 


Configuration;  40  stations,  8  trucks: 

Basic  system  (common  equipment) $4,  515 

20-line  circuits 2,  360 

8  gain  C.  O.  trunks 1,448 

Universal  trunk  control 181 

Access  to  paging  trunk 94 

Attendant  camp-on,  etc 153 

Call  transfer,  etc 138 

Barge-in,  etc 102 

Attendant  key  sending  digitone 89 

Option  shelf ." 36 

Digitone  receiver  sub-shelf 80 

Digitone  interface 164 

2  Digitone  receivers 784 

Busy  lamp  field  sub-shelf 85 

Busy  lamp  field  control 156 

Attendant  console  with  busy  lamp  field 356 

Attendant  console  headset 79 

Plus:  40  telephones  at  $33,i  each 1,  320 

Total  apparatus 12,  140 

Installation : 

Cable  and  miscellaneous  hardware  on  switch  i 350 

Cable  and  miscellaneous  hardware  on  telephone  sets  ' 375 

Labor,  216  hrs.  at  $9.50  '  hour 2,  052 

Total  installation 2,  777 

Total  book  cost 14,917 

1  Reasonable  estimate  based  on  industry  experience. 

Source.— Northern  Electric  Price  List  to  U.S.  Distributors  for  N.R.'s  PULSE  EPABX. 
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Exhibit  v.— P.T.  &  T.  Revenue  Requirements  Survey  Cost  Development  in 
Support  of  Compensatory  Rate 

[40  Station,  8  Trunk  Configuration.] 

""'VrVatus S.|.40.00 

Installation 2,  777.  UU 

Total  book  cost  ' 14,  917.  00 

Calculations:  .    _,„„  7T 

Maintenance,  0.073  times  Total  Bk  2 1,  088.  94 

Ad  valerem  tax,  0.031  times  Total  Bk  ^ 462.  43 

Overheads:  ^„^   __ 

a.  Traffic  expense,  0.029  times  Total  Bk  ^ 432.  59 

b.  Commercial  expenses,  0.028  times  Total  Bk  = 417.  68 

c.  General  office  salary  and  expense  0.018  times  Total  Bk^ 268.  51 

d.  Other  operating  expense  0.030  times  Total  Bk  » 447.  51 

e.  UncoUectables  0.003  times  Total  Bk  8 At  l^ 

Depreciation,  0.076  times  Total  Bk  » 1,  J^f  "^ 

FNIT,  0.466  (Net  Operating  Revenue  minus  Interest) 1,  171.  55 

Interest  at  7%  percent  (45%  debt  financing),  0.035  times  Total  Bk_  522.  10 

Return,  0.090  times  Total  Bk 1^342^ 

Annual  revenue  need 7,  332.  28 

Conclusion: 

Compensatory  monthly  rate  equals  $599.83.1" 

1  See  exhibit  rv  for  apparatus  and  estimated  installation  charges.  r^m^  r^  ,     ti,      „„    »,,h;„„ 

2  Yearly  maintenance  expense  factor  is  developed  from  the  FCC  Form  M  for  PT&T  for  the  year  ending 
December  31, 1972,  by  dividing  total  maintenance  expense  (part  35,  line  18)  by  total  telephone  plant  in  service 

^''^^Ad  valorem^  tax  factor  is  developed  from  the  above-referenced  FCC  form  M  by  dividing 
the  total  other  operating  taxes  (part  36A,  line  17)  by  the  above-referenced  total  telephone 

^  ^Traffl^c  expense  factor  is  developed  from  above-referenced  FCC  form  M  by  dividing  total 
traffic   expenses    (part    35,    line    36)    by    the    above-referenced    total    telephone    plant    In 

^*^^^Commerclal  expense  factor  Is  developed  from  above-referenced  FCC  form  M  by  dividing 
total  commercial  expenses   (part  35,  line  45)   by  above-referenced  total  telephone  plant  In 

»  General  office  salaries  and  expense  factor  is  developed  from  above-referenced  FCC  form 
M,  by  dividing  total  several  office  salaries  and  expenses  (part  35,  line  51)  by  above- 
referenced  total  telephone  plant  in  service. 

7  Other  operating  expense  factor  is  developed  from  above-referenced  FCC  form  M  by 
dividing  total  other  operating  expenses  (part  35,  line  61)  by  above-referenced  total  tele- 
phone plant  in  service.  .  ,    „^„   ^  ,,   1,      ji   iji„ 

8  UncoUectables  factor  is  developed  from  above-referenced  FCC  form  M  by  dividing 
uncollectable  operating  revenues  (part  34,  line  41)  by  above-referenced  total  telephone  plant 

»  Annual  depreciation  factor  is  taken  directly  from  FCC  order,  released  January  16,  1974 

"Rates  are  developed  on  a  fully  distributed  cost  basis,  using  the  Installation  charge 
allowed  in  the  current  SG-1  tariflf. 

E.  Exhibit  V  presents  an  annual  revenue  requirement  (Annual  Revenue  Need) 
and  corresponding  compensatory  monthly  rate  for  a  40  line/8  trunk  SG-1  system. 
The  Exhibit  calculation  results  in  a  compensatory  monthly  rate  of  $599.83  for 
the  configuration  studied.  The  procedures  used  in  developing  the  Exhibit  vpere 
also  employed  in  calculating  investment  costs  for  other  line  and  trunk  configura- 
tions studied  in  the  presentation  of  compensatory  rates  shown  in  Exhibit  VIII, 
infra.  Greater  investment  costs  naturally  arise  from  the  addition  of  SG-1  equip- 
ment components,  accessory  materials,  and  higher  labor  costs  experienced  in 
connection  with  larger  system  configurations.  It  is  important  to  note  that  while 
PT&T's  tariffed  installation  charges  were  used  for  the  purpose  of  making  the 
study  calculations  (see  fn.  10.  Exh.  V,  p.  2),  complainant  does  not  concede  the 
accuracy  of  PT&T's  costs  with  respect  to  these  rates,  nor  even  that  there  is  any 
cost  to  rate  relationship. 
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Exhibit  VI. — Compensatory  Rate  of  Return  Analysis  (9  Percent) 

(40  Station,  8  Trunk  Config.) 

Monthly  rental $599.  83 

Annual  rental  (NR  times  12) 7,  197.  96 

Installation  charge 1,  719.  00 

Annualized  installation  charge  ($1,719.00  divided  by  12.8  years)  i 134.  30 

Total  annual  revenue  ($7,197.96  divided  by  $134.30) 7,  332.  26 

Less:  ===== 

Total  operating  expenses   (maintenance,   ad  valorem  tax,  over- 
heads and  depreciation) 4,  296.  10 

Net  operating  revenue 3,  036.  1 6 

Subject  to  tax  (Net  operating  revenue  minus  interest) 2,  .514.  06 

FNIT  (0.466  times  $2,514.06) 1,  171.  55 

Net  operating  revenue  after  tax  ($3,036.16  minus  $1,171.55) 1,  864.  61 

Less: 

Interest 522.  10 

Net  income  after  tax 1,  342.  51 

Net  income  after  tax  as  a  percentage  of  total  bk.   cost 

($1,342.51  divided  by  $14,917.00)  times  100 9.0 

I  See  FCC  Order,  Released  Jan.  16, 1074,  FCC  74-11,  07837,  as  referenced  in  Exhibit  V. 

F.  Exhibit  IT  presents  a  verification  of  the  calculations  made  in  Exhibits  IV 
and  V,  to  prove  that  a  pre-detennined  monthly  rate  will  produce  a  desired  rate 
of  return  (in  this  case,  9%  ).  This  study  techniipie  is  frequently  iLsed  in  tlie  Bell 
System,  and  reflects  a  revenue  reiiuirement  analysis  procedure  programmed  in 
Rell  computers  for  the  use  of  Bell  rate  and  marketing  departments.  It  requires 
in-putting  only  three  figures,  a  pre-determined  montlily  rate,  installation  charge, 
and  desired  return,  (the  first  two  figures  being  generally  developed  from  market 
studies  rather  than  the  price  of  a  Western  Electric  product),  and  the  computer 
outputs  the  operating  expense  factors  that  must  be  stated  in  order  to  reach  the 
desired  rate  of  return  on  investment.  For  the  purpose  of  the  I^]xhibit  study,  the 
procedure  was  modified  to  nst-  factors  derived  from  the  Uniform  System  of 
Accounts  ( I\>rm  M  )  rather  than  attempting  to  alter  f>perating  ex-pen.se  factors 
to  verify  a  preconceived  result.  The  complainant  lias  no  information  on  which 
to  base  a  belief  that  the  Commission  would  approve  more  or  less  than  a  9%  rate 
of  return  on  the  SG-1,  hut  based  its  calculati(m  on  the  fact  that  the  FCC  has 
permitted  AT&T  to  earn  up  to  9%. 

EXHIBIT  VII.— PROJECTED  REVENUE  LOSS  STUDY  FOR  P.T.  &  T.'s  SG— I  AT  CURRENT  TARIFF  RATES 


40/8  configuration 

80/16  configuration 

Projected  cumulative  charges 
and  estimated  losses  i 

Non-compensa- 
tory > 

Compensatory  s 

Non-compensa- 
tory 

Compensatory 

1st  year: 

Charges -.- - 

$6,024.00 
($2  892.98) 

$8,916.96 

$9, 195. 40 
($4,839.24)..- 

$14, 034. 64 

(32.4) 

(34.5)..- 

3d  year: 

Charges 

$14,634.00 

$23,312.88 

$22,694.20 
($14,517.72)... 

$37,211.92 

(37  2) 

(39.0)... 

5th  year: 

Charges 

$23,244.00 
($14  464  80) 

$37, 708. 80 

$36,193.00 
($24,196.20)... 

$60,  389. 20 

(38  4) 

(40.1)-.. 

8th  year: 

Charges 

$36,159.00 
($23  143  68) 

$59,  302. 68 

$56,441.20 
($38,713.92)... 

$95. 155. 12 

Percent  revenue  loss 

'   (39.0)_ 

(40.7)... 

Footnotes  on  p.  2961. 
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loth  year; 

Charges $44,769.00              $73,698.60  $69,940.00              $118,332.40 

Revenue  loss ($28,929.00) ($48,392.40) 

Percent  revenue  loss (39.3) (40.9) 

12th  year: 

Charges..  _.__.: $53,379.00              $88,094.52  $83,438.80              $141,509.68 

Revenue  loss ($34,715.52) ($58,070.88) 

Percent  revenue  loss.  _ (39.  4) (41.0) 

15th  year: 

Charges... $66,294.00             $109,688.40  $103,687.00              $176,275.60 

Revenue  loss ($43,394.40) ($72,588.60) 

Percent  revenue  loss (39.6) (41.2) 

'  The  SG-1  tariffed  installation  charge  was  used  for  both  noncompensatory  and  compensatory  calculations.  (That  Is 
$1,719  for  40/8  configuration,  $2,446  for  80/16  configuration.) 

'  Noncompensatory  entries  are  calculated  from  those  monthly  rates  reflected  in  P.T.  &  T.'s  tariff  changes  accompanying 
advice  letter  No.  11165,  filed  Oct.  24,  1973. 

3  Compensatory  entries  reflect  reasonable  estimates  of  monthly  rates  determined  according  to  procedures  described  in 
exhibits  IV  and  V. 

G.  Exhibit  VII  projects  the  cuuuilative  receipts  and  attendant  cumulative 
revenue  losses  over  a  number  of  billing  years  for  the  SG-1  System  at  its  cur- 
rently offered  tariffed  rate  compared  with  cumulative  revenues  at  a  reason- 
able and  compensatory  rate.  The  Exhibit  shows  tliat  the  S(J-1  produces  cumula- 
tive revenue  losses  from  32%  to  30%  in  a  40  statioii/K  trunk  contiguration,  and 
from  34%  to  41%  in  an  SO  trunk/10  station  ccmhguration.  In  addition  to  high- 
lighting the  gro.ssly  non-compensatory  price  levels  for  the  SCi-l,  the  Exhibit 
ftirther  reveals  the  extent  of  the  cross-subsidizatiim  liurdens  which  the  SG-1 
imposes  on  other  tariffed  services. 

H.  hJj-liihit  VIII  provides  a  recapitulation  of  the  disparity  between  compen- 
satory and  currently  tariffed  mcmthly  rates  for  connnon  configurations  of  the 
SG-1.  The  left  hand  column  shows  that  the  current  tariff  is  priced  35%  to  42% 
below  reasonable,  compeiL^atory  levels.  It  also  sets  forth  complainant's  SBCI 
rates  to  show,  on  comparison,  that  PT&T  wotdd  not  be  injured  or  placed  at  a 
comi>etitive  disadvantage  by  fair  price  competition. 

13.  The  foregoing  Exhibits  conclusively  establish  that  tlie  SG-1  rates  are  en- 
tirely too  low  to  compensate  for  all  the  hardware  and  other  investment  costs,  and 
operating  expenses,  associated  with  the  offering.  Furtliermore,  the  Exhibits  show 
that  SG-1  rates  are  also  substantially  less  than  PT&T  300  Series  I'BX  charges ; 
and  at  least  offer  presumptive  evidence  of  the  fact  tliat  discrimination  arises 
Itetween  utility  customers  of  like  PBX  services,  and/or  that  substantial  change 
outs  of  300  Series  equipment  in  favor  of  the  SG-1  are  likely  to  occur.  Both 
consequences  produce  illegal  effects  :  the  former  being  patently  illegal  under 
Section  4.13  of  the  California  rtilities  Code:  the  latter  being  contrary  to  Sec- 
tions 4r)l,  4."')3  and  4.14  of  the  Code  in  willfully  stimulating  premature  obsolescence 
of  utility  plant,  which  in  turn  adversely  effects  PT&T's  rate  base,  rate  of  return 
and  revenue  requirements. 

EXHIBIT  VIII.-RECAPITULATION-COMPENSATORY  VERSUS   NON-COMPENSATORY   RATES 

Tariff  discount  from  compensatory 

SG-1   compen-  SG-1  tariffed 

Lines/trunks  (c.o.)  satory  rates  rates  Amounts  Percent 

40/8 $599.83  $358.75  $241.08  40 

40/10 614.36  385.65  228.71  37 

40/15           676.73  439.75  236.98  35 

60/10 776.33  466.50  309.83  40 

60/12                                                      .  794.38  479.40  314.98  40 

60/15-     -       ..     843.14  518.00  325.14  39 

60/20 -  879.46  550.25  329.21  37 

80/15  958.45  556.00  402.45  42 

80/16 965.72  562.45  403.27  42 

80/20 994.78  588.25  406.53  41 

80/29 1,075.89  656.55  419.34  39 
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COMPARISON  OF  COMPENSATORY  SG-1  RATES  TO  SBCI  COMPETITIVE  RATES 


Configuration,  lines/trunks 


SG-1 

compensatory 

rates 


SBCI 

competlve 

rates 


40/10. 
40/15- 
60/10. 
60/15. 
60/20. 
80/15. 
80/20. 
8C/29. 


$614.  36 

$681.94 

676. 73 

724.42 

776.33 

822.61 

843. 14 

865. 04 

879.  46 

927.13 

958.45 

1,078.90 

994.78 

1,126.53 

1,075.89 

1,268.16 

14.  The  Exhibits  also  create  a  strong  presumptive  inference  of  PT&T's 
intent  to  destroy  competition  in  the  electronic  PBX  market.  There  is  no 
necessity,  for  example,  for  PT&T  to  introduce  the  SG-1  on  a  "provisional" 
basis,  except  for  its  intent  to  avoid  submitting  cost  information  from  which 
a  change  of  anti-competitive  conduct  would  surely  have  ensued  the  filing 
of  the  original  Advice  Letter  of  October  24,  1973.  Adequate  cost  data  from 
which  to  determine  PT&T"s  revenue  requirements  is  available,  as  complain- 
ant's Exhibits  demonstrate.  Moreovei-.  there  exists  within  the  industry,  within 
the  multitude  of  regulatory  agencies,  and  especially  within  the  Bell  System 
itself,  well  known  and  accepted  economic  method.s,  procedures  and  conventions 
from  which  PT&T  could  have  accurately  determined  its  annual  revenue  re- 
quirements and  compensatory  monthly  rates  for  the  SG-1,  without  injecting 
a  "provisional"  trial  period. 

15.  It  is  clear,  beyond  proof  or  doubt,  that  below  cost  pricing  of  com- 
petitive products  and  services  generally  attends  a  de.sign  to  destroy  competi- 
tion. Therefore,  the  resort  to  a  "provisional"  tariff  to  avoid  Commission 
review,  and  thereby  to  cloak  the  anti-competitive  practice  in  a  mantle  of 
credibility,  is  contrary  to  the  public  interest.  For  this  reason  the  California 
Supreme  Court  has  directed  the  Commission  to  consider  antitrust  implica- 
tions in  deciding  rate  proposals  before  it.  Northern  California  Power  Agency 
V.  Piihlic  UtUitieft  Cowirfixioii.  .5  Cal.  .Srd  370  (1971).  Antitrust  issues  are 
clearly  presented  on  this  complaint,  and  mere  claims  that  a  tariff  is  "pro- 
visional" in  nature  and  duration  are  insufficient  to  justify  allowing  PT&T 
to  persist  in  the  iierpetration  of  nnlawful  pricing  practices.  The  fact  that 
complainant  has.  in  the  form  of  its  Exhibits  and  charges  contained  herein, 
brought  relevant  cost  data  and  important  public  policy  considerations  to  the 
Commission's  attention,  compels  the  Commis.sion  to  immediately  grant  a 
hearing  with  respect  to  these  rates  and  practices,  the  scheduled  "provisional" 
period  notwithstanding.  Any  defense  that  the  "jirovisional"  period  will  end. 
and  that  rate  adjustments  can  then  be  made,  is  insufficient  to  avoid  the 
ine(iuities.  injury  and  damage  which  will  occur  in  the  interim  :  and  is  equally 
ineffective  to  stop  the  massive  utility  revenue  deficiencies  being  generated 
to  the  disadvantage  of  all  California  utility  customers  who  are  asked  to 
subsidize  PT&T's  policy  of  stifling  competition. 

16.  Pacific  Telephone  and  Telegraph's  SG-1  PBX  system  employs  com- 
mon equipment  and  optional  components  manufactured  and  supp'ied  by 
Northern  Electric.  Limited,  of  Canada.  In  the  course  of  filing  its  SG-1  tariff 
PT&T  did  not  offer  any  factual  evidence  or  other  indication  of  the  market 
for  the  equipment ;  it  did  not  offer  any  forecast  of  the  number  of  SG-1  com- 
ponents inventoried  to  meet  projected  SG-1  dejnand :  nor  did  it  otherwise 
give  any  assurance  of  access  to  sufficient  SG-1  supplies  from  which  to  serve 
any  and  all  potential  utility  customers  within  a  reasonable  period  of  time. 
To  the  extent  Northern  Electric  cannot  timely  supply  PT&T's  requlremnts 
for  SG-1  apparatus,  the  subject  tariff  offering  is  a  sham,  a  deceptive  holding 
out  of  unavailable  service  to  the  public,  and  only  a  limited  and  illegal  offer- 
ing of  equipment  and  services  to  a  preferred  selection  of  prospective  utility 
customers  who  stand  in  the  impact  area  of  competition. 

17.  Since  1972.  Northern  Electric  has  been  engaged  in  the  distribution  and 
sale  of  its  SG-1  Pulse  EPABX  line  to  interconnect  suppliers  throughout  the 
United  States.  These  suppliers  were  successful  in  marketing  the  SG-1  until 
recently  when  Northern  Electric,  claiming  manufacturing  and  labor  difficul- 
ties,   began    cutting    back    on    interconnect    purchase    orders.    Contemporaneous 
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with  this  cut  back,  however,  either  PT&T  or  Western  Electric  apparently 
secured  a  contract  with  Northern  and  PT&T  tariffed  the  SG-1.  The  fact  that 
Northern  Electric  has  not  been  able  fully  to  meet  the  modest  demand  of  U.S. 
interconnect  suppliers  for  SG-1  equipment  sujiRests  it  likewise  may  not  be 
able  to  supply  fully  and  timely  the  apparatus  retpiirements  of  PT&T.  This 
likelihood  is,  of  course,  heightened  so  Ions  ««  PT&T  is  allowed  to  continue 
offering  the  SG-1    below  cost,   at   non-compensatory   but  attractive   rates. 

18.  Unless  PT&T  can  demonstrate  to  the  satisfaction  of  the  Commission 
that  it  has  made  a  realistic  forecast  of  what  the  SG-1  market  will  require, 
and  that  it  has  access  to  an  adequate  and  reli:il)le  supply  of  equipment  to 
meet  demand,  the  offering  of  the  .service  can  only  result  in  unlawful  dis- 
crimination and  preferences  among  PT&T's  PBX  customers,  in  violation  of 
Section  453  of  the  California  Public  Utilities  Code.^  Without  sufficient  sup- 
plies from  Northern  Electric.  PT&T  cannot  make  SG-1  service  generally  avail- 
able. It  must,  instead,  unlawfully  focus  its  marketing  effort  on  selected  cus- 
tomers, namely  those  markets  most  likely  to  be  facing  competing  interconnect 
suppliers. 

19.  As  a  separate  ground  of  offen.se,  complainant  maintains  that  PT&T,  in 
filing  Advice  Letter  No.  11165.  did  not  comply  with  Rule  III.  C.  of  the  Com- 
mission's Rules  in  that  it  failed  to  provide  information  required  in  connec- 
tion with  such  filings.  (Rules  Governing  Filing  and  Posting  of  Tariff  Sched- 
ules, General  Order  No.  96-A. ) 

A.  The  rules  provides  that : 

"Advice  letters  shall  call  attention  to  each  increase  or  decrease  in  rate  or 
charge,  or  change  in  condition  which  may  result  in  an  increase  or  decrease. 
more  or  less  restrictive  conditions,  or  withdrawal  of  sei'vice."  (Emphasis 
added. ) 

In  its  Advice  Letter,  PT&T  stated  that  the  proposed  new  tariff  "will  not 
increase  any  rate  or  charge,  cause  the  withdrawal  of  service,  nor  conflict 
with  other  schedules  or  rules".  PT&T  failed  to  state,  however,  that  the  SG-1 
prices  at  least  constituted  a  "change  in  condition  which  may  result  in  an 
increase  or  decrease"  in  rates.  Depending  on  the  availability  to  PT&T  of 
sufficient  supplies  of  SG-1  apparatus,  general  customer  knowledge  of  SG-1 
•service  will  inevitably  have  the  effect  of  penetrating  PT&T's  300  Series 
market,  and  other  comparable  PBX  offerings.  Hence,  the  service  will  cause 
(1)  an  increase  in  the  rates  of  other  services  to  subsidize  the  adversely 
affected  market;  (2)  an  accompanying  decrease  in  rates  for  affected  and 
related  PBX  services  in  order  to  minimize  premature  obsolescence  of  asso- 
ciated equipment:  and  (3)  disproportionate  increases  in  PBX  trunk  and  toll 
(or  message  unit)  rates  to  compensate  and  off-set  PBX  equipment  rate  and 
revenue  deficiencies. 

B.  The  rule  further  provides  that: 

"When   the    filing   covers    new    service    not   previously    offered    or    rendered, 
the  general  affect  of  such  filing  .should  be  explained.  The  advice  letters  should 
state  whether  or  not  present  rates  or  charges  will  be  affected,  deviations  or 
conflicts  created,   or  service  withdrawn  from  any  present  user." 
PT&T's  Advice  Letter  states : 

"This  filing  introduces  the  new  SG-1  System.  The  new  SG-1  offers  features 
which  are  not  available  in  our  pre.sent  product  line."  The  SG-1  does  not 
offer  significantly  new  features,  but  rather  contains  functional  attributes  of 
an  electronic  design  which  offers  more  compactness  in  size  and  silence  in 
operation  than  may  be  found  in  other  Western  Electric  PBX  serving  vehicles. 
The  SG-1  was  to  be.  and  currently  is  being,  offered  at  rates  comparable  to. 
and  in  most  instances  .substantially  less  than  PT&T  300  Series  PBX  services. 
(See  Exhibit  III)  PT&T  did  not  explain  the  difference  in  quantity  or  quality 
of  service  for  the  .same  or  even  lower  rates :  nor  did  it  explain  the  effects 
the  proposed  new  service  would  have  on  early  obsolescence  of  existing  PBX 
equipment  due  to  change-outs  and  the  capital  expenditures  required  to  pur- 
chase replacement  SG-1  apparatiis :  nor  did  it  explain  the  resulting  effect 
of  the  proposed  new  offering  on  PT&T's  rate  base  and  tariffs  for  other  classes 
of  customers   and  types   of   service.   These  consequences   are   pertinent   to   an 


'  The  discrimination  here  discnsserl  relates  to  the  making  or  jrrantlnff  of  preferences 
as  to  facilities,  including  the  creation  of  dlsadv.nntaffes  in  the  availability  of  facilities, 
and  is  asserted  as  a  separate  ground  of  unlawfulness  In  addition  to  the  heretofore  al- 
leged discrimination  arising  out  of  rate  relationships  associated  with  like  PB-  services. 
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adequate  appraisal  by  the  Commission  of  the  proposed  rates  and  competitive 
impact  of  the  service.  PT&T"s  failure  and  omission  in  this  regard  is  not  only 
a  blatant  violation  of  Commission  Rules,  but  violates  as  well  Section  454  of 
the  California  Public  Utilities  Code. 

C.  FT&T's  Advice  Letter  does  point  out  that: 

"The  charges  and  rates  forthe  SG-1  are  'provisional'  for  a  maximum  period 
of  18  months  to  allow  adequate  time  to  accumulate  tracking  data.  .  .  .  i.e.. 
engineering,  plant,  labor,  and  maintenance  to  verify  original  revenue  re(iuire- 
ment  study  estimates."    (Advice  Letter  No.   11165,  p.  1) 

This  information  alone,  however,  even  if  fully  reported  to  the  Commission 
before  expiration  of  the  experimental  period  would  not  rectify  the  filing 
deficiencies ;  nor  would  more  definite  informatioji  on  engineering  and  plant 
costs,  for  example,  contribute  to  a  Commission  inquiry  into  the  unavoidable 
market  consequences  on  other  PT&T  services,  or  the  anticompetitive  impact 
on  complainant  and  other  competitors.  Given  the  responsibility  of  the  Com- 
mission for  judging  the  lawfulness  of  rates,  and  the  type  of  information 
which  the  Commission  deems  necessary  to  carry  out  this  function  as  evidenced 
bv  the  clear  language  of  Rule  III.  C,  it  is  imperative  that  PT&T  be  ordered 
to  fully  comply  with  the  Rule  and  to  provide  such  information  to  the  Com- 
mission, the  complainant,  and  all  other  interested  parties. 

D.  The  foregoing  Exhibit  compensatory  studies  develop  operating  expenses 
on  the  basis  of  normal  overhead  factors  disclosed  by  the  Uniform  System  of 
Accounts  (Form  M).  The  full  impact  of  the  subsidization,  inherently  resulting 
from  the  SG-1  offering,  is  not  fully  determinable  from  a  compensatory  revenue 
requirements  study  that  assumes  all  expenses  are  usual  and  normal,  and 
are  being  treated  in  a  normal  manner.  Complainant  believes  there  are  extra- 
ordinary administrative  expenses  associated  with  the  SG-1,  including  a  large 
number  of  highly  paid  specialists,  such  as : 
Marketing  Sales  Personnel 
Training  Advisors    (PBX-SG-1) 

Plant  Training  Personnel  for  SG-1  PBX   Business  Service 
Specialized  Traffic  and   Study  Personnel 
PBX  Equipment  Engineers  and  Trafl^c  Engineers  not  working  on  particular 

installations 
Various  Staff  Groups  \vho.se  functions  center  around  Business  Customers 
All  of  these  premium  and  extraordinary  expenses  should  have  been  sub- 
mitted with  the  SG-1  filing  in  order  to  comply  fully  with  the  Commission's 
Rule  III.C,  and  the  Commission  is  respectfully  requested  to  order  the  pres- 
entation of  this  data  in  order  that  the  full  subsidization  impact  of  the  SG-1 
?an  be  assessed. 

20  PT&T  has  cautioned  the  Commission  and  the  public  in  its  Advice 
Letter  that  the  charges  and  rates  for  the  SG-1  are  "provisional"  for  eighteen 
months  while  it  accumulates  data  from  which  to  verify  revenue  requirements. 
There  is  nothing  wrong,  per  se.  in  permitting  such  experimental  offerings, 
even  for  competitive  services.  It  has  been  recognized,  however,  that  where 
competitive  considerations  are  involved  in  a  tariff  offering,  such  as  the  SG-L 
the  Commission  itself  has  a  substantial  role  to  play  in  ordering  or  otherwise 
prescribing  the  conditions,  length  of  time,  type  of  record  keeping,  and  identi- 
fication of  information  to  be  sought  during  the  experimental  period.  The 
Commission  exercise<l  these  very  prerogatives,  for  example,  in  Dialalarm 
Corp  V  Pacific  Tclephnne  mid  Telegraph  Co..  Decision  No.  73572,  Case  No. 
S620  (ianuarv  8,  196S)  67  CPUC  759.  where  it  supervised  a  three-year 
experimental  period  during  which  PT&T  was  to  determine  and  report 
on  the  reasonableness  of  all  costs  of  service,  including  its  equipment 
price  from  Western  Electric,  for  a  competitive  telephone  alarm  device.  The 
Commission  similarlv  prescribed  a  one-year  experimental  cost-gathering  period 
for  a  hospital  interphone  .system  in  Flxhcr  Berle^cy  Corp.  r.  Pacific  Tclephnne 
and  Telegraph  Co..  Decision  No.  7461S,  Cases  Nos.  S662  and  S663  (August 
27,  1968)  68  CPI'C  649.  In  these  cases,  it  was  the  Commission's  considered 
.iudgment  that  suflScient  cost  data  was  not  available  to  warrant  the  avoidance 
of  an  experimental  period.  But  the  experiment  itself  was  not  authorized  as 
a  unilateral   decision   <>f  the  telephone  company. 

21.  However,  complainants  Exhibits  IV  and  V  presumptively,  if  not  con- 
clusively establish  that  relevant  cost  information  and  rate  setting  practices 
are  presentlv  available  from  which  PT&T  and  the  Commission  can  ascertain 
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revenue  needs  and  corresponding  reasonable  and  compensatory  charges  for 
PT&T"s  SG-1  service,  without  the  need  for  any  experiment.  Regardless  of 
the  fact  that  this  same  information  was  available,  and  the  same  methods 
applicable,  at  the  time  PT&T  filed  its  Advice  Letter  last  October,  the  current 
and  continuing  injury  as  well  as  the  illegal  effects  resulting  from  PT&T's 
further  offering  of  SG-1  service  at  its  "provisional"  rates,  reipiire  that  the 
Commission  interrupt  and  investigate   the  offering   immediately. 

22.  Failure  to  terminate  the  SG-1  tariff  offering  or  to  immediately  estab- 
lish compensatory  "provisional"  rates,  pending  full  hearing,  will  result  in 
irreparable  damage  to  the  complainant,  and  to  the  public.  In  the  three  months 
since  this  tariffed  offering  was  introduced,  complainant  has  suffered  damages 
in  the  sum  of  $240,000  due  to  PT&T's  below  cost  selling  of  the  SG-^.  If 
PT&T's  SG-1  rates  are  allowed  to  remain  in  effect,  complainant  will  be  pre- 
vented from  continuing  to  offer  its  SBCI  system  without  suffering  severe 
financial  losses  to  its  busines.s. 

23.  In  addition,  during  the  short  three  month  period  in  which  the  SG-1 
has  been  available,  the  public  has  also  suffered  substantial  in.iury — injury 
which  is  likely  to  continue  if  PT&T's  "provisional"  rates  are  allowed  to 
stand.  Based  on  an  assessment  of  what  compensatory  rates  would  have  been, 
PT&T  through  underpricing  practices  employed  in  sales  competition  with 
complainant,  has  won  SG-1  business  that  produces  approximately  $27,000  in 
annual  revenue  deficiencies  burdening  other  utility  customers.  This  voluntary 
generation  of  revenue  losses,  of  course,  relates  only  to  PT&T  sales  about 
which  complainant  has  knowledge,  and  does  not  include  the  subsidization 
impact  absorbed  by  PT&T  with  the  SG-1  in  competition  with  other  inter- 
connect distributors  during  the  same  period.  With  respect  to  the  later  effects, 
complainant  has  no  knowledge,  but  believes  PT&T's  annual  revenue  losses 
due  to  underpricing  already  exceed  $150,000  in  rental  receipts.  If  the  trend 
continues,  complainant  further  believes  it  will  prove  the  existence  of  a  con- 
scious decision  by  PT&T  to  give  up  over  $1  million  in  annual  revenues  during 
1974  in  order  to  destroy  competition  in  the  electronic  PBX  market. 

24.  PT&T's  SG-1  offering  also  threatens  the  general  public  in  another  way. 
Severe  injustice  awaits  existing  and  prospective  customers  of  the  PT&T 
SG-1  who  have  been,  or  will  become,  deceptively  attracted  to  the  offering  at 
its  "provisional"  rates.  These  customers  stand  to  suffer  severe  financial  dis- 
ruption at  the  termination  of  the  "provisional"  period  when  PT&T  revises 
its  rates  upward,  and  begins  charging  to  collect  accumulated  costs.  As  evi- 
denced by  the  compensatory  rate  levels  shown  in  Exhibits  V  and  VIII  of  this 
complaint  (and.  of  course,  depending  on  how  successfully  PT&T  nullifies 
interconnect  competition  over  the  remaining  fourteen  months),  one  can  fore- 
cast final  compensatory  rates  which  will  be  substantially  higher  than  those 
currently  charged.  Customers,  at  that  point,  will  lie  "locked  in"  to  the  PT&T 
service  at  higher  rates,  or  will  be  forced  to  discontinue  the  service  and  forfeit 
substantial  premature  termination  penalties  as  a  consequence.  Not  only  will 
they  have  no  resource  a.gainst  PT&T  for  damages  and  disruption  in  service 
suffered  thereby,  but  alternative  sources  of  supply  may  be  non-existent,  hav- 
ing been  forced  out  of  business  by  the  "provisional"  anti-competitive  pricing 
of  PT&T.  While  it  is  doubtful  that  either  existing  or  prospective  customers 
have  been  given  sufficient  notice  of  the  likelihood  of  forthcoming  SG-1  rate 
revisions,  it  is  certain  that  they  have  no  idea  of  the  possibility  of  rate  in- 
creases on  the  order  of  35%  to  42%  (See  Exhibit  VIII).  which  PT&T  will 
have  to  charge  if  the  SG-1  is  to  become  compensatory.  While  PT&T's  Advice 
Letter  promises  a  review  of  costs  for  engineering,  plant,  labor  and  related 
expenses,  it  makes  no  reference  to  the  probability  of  substantial  adjustments 
for  the  cost  of  SG-1  ecjuipment  itself. 

Wherefore,  in  view  of  the  foregoing  premises,  complainant  respectfully 
requests  interim  and  permanent  reMef. 

A.  suspending  PT&T's  SG-1  System  rates  at  their  existing  "provisional" 
levels:  prescribing  reasonable  interim  rates  pending  the  completion  of  full 
adjudicatory  hearings :  and  setting  full  public  hearings  to  determine  the 
lawfulness  of.  and  to  fix  prescribed  compensatory  rate  levels  for  all  SG-1 
service  as  presently  offered  : 

B.  requiring  PT&T,  in  the  submission  of  proposals  and  at  the  point  of  sale, 
to  notify  a'l  utility  customers  that  SG-1  rate  quoted  is  only  effective  until 
May  25.  1975  and  may  be  substantially  increased  on  or  before  that  time  either 
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by  action  of  the  telephone  company  or  of  the  California  Public  Utilities  Com- 
mission ;  that  all  SG-1  rates  are  vmder  challenge  before  the  California  Public 
Utilities  Commission ;  and  that  on  and  after  30  days  from  the  date  hereof, 
PT&T  shall  specifically  disclaim  to  every  prospective  SG-1  utility  customer 
that  any  rate  proposed  or  charged  for  SG-1  service  may  be  guaranteed,  or 
represented  to  be,  firm  as  against  any  adjustment  and/or  change  vphich 
could  or  may  occur  during  or  after  the  aforesaid  provisional  period  ending 
on  or  before  May  25,  1975 ; 

C.  requiring  PT&T  to  immediately  report  to  the  Commission  and  counsel 
for  complainants,  the  effect  of  SG-1  rates  on  general  revenues  and  rate  base 
by  reason  of  its  impact  on  its  existing  and  projected  300  Series  PBX  and 
other  comparable  PBX  offerings,  and  to  otherwise  fully  comply  with  the 
requirements  of  Rule  III.  C.  of  General  Order  No.  96-A.  as  hereinabove  set 
forth ; 

D.  requiring  PT&T  to  immediately  submit  to  the  Commission  and  counsel 
for  complainant,  under  such  protective  orders  as  the  Commission  shall  deem 
appropriate,  complete  data  and  evidence  of  its  marketing  program  to  .stimu- 
late SG-1  sales:  of  its  SG-1  forecasted  demand  based  on  market  stimulation; 
of  its  existing  and  projected  revenues  derived,  and  to  be  derived,  from  SG-1 
service  during  the  provisional  period  established,  including  the  existing  num- 
ber of  systems  installed,  number  of  customers  for  whom  installed,  line  and 
trunk  configurations  for  each  customer,  and  monthly  revenue  derived  from 
each  of  said  customers :  and  of  its  ability,  in  terms  of  adequate  equipment 
supplies,  to  offer  SG-1  service  on  a  non-discriminatory  basis  to  any  and  all 
potential  utility  customers  for  service : 

E.  requiring  PT&T  to  immediately  furnish  and  disclose  to  the  Commission 
and  to  counsel  for  complainant,  its  SG-1  equipment  costs  from  its  .supplier. 
Northern  Electric,  l>td..  of  Canada,  together  with  copies  of  all  contracts  and 
contract  terms  and  conditions  of  supply  which  either  PT&T  and/or  Western 
Electric  has  entered  into  with  Northern  Electric,  Ltd.,  of  Canada  ;  and 

F.  requiring  PT&T  to  pay  such  damages  as  the  evidence  will  show  com- 
plainant has  suffered  bv  reason  of  defendant's  commission  of  the  illegal  acts 
alleged:  and  to  charge  the  profits  of  PT&T  stockholders  with  such  revenue 
deficiencies  as  the  evidcn  -e  wiT  show  to  have  resulted  from  the  offering  of 
SG-1  service  to  all  existing  utility  customers  at  non-compensatory  rates. 

The  citation  of  statutory  and  rule  violations  contained  in  the  foregoing 
complaint  should  not  be  deemed  to  preclude  findings  with  respect  to  any  other 
offenses  against  California  utility  laws  and  Commission  rules  which  the 
evidence  may   disclose. 

Dated  at  Oakland,   California,   this  15th  day   of  March,   1974. 

Respectfully  submitted, 

SCOTT-BUTTNER    COMMUNICATIONS.    INC. 

By  Edwin  B.  Spievak, 
By  "V  iCTOR  .T.  ToTH, 
Keller  and  Heckman,  Washmgton,  B.C. 
By  James  C.  Soper. 
Fitzperald,  Ahdott  <$■  Rcardsley,  Oakland,  Calif. 
Attorneys  for  Complaina/nt. 
verification 

I,  Edgar  M.  Buttner.  Chairman  of  the  Board  of  Directors  of  Scott-Buttner 
Communications,  Inc..  the  complainant  herein,  hereby  affirm  that  I  am  au- 
thorized to  verify  the  foregoing  complaint  brought  on  behalf  of  the  said 
Scott-Buttner  Communications.  Inc.,  and  that  the  statements  and  allegations 
of  fact  contained  in  the  complaint  are  true  of  my  own  knowledge,  except  as 
to  matters  therein  stated  on  information  and  belief,  and  as  to  those.  I  be- 
lieve them  to  be  true.  .  ,    .      ^ 

I   declare   under   penalty   of   perjury    that    the   foregoing   statement    is    true 

and  correct.  ^  ,.,       .  j.^-     ■,r-^^ 

Wherefore,  I  have  affixed  my  signature  at  Oakland,  California,  on  this  15tli 

day  of  Marcli,   1974. 

Edgar  M.  Buttner, 
Chairman  of  the  Board, 
Scott-Buttner  Communications,  Inc. 
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Sears,  Roebuck  and  Co., 
Chicago,  III.,  May  22,  197J,. 
Mr.  Gerald  Hellerman, 
U.S.  Senate, 
Washington,  D.C. 

Dear  Mr.  Hellerman  :  Your  letter  of  May  7,  1974,  inquired  about  the  de- 
cision by  Sears,  Roebucli  and  Company  to  use  Illinois  Bell  telephone  equip- 
ment in  Sears  Tower  versus  a  purchase  system.  You  also  expres.sed  interest 
in  our  views  on  interconnection  and  the  necessary  changes  required  to  make 
it  a  viable  segment  of  the  communications  industry. 

In  1970,  when  we  investigated  the  possibility  of  a  purchased  system  for 
Sears  Tower,  interconnection  had  just  begun  to  make  an  impact  and  ''then 
only  in  very  small  systems  (up  to  400  lines).  Our  requiremnts  for  Sears 
Tower  were  of  the  magnitude  of  a  small  central  office  (16,000  lines  are  ulti- 
mately projected  for  Sears  Tower),  and  only  two  manufacturers  in  addition 
to  Illinois  Bell  were  interested  in  submitting  bids  for  the  system. 

After  careful  investigation  of  the  proposals,  the  communications  staff 
recommended  the  use  of  the  Bell  System's  Centrex  III  served  by  a  #1 
Electronic  Switching  System,  the  most  advanced  system  in  technology  avail- 
able in  the  industry.  The  recommendation  was  approved  at  the  officer  level  of 
the  Company,  not  by  the  Board  of  Directors  as  indicated  in  your  letter.  The 
decision  was  based  solely  on  the  facts  determined  in  our  investigation  which 
included  the  more  advanced  technology  of  the  Bell  System  equipment,  the 
complexities  and  legal  requirements  of  dealing  with  interconnect  tariffs  for 
a  privately  owned  system,  and,  most  importantly,  maintenance  of  the  system, 
including  service  restoral  in  the  event  of  a  disaster. 

The  latter  item  was  of  primary  concern  to  us  because  the  interconnect 
companies  at  the  time  of  our  decision  were  primarily  engaged  in  manufac- 
turing and  had  not  established  a  service  organization. 

You  also  asked  about  our  views  regarding  what  changes  are  required  to 
make  interconnection  a  viable  force  in  the  communications  industry.  The 
single  greatest  deterrent  in  our  opinion  is  the  uncertainty  of  the  regulatory 
environment  at  both  state  and  federal  levels.  No  company  will  risk  the 
financial  investment  in  a  privately  owned  system  as  long  as  the  possibility 
exists  that  it  will  be  forced  to  remove  it  in  favor  of  a  telephone  company 
system ;  i.e.  witness  the  recent  decision  by  the  Nebraska  attorney  general 
that  only  telephone  companies  are  permitted  to  own  and  operate  telephone 
equipment  and  has  ordered  a  motel  chain  to  dispose  of  its  privately  owned 
system.  The  North  Carolina  Utility  Commission  is  currently  investigating 
similar  rulemaking  policies.  Until  these  issues  are  resolved,  interconnection 
will  involve  a  high  degree  of  risk  which  is  not  offset  by  sufficient  financial 
returns. 

I  trust  the  above  answers  the  questions  raised  in  your  letter. 

Very  truly  yours, 

F.   G.  Crawford, 
National  Manager.   Communications. 


Essential  Communications  Systems,  Inc., 

Kcnilworth,  N.J.,  May  31, 197^ 

Customer  harassment  by  New  Jersey  Bell  Telephone  Co. 

Date  Name  and  City 

May  4,  1972 Dr.  Andrew  Silverman,  Short  Hills. 

July  27,  1972 Dr.  Stephen  Parker,  Roselle  Park. 

Aug.  15,  1973 Beck  &  Block  Inc.,  Clifton. 

Sept.  26,  1973 Ortho  Diagnostics,  Raritan. 

May  23,  1972 N  B  Ju  Jitsu  Club,  Belleville. 

May  31,  1972 Thomas  .1.  Lipton  Co.,  Englewood  Cliffs. 

June  16,  1972 Royal  Liquors  Inc.,  Trenton. 

May  2,  1972 Lowy,  Binder,  Lifson  &  Borrus,  Millburn. 

July  12,  1972 M.  Bernadine  Johnson.  Esq.,  Newark. 

June  12,  1972 Ed  Kominsky,  Florham  Park. 

Nov.  26,  1972 West  Orange  Board  of  Education,  West  Orange. 

July  17,  1972 Business  Incentives  Co.  Inc.,  Matawan. 
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Sept.  26,  1972 John  L.  Heningan,  Clark. 

Dee.  20,  1972 A.  John  Allen  Co.,  Union. 

Jan.  12,  1973 Statewide  Acceptance  Corp.,  Dunellen. 

Feb.  13,  1973 Winans  Construction  Co.,  Linden. 

Feb.  28,  1973 Scotch  Plains  Board  of  Education,  Scotch  Plains. 

July  26,  1972 Orange  Woodworking  Co..  Orange. 

Mar.  2,  1973 Tonv  Scarria,  Fanwood. 

Nov.  18,  1972 Dr.  Harvey  Brooks,  Hillside. 

Mar.  31,  1973 Rosemore  Land  &  Development  Corp.,  Breille. 

Mar.  31,  1973 J.  Allen  Gumbs.  Esq.,  Perth  Amboy. 

Jan.  12,  1973 Prophet  Foods,  Union. 

Nov.  13,  1972 Bergen    County    Passport   Office,    Hackensack ;    Elizabeth- 
town  Water  Co.,  Elizabeth. 

Nov.  18,  1973 Springfield  Board  of  Education,  Springfield. 

Mar.  1,  1973 Dr.  Thomas  Mahoney,  Middletown. 

May  1,  1973 Daily  Journal,  Elizabeth. 

June  22,  1973 Dr.  Robert  Tarantino,  Rutherford. 

Sept.  28,  1973 Diamondhead  Corp.,  Mountainside. 

Oct.  2,  1973 Carl  D.  Schwalm,  Tenafly. 

Oct.  16,  1973 Dr.  Michael  Bunnemeyer,  Princeton. 

Mar.  21,  1972 Prudential  Management  Office,  Short  Hills  Mall. 

Feb.  7,  1972 Flagstaff  Liquors,  Perth  Amboy. 

Jan.  28,  1971 Arthur  Davis,  South  Orange;  Denville  Line  Painting  Co., 

Denville. 

Aug.  7,  1973 American  Wilhelmsburger,  Orange. 

Oct.  5,  1973 Madison  Township  Raceway  Park,  Englishtown. 

Oct.  18,  1973 Dr.    Milton    Hahn,    Irvington ;    Dr.    Ambrosio    Severino, 

Parlin ;    Julian    Buckner,    Cranford ;    Data    Processing 
Repair  Institute,  Scotch  Plains. 

Jan.  2,  1974 Beck  &  Block,  Inc.,  Clifton. 

Jan.  4,  1974 Tri  J.  Corp.,  North  Plainfield. 

Jan.  8,  1974 Corneliss  Roofing,  New  Providence. 

Jan.  8,  1974 Business  Men's  Assurance  Corp.,  East  Orange. 

Jan.  8,  1974 K  C  L  Corp.,  ITnion. 

Jan.  15,  1974 Ditlmar  Agency,  Freehold. 

Jan.  16.  1974 Bernard  Shub  Agencv.  Morristown. 

Jan.  16,  1974 Kraft  Foods,  Inc.,  Hillside. 

Jan.  25,  1974 Jacobsen  &  Winter,  Edison. 

Feb.  12,  1974 Kravet  Drug,  Union. 

Feb.  14,  1974 Newark  Information  Bureau,  Newark. 

Feb.  25,  1974 Elizabeth  Board  of  Education,  Elizabeth. 

Feb.  28,  1974 Capitol  Landscaping,  Orange. 

Mar.  1,  1974 Dr.  Roger  Harris,  Fort  Lee. 

Mar.  11,  1974 Dr.  George  Ehrlich,  Parsippany. 

Mar.  15,  1974 E.  F.  Houghton,  Somerville. 

Mar.  20,  1974 Camp  Speers,  Eljabar  YMCA,  Westfield. 

Mar.  27,  1974 McFarlane  Construction,  Woodchiff  Lake. 

April  15,  1974 New  Jersey  Lublication  Equipment  Co.,  North  Plainfield. 

April  22,  1974 Hansen  Agency,  Parsippany. 

May  3,  1974 Food  &  Drug  Administration,  Newark. 

May  8,  1974 Sophia  House  of  Studies,  Father  Clvisca,  Green  Brook. 

Essential  CoMMtiNiCATioN  Systems,  Inc., 

Kenilworth,  NJ.,  November  7, 1973. 
Mr.  Paul  McMahon,  Esq., 
David  Berger  Associates 
Philadelphia,  Pa. 

Dear  Paul  :  Here  is  an  addendum  to  the  list  of  people  who  have  been  liarassed 
by  the  telephone  company  : 

Nov.  1,  1971 Allied  Churgin  &  Sadkin,   Irvington,^  Tom  Barklo,  telco, 

rep. 

Aug.  1971 Saul  Beckerman,  Elizabeth  (T/A). 

Mar.  1973 Berkley  Heights  Board  of  Education^    (our  coupler  still 

on  loan). 
Nov.  1972 Courier  News,  Somerville. 

Footnote  on  ji.  2960. 
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July  5,  1973 Drs.  Gusick  and  Arlen,  Plainfield. 

May  24,  1973 Drs.  Lynn  '  Kulin,  Plainfield. 

Sept.  1973 Lambertvllle  Animal  Hospital. 

Sept.  1973 Dr.  Lynch,  Mt.  Arlington. 

Feb.  1973 Madison  Dog  Hospital. 

Aug  16,  1971 Maliwah  Board  of  Education,  Robert  Henry,  telco  rep. 

Aug.  1972 Midland  Glass. 

Dec.  1972  & 

Apr.  24,  1973 Dr.  Null,  Plainfield^  D.A.  tester  Mrs.  Antell  885-9900. 

Sept.  1971 Parsippany  Board  of  Education  put  in  T/A  after  harass- 
ment. 

Sept.  1972 Joseph  Smith  Co.,  Union. 

Dec.  15,  1971 South  Orange  Board  of  Education. 

June  1973 Bernard  Kape,   South  Plainfield  using  T/A.  Bell  claimed 

line  problem  on  CAP  before  they  knew  T/A  was  involved. 

Mar.  1973 Capitol  Landscaping,  Orange,  paying  for  RDL  but  doesn't 

have  one,  waited  6  days  for  phone  reconnect. 


Exhibit  3. — Letter  from  Irene  Spradling  Re  Problems  With  Northwestern  Bell 

Internal  Medical  Clinic,  P.C, 
Des  Moines,  Iowa,  February  8,  1974. 
Mr.  Gerald  Hellerman, 

Special  Financial  Adviser,  Antitrust  and  Monopoly  Subcommittee, 
U.S.   Senate,    Washington,  D.C. 

Dear  Mr.  Hellerman  :  It  seems  many  unnecessary  problems  came  up  at 
the  time  it  was  the  decision  of  the  doctors  to  change  our  telephone  system 
from  Northwestern  Bell  to  Sound  Inc.  We  didn't  receive  good  repair  service 
from  Northwestern  Bell  and  our  problems  were  never  solved.  They  suggested 
we  add  additional  incoming  lines,  but  our  PBX  operator  couldn't  handle  our 
present  system. 

Mr.  Joe  Emerson  with  Sound  Inc.  talked  to  me  regarding  their  system 
and  this  seems  to  be  the  answer  to  many  problems  we  were  encountering. 
It  was  the  decision  of  the  doctors  and  myself  to  use  Sound  Inc.  and  North- 
western Bell  was  notified.  A  letter  was  written  to  Mr.  Vogel,  Communications 
Representative  of  Northwestern  Bell.  He  immediately  contacted  me  asking 
for  an  appointment  to  visit  with  me.  He  felt  certain  we  didn't  wish  to  make 
the  change  over,  we  didn't  fully  understand  the  system  with  Sound  Inc.,  in 
the  very  near  future  they  could  offer  us  the  same  system.  He  asked  me  to 
see  our  contract  with  Sound  Inc.  as  he  knows  me  personally.  He  had  men 
higher  up  to  report  to.  I  delayed  giving  him  this  information  and  told  Mr. 
Emerson  of  the  situation.  Mr.  Emerson  suggested  I  not  reveal  the  figures 
as  this  was  now  between  Sound  Inc.  and  Internal  Medical  Clinic.  Mr.  Vogel 
visited  me  again  and  I  asked  him  if  employees  with  Northwestern  Bell  were 
aware  of  the  fact  we  were  making  the  change.  He  said  they  definitely  were 
not  informed.  The  reason  for  my  question  was  we  received  a  payment  from 
a  patient  who  wrote  us  a  note,  a  copy  of  which  is  enclosed.  He  said  he  would 
check  this  out.  I  did  reply  to  the  patient  as  we  made  a  billing  error  and  she 
was  entitled  to  the  courtesy  of  a  reply.  Mr.  Vogel  also  informed  me  he 
couldn't  guarantee  our  Clinic  would  continue  to  do  Northwestern  Bell  Tele- 
phone's physicals.  One  doctor  in  our  Clinic  does  physicals  for  the  executive 
personnel. 

There  was  a  delay  in  making  .the  change-over  and  Sound  Inc.  kept  North- 
western Bell  informed'  At  the  time  of  the  cut-off  deadline,  September  28, 
1973,  Northwestern  Bell  informed  us  they  would  cut  the  lines  at  3 :00  p.m. 
Our  Clinic  is  very  busy  during  this  peak  hour.  T  requested  they  wait  until 
5  :30  p.m.  at  which  time  we  would  go  on  Answering  Service.  They  were  very 


1  Wp  have  conversation  on  DictaBelt. 

Anti-Harrassment  Discriminatory  Practices 

A.F.T.E.  14E.  Park  St.,  Newark  642-5048  No  RDL. 

Allied  Chemical,  Morris  Township  (Denison  Unit)  No  RDL, 

U.F.T.E.  14  E,  Park  St.,  Newark. 

RDL  Problems 
J.  M,  Towne  Co.,  Caldwell. 


2970 

discourteous  but  finally  agreed  to  my  request.  Sound  Inc.  represented  by  the 
crew,  including  Mr.  Emerson  and  Northwestern  Bell  with  their  crew  and 
Mr.  Vogel  met  in  our  basement  around  3 :30  and  the  change  was  completed 
around  6 :00  p.m. 

I  feel  Northwestern  Bell  was  unfair,  discourteous  and  totally  out  of  line 
with  Internal  Medical  Clinic.  We  are  very  happy  with  our  new  system.  We 
receive  service  within  2  hours  after  calling ;  Northwestern  Bell  promised  us 
24  hour  service.  Telephones  can  be  an.swered  from  different  locations,  we 
have  a  paging  system,  push  buttons  and  many  other  advantages  which 
Northwestern  Bell  never  could  offer  us.  We  are  treated  very  courteous  by 
Sound  Inc.  and  with  additional  phones,  flexibility,  etc.  we  receive  this  at  a 
lower  cost. 

We  are   thankful   Northwestern   Bell   finally   has  competition.   Enclosed  are 
letters  which  may  be  of  interest. 
Respectfully, 

Irene  Spkadling, 
Business  Manager. 

Exhibit  4. — CWA  Union  Publication 

[Local  700,  CWA,  vol.  14,  Issue  1,  January  1973] 

President's  Views 

(By  Jim  Crews) 

Since  our  last  paper  we  have  lost  two  good  friends  due  to  death,  Larry 
Sievert  a  meber  of  our  local,  and  Jim  West,  Administrative  Assistant  to  Jim 
Gordon. 

I  would  like  thank  all  the  members,  stewards,  and  oflScers  who  worked 
so  hard  in  the  past  year  to  help  make  the  local  grow  and  become  a  better 
local.  We  gained  108  new  members  in  the  past  year.  This  could  not  have 
been  done  if  it  wasn't  for  your  hard  work.  Let's  try  a  little  harder  in  1973 
to  get  as  good  or  even  better  results. 

In  this  new  year  you  could  help  yourself,  the  company,  and  the  union  by 
the  following  items : 

1.  When  sick,  call  in  yourself. 

2.  When  late,  call  in  (if  your  car  will  not  start,  call  in  and  then  try  some 
more. 

3.  Get  your  doctor  to  return  all  medical  forms. 

If  your  supervisors  are  not  introducing  the  new  employees  to  your  stewards, 
please  notify  your  chief  steward. 

In  this  new  year,  let  us  all  work  together  to  make  our  union  and  job  a  place 
to  be  proud  of. 

Thank  you. 

Words  cannot  express  well  enough  our  sincere  appreciation  for  the  effort 
put  forth  by  the  Union,  Management,  and  all  telephone  employees  to  help 
raise  the  money  for  Rebecca  and  me. 

We  also  want  to  thank  each  and  everyone  for  the  many  cards,  memorials 
and  flowers  sent  to  us  at  the  time  of  our  great  loss;  and  also  for  the  many 
visits  and  cards  Larry  had  while  in  the  hospital.  We  would  also  like  to  thank 
the  blood  bank  and  the  felows  who  helped  move  Larry  from  Methodist  Hos- 
pital to  Clarkson  Hospital. 

Thank  yon,  to  everyone  who  helped  in  any  way.  Your  thoughtfulness,  con- 
cern, and  prayers  will  always  be  remembered. 

Mrs.  Larry  Dean  Sievert  and  Rebecca  Lynn, 
Mr.  and  Mrs.  Dean  Sievert,  Lloyd,  Leon,  and  Linda. 
Editor's  Eye 

(By  Denny  Humiphrey) 
don't  bite  the   hand  that  feeds  you 

Daniel  Webster  defines  competition  as  the  efforts  of  two  or  more  parties  to 
secure  the  business  of  a  third  party. 

Until  recently  in  Northwestern  Bell,  and  especially  in  the  Nebraska  area, 
competition   has   never  been   a    serious   consideration.    Suddenly    the   situation 
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has  haken  an  abrupt  turn  around.  The  effects  are  being  most  severely  felt  in 
the  Omaha  vicinity.  Competition  is  making  rapid  advances  on  several  busi- 
nesses in  the  PBX  and  Key  System  Services,  which  were  traditionally  served 
by  the  Bell   System. 

Even  though  a  concerted  effort  is  being  made  in  each  and  every  instance 
to  prevent  any  business  from  being  lost  to  the  competition,  several  of  these 
attempts  have  been  successful.  Each  account  lost  to  the  competition  is  a  loss 
of  revenue  to  Ma  Bell.  Remember  friends,  Ma  Bell  is  the  lady  who  pays  us. 
With  the  signing  of  a  new  contract  just  a  year  away,  it  would  do  us  well 
to  give  this  new  problem  some  strong  consideration. 

Because  a  firm  decides  to  change  its  communications  systems  to  that  of 
the  competition,  it  does  not  necessarily  mean  that  the  competition  has  a  better 
product  of  offer.  In  many  instances  it  is  a  mere  illusion  that  money  can  be 
saved  on  a  large  scale,  along  with  a  few  somewhat  shakey  arguments  sup- 
porting a  pride  of  ownership  theory.  Whatever  (he  reasons,  the  fact  remains 
that  these  are  bucks  lost  by  Bell.  Bucks  that  camiot  be  spent  on  her  em- 
ployees. Remember,  you  can't  get  blood  out  of  a  turnip.  If  the  money  isn't 
there,  it  cannot  be  negotiated  for. 

Let  us  keep  a  few  elemntary  thoughts  in  mind.  First,  the  competition  does 
not  offer  a  free  product.  Their  equipment  also  costs  money.  Each  business, 
not  matter  what  type  of  telephone  equipment  it  uses,  depends  on  the  money 
it  gets  from  its  customers  to  operate,  and  pay   the  bills. 

Below  is  a  list  of  those  businesses  that  have  already  bought  systems  from 
the  competition.  Along  with  these  are  at  least  twice  as  many  firms  which 
at  this  time  have  competitive  cases  pending. 

Johnny  Baxter  Plymouth,  Westroads  Volkswagon,  Sample  Hart  Ford,  Rosen 
Novak  Chevrolet  and  Cadillac,  Missouri  Valley  Machinery,  Dewey  Smith 
Chevrolet,  Paramont  Furniture,  Ben  Franklin  Motel,  and  Royal  Inn. 


Exhibit  5 — Minutes  of  CWA  Local  {Des  Moines,  Iowa)  Meeting  of 
October  11,  1973 

Local  Meeting  October  11,  1973 :  Meeting  was  called  to  order  by  Pres. 
Kleywegt  at  8:00  p.m.,  all  oflScers  and  chief  stewards  were  presnt. 

U.  C.  Co-chairman  Bob  Green  reported  a  successful  drive  at  the  Company 
with  $161,695.00  turned  over  to  the  Greater  DM  UC  and  $2,000.00  to  the 
Indianola  UC. 

Chief  Steward  Reports :  Affilated  Towns :  .  .  .  CS  Lamb  reported  all  quiet 
Directory  .  .  .  CS  Dahleen  reported  there  were  only  10  people  left  in  the  pro- 
duction units  of  the  Directory  Dept.  Engineering  .  .  .  CS  Simmons  reported  on 
the  CWA  Week-long  School  she  attended  and  the  Democratic  Telethon  and 
thanked  all  who  worked  t>>e  Telethon.  Traffic  .  .  .  C.  Kinney  reported  minor 
problems  with  the  T&P  Plan.  Outside  Plan  .  .  .  CS  Wliite  reported  the  Com- 
pany had  met  it's  afl^irmative  action  goals  in  outside-plant.  Inside  Plant  .  .  . 
CS  reported  they  now  had  2  nonmembers  and  a  problem  with  overtime  in  the 
West  Office.  Diamond  Lab  .  .  .  CS  Uherka  reported  negotiations  were  over 
and  the  contract  ratified,  and  this  two  year  contract  had  major  changes  in 
their  grievance  procedure.  Accounting  .  .  .  CS  Ostrander  reported  on  the  prob- 
lems with  those  unites  being  absorbed  due  to  the  CRB  conversion.  Commercial 
.  .  .  CS  Young  reported  on  the  problems  with  open  lines  for  Company  con- 
tact. Marketing  .  .  .  CS  Payton  reported  there  was  an  opening  for  a  TSR  in 
the  Local  Sales  section.  He  also  read  a  list  of  Des  Moines  who  had  converted 
to  their  own  telephone  sy.stems  resulting  in  a  loss  of  $31,000  annually.  (Firms 
are:  Hotel  Ft.  Des  Moines,  Triple  F  Feeds.  Cadco  Feeds,  Grodt-McKay 
Realty,  Andrew  Realty,  Chet  Elson  Insurance,  Internal  Medical  Clinic  and 
RPW  Inc-Magneto  Carburator. ) 

The  Sept  Local  Meeting  minutes,  the  September  financial  statement  and 
year  end  statement  were  reviewed  and  accepted  as  printed.  The  Board 
recommendations  were  approved.  Pres.  Kleywegt  reported  on  the  Blood  Bank 
Drive  which  resulted  in  the  donation  of  110  pints. 

Committee  Reports :  Legislative  .  .  .  Pres.  Kleywegt  thanked  all  the  mem- 
bers who  worked  at  the  Democratic  Telethon.  Education  .  .  .  2nd  VP  Boggs 
ann.  there  would  be  a  steward  school  Nov.  2nd  and  3rd.  Organizing  .  .  .  Pres. 
Kleywegt  reported  the  Local  90.7%   organized   with   67  new  members  during 
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Sept.    He   also    read   a    letter   of    thanks    he    sent    to    Dorothy    Smith,    Traffic 
steward,  for  signing  10  non-members  in  Sept. 

Old  Business :  VP  Belken  reported  on  the  retirement  party  held  in  honor  of 
June  McDonald.  NEW  BUSINESS  :  Pres.  Kleywegt  reminded  everyone  of  the 
Oct.  31st  special  meeting.  1st  VP  Belken  reminded  everyone  of  the  Oct.  23rd 
primary  in  the  city  election  and  urged  everyone  to  vote  and  again  in  the 
general  election  Nov.  6th.  Being  no  further  business  the  meeting  adjourned 
at  8:52  p.m. 

Respectfully  submitted, 

Makian    Moffitt, 
Secretary-Treasiirer. 

BOARD  RECOMMENDATIONS 

(1)  The  Board  recommends  donating  $50.00  to  the  United  Rubber  Workers 
Local  164,  who  have  been  on  strike  for  7  weeks.  (10  17-73) 


Exhibit  6. — Contract   Clauses  Indicating  Ability  of  Company  to  Remove 
Material  From  Bulletin   Board 

Agreement    Between    Communications    Workers    Of    America    And 
Southern   Bell  Telephone  And   Telegraph    Co. 

Effective    July    18,    1971 
17.02  Bulletin  Boards. 

A.  The  Union  shall  be  i^ermitted  adequate  space  to  place  bulletin  boards 
on   Company   property. 

B.  Union  bulletin  boards  shall  conform  with  those  in  use  by  the  Company 
when  in  adjacent  locations  and  when  not  in  adjacent  location,  they  shall 
conform  with  the  character  of  the  quarters  in  which  they  are  located. 

C.  The  number,  type  and  location  of  l^nion  bulletin  boards  shall  be 
satsifactory  to  the  partcnlar  District  Plant  Manager  of  the  Company. 

D.  All  Union  bulletin  boards  shall  be  plainly  designated  as  Union  bulletin 
boards. 

B.  Union  bulletin  bonrds  shall  be  furnished,  installed  and  maintained  by 
the  Union  without  cost  to  the  Company. 

F.  Union  bulletin  boards  shall  be  confined  to  use  by  the  Union  for  such 
matters  as  announcements  of  Union  meeting,  social  functions,  nominations 
and  election  of  Union  officers,  information  bulletins  containing  only  factual  re- 
ports of  the  progress  or  results  of  Union-Management  negotiatons,  and  such 
other  matters  as  may  properly  be  considered  as  non-controversial  and  not 
derogatory  of  the  Company  or  its  personnel. 

General  Agreement  Between   Northwestern   Bell  Telephone   Co.   And 
Communications  Workers  Of  America 

Dated   July    18,   1971 

PART  26.  bulletin  BOARDS  ON  COMPANY  PREMISES 

261.  The  Union  shall  have  the  right  to  mount  bulletin  boards  at  is  own 
expense  at  each  office  or  plant  location.  The  locaton,  number  and  construction 
of  such  biiUetin  boards,  however,  shall  be  subject  to  the  approval  of  the 
Company.  The  use  of  such  bulletin  boards  shall  be  considered  proper  when 
confined  to  factual  notices  and  announcements  of  the  Union,  such  as: 

a.  Meetings; 

b.  Nominations  and  elections  of  T'nion  officers ; 

c.  Results  of  Union  elections ; 

d.  Appointments  to  Union  offices  and  committees ; 

e.  Social  or  recreational  affairs ; 

f .  Agreements  made  between  the  Union  and  the  Company  ; 

g.  Joint  announcements  or  letters  issued  by  the  Union  and  the  Company  :  or 
h.  Bargaining  progress  reports. 

262.  Material  to  be  posted  shall  not  contain  anything  of  a  controversial  or 
political  nature,  anything  derogatory  to  the  Company  or  employees,  or  any- 
thing that  will  detrimentally  affect  telephone  service.  If  the  Company  objects 
to  any  posted  material,  the  Union  shall  remove  the  objectionable  material 
immediately. 
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Exhibit  7. — Transcript  of  tape  recorded  telephone  message  which  CWA  Local 
1170  was  putting  out  on  January  9,  1974 — telephone  number  {716)458-7800 

The  union  has  asked  the  company  to  reopen  the  contract  and  take  a  look  at 
the  reimbursement  of  mileage.  The  present  contract  calls  for  lie  a  mile 
for  mileage  for  employees  using  their  private  automobiles  on  company  busi- 
ness. With  the  energy  crisis  and  the  cost  of  gas  going  up,  those  employees 
using  their  autos  on  company  business  must  have  an  increase  in  reimburse- 
ment for  mileage.  Remember,  every  time  a  customer  goes  interconnect,  that  is 
one  less  telephone  for  the  employees  represented  by  Local  1170  to  work  on. 
Call  the  interconnect  hot  line,  921-6620 ;  feed  them  the  information  so  the 
companv  can  follow  up.  The  interconnect  hot  line  only  had  six  calls  from  the 
Craft  in  1973.  Let's  use  the  hot  line,  921-6620.  The  Holiday  Inn  on  Ridge 
Road  West  went  interconnect  last  week.  No  more  parties  or  meetings  at  the 
Holiday  Inn  West :  let  the  interconnect  company  have  them.  This  is  Local 
1170,  CWA,  thanking  you  for  calling  the  tape  to  get  the  facts  and,  remember, 
let's  get  ready  for  1974." 

Senator  Hart.  Our  next  witness  is  C.  M.  Huntley,  director  of 
telecommunications.  Continental  Airlines,  Inc. 

I  should  state  for  the  record  that  Mr.  Huntley  appears  here  at 
the  request  of— at  the  specific  request  of — the  subcommittee.  His 
testimony  is  in  response  to  that  request, 

STATEMENT   OF   C.   M.   HUNTLEY,   DIRECTOR,    TELECOMMUNICA- 
TIONS, CONTINENTAL  AIRLINES,  INC. 

Mr.  Huntley,  Thank  you,  Mr.  Chairman. 

We  have  been  requested  by  Senator  Philip  Hart,  chairman  of  the 
subcommittee,  to  furnish  information  pertaining  to  the  activities  of 
Continental  Airlines  in  the  development  of  telecommunicatons  as  it 
affects  our  operations  in  the  airline  industry.  As  director  of  tele- 
communicatons for  Continental  Airlines,  the  whole  subject  of  tele- 
communications falls  within  my  area  of  responsibility,  and  accord- 
ingly I  have  been  designated  to  furnish  the  information  requested. 
We  hope  that  it  will  prove  helpful  to  the  subcommittee  in  its  deliber- 
ations. 

At  Continental  Airlines  we  view  the  telecommunications  depart- 
ment as  a  service  organization,  applying  management  science  tech- 
niques and  engineering  technology  to  planning  and  developing  otpi- 
maly  cost-effective  communicatoins  systems  responsive  to  corporate 
objectives. 

Our  overall  objectives  may  further  be  broken  down  to : 

(1)  Providing  increased  communications  dollar  effectiveness 
through  the  application  of  advanced  systems  technology  required  to 
meet  the  over-expanding  corporate  requirement  for  telecommuni- 
cations; and 

(2)  The  application  of  system  management  techniques  to  control 
this  advanced  technology. 

Particularly,  telecommunicatoins  in  the  air  transport  industry 
must  serve  to  improve  customer  service;  reduce  operating  costs;  and 
increase  revenue, 

I  should  like  to  digress  for  a  moment  and  explain  my  personal 
background  in  telecommunications  engineering  and  management 
which  comprises  some  17  years  experience  in  the  planning,  installa- 
tion,  training,   maintenance,    and   operation   of   high-density   mili- 
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tary,  municipal,  and  corporate  communications  systems.  My  pro- 
fessional experience  prior  to  joining  Continental  Airlines  in  April 
1970  includes: 

(1)  ARINC  Research  Corp.,  a  subsidiary  of  Aeronautical  Radio, 
Inc.,  21/2  years  as  senior  member  of  the  technical  staff; 

(2)  Page  Communications  Engineers,  6  years  in  various  capaci- 
ties, including  senior  technical  representative,  data  engineer,  system 
engineer,  and  chief  engineer,  field  service.  Pacific; 

(3)  ITT  World  Communications/Mackey  Radio  &  Telegraph,  51/2 
years  in  the  area  of  high  frequency  commercial  communicatipns ; 
and 

(4)  Boeing  Airplane  Co.,  2  years  in  various  technical  capacities. 

My  educational  background  consists  of  a  bachelor  of  science- 
electrical  engineering  degree  received  from  the  University  of 
Hawaii,  with  additional  graduate  level  studies  in  the  areas  of 
physics  and  mathematics;  correspondence  studies  with  the  Capital 
Radio  Engineering  Institute  and  the  Alexander  Hamilton  Business 
Institute;  and  a  number  of  military-sponsored  communications 
courses.  I  hold  both  FCC  radio-telegraph  and  radio-telephone  li- 
censes together  with  having  been  an  active  licensed  amateur  radio 
operator  for  23  years.  I  received  my  first  FCC  licenses,  commercial 
and  amateur,  in  1951  at  the  age  of  13. 

In  my  capacity  as  director  of  telecommunications  for  Continental 
Airlines,  I  am  directly  responsible  for  the  planning,  development, 
installation,  and  operations  of  all  ground  communications  functions. 
Specifically,  I  conduct  engineering  analyses  to  estimate  communi- 
cations requirements,  coordinate  these  requirements  with  suppliers 
and  common  carriers,  and  negotiate  contracts  for  ground  commmu- 
nications  services. 

I  regularly  review  these  communications  services  to  insure  that 
the  quality  received  complies  with  contractual  obligations. 

I  maintain  at  all  times  close  liaison  with  the  appropriate  com- 
mon carriers  and  system  suppliers  to  insure  that  appropriate  tech- 
nology is  available  to  meet  the  telecommunications  requirements  of 
Continental  Airlines.  In  addition,  I  serve  on  several  air  transport 
industry  and  telecommunications  management  committees  which  re- 
view, determine,  and  promulgate  technical  and  management  policy. 
Currently  I  am  the  1974  chairman  of  the  Airline  Coordinating  Com- 
mitte  for  Telecommunications  Service — ACCTS — the  company-as- 
signed alternate  representative  of  the  Airline  Communications  Ad- 
ministrative Council — ALCAC — and  the  corporate-designated  rep- 
resentative of  the  Tele-Communications   Association — TCA. 

In  addition  to  these  activities  I  am  frequently  invited  to  make 
public  presentations  regarding  Continental  Airlines'  development 
activities  and,  in  particular^  those  activities  which  might  be  the 
subject  of  joint  industry  development. 

Telecommunications  management  is  certainly  no  different  from 
any  other  resource-constrained  corporate  activity.  It's  necessary  to 
concentrate  one's  limited  time  and  effort  to  managing  those  func- 
tions which  have  the  most  significant  impact  on  the  allocation  of 
corporate  resources.  In  past  years  Continental  Airlines  has  concen- 
trated its  telecommunications  efforts  toward  the  management  and 
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improvement  of  our  on-line  data  systems,  specifically  oiir  real-time 
reservations  and  messafre-switching:  system.  By  making  appropriate 
capital  investments  in  customer-owned  equipment,  and  with  the  ap- 
plication of  network  management  techniques,  we  have  been  able  to 
make  significant  inroads  in  reducing  our  recurring  operating  costs 
measured  on  a  year-to-year  basis.  As  a  matter  of  financial  policy. 
Continental  Airlines  prefers  to  own  its  basic  operating  equipment 
rather  than  to  lease  it. 

Extensive  cost  analyses  conducted  in  the  latter  part  of  1971  indi- 
cated that  in  terms  of  overall  telecommunications  dollar  expendi- 
tures at  Continental  Airlines,  we  spent  something  on  the  order  of 
87  percent  for  telephone  services  and  approximately  11  percent  for 
data  services.  Upon  further  analysis  it  became  apparent  that  little 
of  the  advanced  technology  which  had  been  applied  to  the  data 
communications  system  problems  had  yet  been  applied  to  corporate 
telephone  systems. 

In  other  words,  we  had  been  devoting  our  limited  staff  time  to  a 
relatively  unfruitful  area  while  ignoring  the  potentially  more 
profitable  areas.  All  of  the  technology  was  available — it  simply  had 
not  been  applied. 

During  this  interval  Continental  Airlines  had  maintained  liaison 
with  the  Airline  Cooi-dinating  Committee  for  Telecommunications 
Service,  a  group  of  airline  technical  and  management  personnel 
organized  to  develop  and  promulgate  policy  concerning  air  trans- 
port industry  telecommunications  technology  and  management.  In 
this  capacity  Continental  Airlines  participated  in  several  interre- 
lated committee  proierts  leading  to  the  concept  of  improved  cor- 
porate telephone  systems  and,  particularly,  automatic  call  distribu- 
tion systems — ACDS. 

Continental  Airlines  participated  in  ACCTS  committee  discus- 
sions which  led  to  a  request  of  the  A.T.  &  T.  representative  in  late 
1971  that  the  committee  be  updated  regarding  the  Bell  System  de- 
velopment plans  pertaining  to  more  sophisticated  and  cost-effective 
automatic  call  distribution  systems.  A  report  was  subsequently  re- 
ceived from  the  A.T.  &  T.  representative  on  April  19,  1972,  to  the 
effect  that,  "A  decision  regarding  new  generation  automatic  call 
distribution  system  units  would  not  be  made  before  1975  and,  if 
affirmative,  units  would  not  be  available  until  1980." 

In  addition  to  these  committee  activities,  Continental  Airlines 
frequently  entertains  informal  technical  discussions  with  various 
equipment  vendors  and  suppliers.  It  was  from  this  type  of  discus- 
sion held  in  early  1972  with  personnel  of  Collins  Radio  Co.  that  the 
concept  of  a  tinie  division  multiplexed  pulse  code  modulation,  inte- 
grated telecommunications  switching  svstem  first  evolved.  In  an 
engineering  discussion  Avith  Collins  Radio  personnel,  it  became  ap- 
parent that  a  then-current  Collins  internal  research  and  develop- 
ment program  regarding  a  prototype  time  division  multiplexed  tele- 
phone switch  could  indeed  be  modified  to  meet  the  requirements  of 
Continental   Airlines. 

Continental  Airlines  had  four  conceptual  applications  for  this 
prototype  switch : 
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(1)  An  application  as  an  automatic  call  distribution  systeni  to  re- 
place the  currently  used  Bell  System  electromechanical  switching 
system  used  to  receive  incoming  reservations  telephone  calls  and  dis- 
tribute these  calls  to  a  group  of  skilled  reservations  agents  within  a 
large  reservations  office. 

(2)  An  electronic  private  automatic  branch  exchange  application 
which  would  be  used  to  control  all  in/out  telephone  calling  pat- 
terns at  a  network  node. 

(3)  A  dial  tandem  switch  application  wherein  the  same  switch 
could  be  used  to  control  all  in/out  telephone  calls  on  the  private4ine 
network  node. 

(4)  An  unmanned  telephone  call  concentrator  application  wherein 
tlie  switch  could  be  used  as  a  statistical  concentrator  at  certain 
geographical  locations  in  order  to  reduce  line-haul  trunking 
charges. 

Based  upon  these  applications,  Continental  Airlines  and  Collins 
Radio  personnel  continued  to  definitively  discuss  system  technical 
details  and  cost  structures. 

On  April  14,  1972,  the  telecommunications  department  at  Con- 
tinental Airlines  submitted  for  the  review  of  corporate  management 
an  initial  system  concept  pertaining  to  a  newly  designed  customer- 
owned  automatic  all  distribution  system — ACDS — as  shown  in  at- 
tachment C. 

[Attachment  C  appears  in  exhibit  1  at  the  end  of  Mr.  Huntley's 
oral  testimony.] 

Mr.  Hi^NTLEY.  Further,  this  system  was  proposed  as  a  digital 
telephone  switch  and  would  include  ancillary  equipment  such  as 
agent  positions  and  statistical  collection  capabilities.  This  develop- 
ment program  was  specifically  organized  to  replace  the  then-cur- 
rently  planned  installation  of  two  Bell  System  model  3A  electro- 
mechanical ACDS  at  our  Los  Angeles  reservation  office  scheduled 
for  May  1,  1973.  AYe  conducted  an  initial  feasibility  study  with  the 
assistance  of  a  system  architect,  ARINC  Research  Corp.  The  pur- 
pose of  this  study  was  to  answer  three  questions:  (1)  Whether  it 
was  technically  possible  to  implement  an  ACDS  with  existing  equip- 
ment; (2)  whether  it  was  economically  attractive  to  install  a  new 
system;  and  (3)  whether  a  new  system  could  be  successfully  placed 
in  operation  in  a  required  time  frame? 

The  internal  project  was  completed  on  July  10.  1972,  with  the 
following  answers: 

(1)  The  proposed  ACDS  was  technically  feasible,  but  there  were 
no  off-the-shelf  systems  presently  available.  All  system  components, 
with  the  single  exception  of  the  switching  matrix,  were  currently 
available  and  could  be  assembled  into  a  working  system  with 
minimum  effort. 

(2)  The  system  was  economically  attractive  to  implement.  When 
Bell  System  lease  costs  versus  customer-owned  costs  were  compared, 
without  consideration  of  any  further  savings,  the  cost  break-even 
point  was  approximately  4  years. 

(3)  Because  of  development  variables,  the  initial  system  could 
not  be  developed  in  time  to  meet  the  tlien-required  date  for  the 
planned  Bell  System  installation;  that  is.  May  1,  1973. 
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A  recommendaton  was  made  to  corporate  management  that  we 
proceed  with  the  system  architect  to  develop  a  firm  request  for 
proposals  for  subsequent  release  to  system  vendors.  This  internal 
project  was  approved  by  corporate  management  on  September  1, 
1972,  and  completed  on  September  20.  1972. 

A  firm  request  for  proposals  was  submitted  to  numerous  system 
vendors  on  November  15,  1972.  The  prospective  bidders  list  is  in- 
cluded as  attachment  D. 

[See  exhibit  1  at  the  end  of  Mr.  Huntley's  oral  testimony.] 

Mr.  Huntley.  A  further  internal  project  was  then  approved  by 
corporate  management  on  November  22,  1972,  to  allow : 

(a)  Formation  of  evaluation  and  scoring  criteria,  along  with  ven- 
dor contact  for  clarification  of  technical  details  regarding  the  request 
for  proposals ;  and 

(h)  Eventual  recommendation  for  selection  of  the  most  cost-eflFec- 
tive  vendor  proposal. 

Again  this  study  effort  was  conducted  with  the  assistance  of  the 
system  architect  and  was  completed  in  April  1973  with  a  vendor  selec- 
tion made  in  favor  of  Collins  Radio  Co.  The  one  step  remaining  in 
the  system  architecture  process  was  that  of  a  life-cycle  financial  anal- 
ysis and  this  study  was  authorized  by  corporate  management  in  Feb- 
ruary 1973  and  completed  in  May  1973.  ARINC  Research  Corp.  again 
assisted  in  a  study  of  all  feasible  cost  aspects  of  a  customer-owned 
system  leading  to  the  conclusion  that  over  the  projected  8-year  system 
life  cycle,  the  procurement  of  such  a  system  would  have  a  maximum 
break-even  point  of  8  years,  when  considering  only  equipment  and 
directly  related  costs. 

In  other  words.  Continental  Airlines  could  pay  for  this  system 
totally  in  a  period  of  8  years.  A^Hien  considering  other  more  significant 
potential  savings,  including  operating  personnel,  supervisory  person- 
nel, telephone  trucks,  and  lost-call  revenue,  the  system  could  poten- 
tially return  savings  and  revenue  to  Continental  Airlines  in  excess  of 
$15  million.  In  other  words,  by  investing  corporate  funds  on  the  order 
of  $600,000  Continental  Airlines  could  conceivably  pay  off  the  equip- 
ment in  31/2  months,  and  certainly  not  in  excess  of  8  years. 

The  cumulation  of  these  studies  conducted  over  a  14-month  period 
led  to  a  recommendation  that  Continental  Airlines  develop,  procure, 
and  install  a  digital  telephone  switching  system  at  Houston,  Tex. 

The  procurement  contract  Avas  signed  on  July  31, 1973,  with  Collins 
Radio  Co.  and  joint  development  activities  were  conducted  through 
April  4,  1974,  when  system  installation  began.  The  system  was  com- 
pletely installed  and  cutover  on  April  24,  1974.  Experience  to  date  has 
indicated  that  the  system  has  met  virtually  every  measurable  criteria. 

Perhaps  the  most"  exciting  part  of  this  program  for  me,  personally, 
was  the  courageous  response  of  Continental  Airlines'  management  to 
my  proposal  to  engage  in  an  engineering  development  program  Avhich, 
happily,  has  led  to  an  exciting  new  marketing  system  which^  uses 
state-of-the-art  technology  to  improve  Continental  Airlines'  efficiency 
and  reduce  its  costs  of  operation. 

Thank  you. 

Senator  Hart.  Thank  you,  Mr.  Huntley. 
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As  you  undoubtedly  know,  yesterday  we  had  testimony  from  a 
travel  bureau  a^ent  that  a  Southwest  Bell  employee  instructed  her — 
the  travel  a^ent — not  to  book  Continental,  not  to  sell  tickets  on 
Continental  unless  there  was  some  identifiable  inconvenience  that 
would  be  caused  the  traveler  by  putting  the  traveler  on  another  car- 
rier. This  instruction  related  to  travelers  who  came  in  and  out  of 
Houston  in  connection  with  telephone  company  meetings.  She  told  us 
further  that  this  instruction  was  given  to  her  because  Continental  did 
install  its  own  communications  system,  as  you  have  related. 

The  decision  to  have  Continental's  communications  system  installed 
by  Collins,  resulted,  according  to  her,  in  a  direction  from  the  Bell  Co. 
that  Continental's  service  not  be  used  except  under  limited  circum- 
stances. 

Were  you  aware  of  this  ? 

Mr.  Huntley.  We  were  not  definitely  aware  of  that,  Mr.  Chairman, 
until  such  time  as  the  testimony  yesterday,  and  it  was  brought  to  our 
attention  by  the  staff  members.'We  had  heard  rumors.  We  had  made  a 
cursory  investigation.  We  had  not  found  any  definite  indication  that 
that  was  true  until  we  heard  the  testimony  yesterday. 

Senator  Hart.  Have  you  heard  rumors  of  any  other  economic  sanc- 
tions that  Southwest  Bell  may  have  applied  to  Continental? 

Mr.  Huntley.  No,  sir. 

Senator  Hart.  None  ? 

Mr.  Huntley.  None,  to  the  best  of  our  knowledge. 

Senator  Hart.  Well,  what  is  your  reaction  now  that  you  have  had 
this  confirmation  of  the  rumor? 

Mr.  Huntley.  My  reaction  in  this  type  of  a  matter  would  lie  in  the 
hands  of  the  sales  and  service  department,  Mr.  Chairman.It  is  totally 
outside  of  my  prerogatives  as  a  technician  within  Continental  Air- 
lines. I  would  have  to  say  my  reaction  is  one  of — somewhat  of — sur- 
prise; and  that  according  to  the  statements  made  yesterday  the 
direction  was  made  at  a  low-level  supervision  within  Southwestern 
Bell.  I  do  not  believe  that  to  be  the  policy  of  Southwestern  Bell.  I 
think  that  was  perhaps  an  unfortunate  statement  made  by  a  low-level 
supervisor. 

Again,  this  is  outside  the  prerogative  of  my  department,  but  I  do 
not  believe  that  to  be  the  policy  of  Southwestern  Bell. 

Senator  Hart.  If  it  was  the  general  policy  of  Southwestern  Bell 
what  effect  would  that  have  on  your  decision  to  install  additional 
communication  systems  in  cities  other  than  in  Houston  ? 

Mr.  Huntley.  I  would  have  to  say  that  the  final  decision  would  lie 
within  the  sales  and  service  department.  As  a  technician,  completing 
technical  and  cost  studies,  it  would  not  impact  on  my  decision 
whatsoever. 

Senator  Hart.  Would  I  be  correct  in  assuming  that  Continental's 
decision  as  to  whether  to  install  other  systems  could  pretty  much  be 
summarized  in  this  way : 

The  first  line  would  show  the  savings  to  Continental  that  you  and 
your  technicians  identify  as  flowing  from  the  installation  of  the  new 
system;  and  the  next  line  would  be  estimated  loss  of  revenue  if  the 
Bell  policy,  in  fact,  was  as  she  described  it;  and  the  difference  would 
determine  what  to  do.  Is  that  the  way  you  run  a  business  ? 
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Mr.  Huntley.  I  could  not  answer  truthfully  whether  that  type  of 
an  analysis  would  be  conducted  in  Continental  Airlines.  It  was  not 
conducted  in  the  installation  of  the  Houston  system.  I  would  turn 
that  matter  over  to  our  sales  and  service  department. 

Senator  Hart.  All  ri^ht.  This  is  in  your  field.  You  understand  the 
technology  now  in  use  in  corporate  communications. 

Do  you  have  an  understandinjsf  of  how  that  compares  with  the 
communications  systems  in  the  military,  for  example?  Is  there  a  fair 
level  of  comparison,  or  is  the  military  vastly  superior,  or — as  some  of 
its  critics  assume — probably  behind  you  people  even  in  communica- 
tions ? 

Mr.  Huntley.  There  has  been  a  statement  made  previously  by 
myself  that  corporate  communications  technoloo;y  tends  to  lag; 
defense-space  communications  technolo^  by  as  much  as  20  years. 

Senator  Hart.  As  much  as  what  ? 

Mr.  Huntley.  Twenty  years.  That  is  not  uncommon  knowledge. 

I  would  hasten  to  add  an  explanatory  comment  on  that.  It  is  that 
technical  innovation,  if  you  will,  is  not  necessarily  a  valid  reason  for 
a  corporate  commitment.  There  are  many  reasons  for  making  an 
advance  in  technolgoy.  There  are  many  reasons  why  that  lag  exists. 

On  the  other  hand,  there  are  many  cases  in  corporate  communica- 
tions activities  where  there  is  a  definite  need  for  an  improved  technol- 
ogy. There  is  no  question  about  that.  None  whatsoever. 

Senator  Hart.  In  your  public  statement  about  this,  did  you  intend 
to  be  critical  of  the  technology  in  the  nonmilitary  field,  the  corporate 
field? 

Mr.  Huntley.  I  would  have  to  ask  you  to  define  the  word  critical, 
Mr.  Chairman. 

Senator  Hart.  I  guess  what  I  am  saying  is  were  you  making  a 
speech  that  said  if  those  fellows  can  do  it  so  much  better  than  we  are 
doing  it,  what  is  wrong  with  us? 

Mr.  Huntley.  I  don't  really  believe  that  to  be  the  total  context.  My 
job  at  Continental  Airlines  is  to  be  constantly  critical  of  applied 
technology. 

Again,  as  a  matter  of  public  record,  I  have  often  sponsored  joint 
development  activities  between  vendors,  the  airport  members,  the 
common  carriers,  and  the  specialized  common  carriers. 

I  don't  view  the  system  development  to  be  an  individual  item.  It 
must  be  conducted  in  concert  with  several  members. 

Senator  Hart.  Senator  Hruska  ? 

Senator  Hruska.  I  have  no  questions.  Thank  you  very  much  for 
your  testimony. 

Senator  Hart.  Mr.  O'l^eary  ? 

Mr.  O'Leary.  Mr.  Huntley,  would  you  try  and  describe  to  us  in 
layman's  language  what  Continentars  system  in  Houston  does  that  the 
previous  Southwestern  Bell  System  didn't  do? 

Mr.  Huntley.  Well,  that  is  a  large  subject  to  cover  in  a  couple  of 
ATords. 

There  have  been  tremendous  advances  in  telephone  systems  within 
the  past  few  years,  such  as  better  management  information  over  the 
attended  positions,  and  better  management  out  of  your  in-and-out 
trunking  by  having  a  better  visibility  over  the  call  patterns. 
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One  of  the  major  advantages  of  the  system  in  Houston  has  to  be 
l^etter  management  visibility  of  our  operating  system  at  any  given 
point  in  time,  from  which  derives  substantial  operating  benefits  and 
economies. 

Mr.  O'Leary.  When  j^ou  say  better  management,  can  you  give  us  an 
illustration  of  what  the  system  does  in  that  regard  ? 

Mr.  Huntley.  Yes.  By  being  able  to  measure  incoming  and  out- 
going calls  on  an  instantaneous  basis  and  developing  statistics  over 
15-minute  or  a  half-hour  increment,  or  an  8-hour  increment,  we  can 
better  staff  in  response  to  our  customers'  requirements.  We  can  better 
trunk,  vary  the  trunking  levels,  based  upon  our  customers'  calling 
habits. 

This  then  results,  obviously,  in  operating  economies  if  we  take 
advantage  of  those  statistics. 

Mr.  O'Leary.  You  have  been  able  to  find  out  at  what  times  of  the 
day  you  get  a  lot  of  calls  with  respect  to  people  wanting  to  go  on 
( 'ontinental  Airlines  ? 

Mr.  Huntley.  We  constantly  measure  the  number  of  incoming 
calls,  the  length  of  time  it  takes  to  handle  those  calls,  the  method  by 
which  they  are  distributed  around  the  office,  to  which  positions ;  and 
we  staff  c'ind  we  adjust  our  trunking  accordingly :  seasonally,  monthly, 
and  in  the  case  of  personnel  on  a  daily  and  hourly  basis. 

Mr.  O'Leary.  When  you  had  the  previous  system  with  Southwest- 
ern Bell  did  you  have  access  to  this  kind  of  information  ? 

Mr.  Huntley.  To  a  limited  extent.  We  used  the  facility  provided 
by  Southwestern  Bell  in  conjunction  with  the  electrical-mechanical 
information  to  gain  similar  information.  However,  it  was  not  totally 
adequate  for  all  of  our  needs. 

I  might  hasten  to  add  that  there  have  been  significant  developments 
in  these  areas  within  the  past  several  years.  The  foremost  of  those  is 
the  jointly  developed  system  by  Collins  and  Continental  Airlines. 

Mr.  O'Leary.  Well,  let's  say  I  am  in  Houston  and  I  want  to  take  a 
flight  on  Continental.  I  put  a  call  in  to  your  office.  What  happens  ? 

Mr.  Huntley.  Well,  that  call  comes  in  on  a  bank  of  trunks,  Mr. 
O'Leary,  to  our  machine  in  Houston,  and  then,  depending  upon  the 
availability  of  a  given  agent  within  a  given  operating  group,  the 
call  is  switched  to  that  agent. 

If  all  agents  within  that  particular  group  are  busy,  it  will  hunt  for 
an  available  agent  at  another  group,  dependent  upon  internally  estab- 
lished hierarchies  of  incoming  calls. 

All  statistics  pertaining  to  the  incoming  call  are  measured  along 
the  time  by  the  computer.  The  time  of  the  arrival,  the  length  of  time 
it  took  to  handle  the  call,  where  the  call  was  ultimately  answered,  bv 
whom ;  virtually  every  meaningful  statistic  is  measured. 

Mr.  O'Leary.  Now,  I  noted  on  page  1  you  listed  three  things  that 
communications  in  the  air  transport  industry  must  do.  The  first  was 
improve  customer  services. 

Is  it  basically  the  access  to  this  kind  of  information  which  allows 
you  to  betteruse  your  resources  which  improves  customer  service,  or  is 
there  something  else  ? 

Mr.  Huntley.  That  is  a  good  statement.  We  use  technology  to 
respond   to    our    customer    requirements.    In    this    particular    case, 
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improved  ansAvcring-  serA-icc  b}'  our  attondaiice  of  the  incoinino-  reser- 
vations  calls. 

Mr.  O'Leary.  You  then  go  on  to  the  two  additional  factors:  namely, 
reduce  operating  costs  and  increase  revenue.  Can  you  describe  for  us 
how  the  system  does  achieve  those  two  goals  ?    _ 

Mr.  Huntley.  In  terms  of  reduced  operating  costs,  again  it  is  a 
matter  of  Continental's  financial  policy  to  own  rather  than  lease 
equipment. 

We  have  a  direct  reduction  in  measuring  the  cost  of  the  previous 
leased  equipment  versus  the  acquisition  cost.  We  have  other  econo- 
mies which  derive  through  improved  trunking  and  improved  staffing. 
The  increase  in  revenue  I  have  referred  to,  I  think,  is  obvious  in 
that  it  derives  from  the  amount  of  calls  that  a  given  number  of 
attendants  can  handle. 

If  we  can  improve  the  efficiencies  of  these  attendants,  then  those 
attendants  can  handle  more  calls ;  and  thus  bring  in  more  revenue  to 
Continental  Airlines. 

IMr.  O'Leary.  The  system  allows  you  to  determine  your  staff  needs 
at  a  given  time  during  the  day,  is  that  correct  ? 
Mr.  Huntley.  Yes,  sir. 

]Mr.  O'Leary.  What  about  the  improvements  that  you  get  from  the 
system  by  virtue  of  trunking?  Would  you  explain  that  for  those  of 
us  who  are  not  communications  experts  ? 
You  have  many  trunks  coming  into  this  ? 

Mr.  Huntley.  Approximately  100 — it  varies  seasonally.  Anywhere 
from  120  to  140  incoming  trunks  at  any  period  of  tinie  in  the  Houston 
machine.  By  having  instantaneous  access  to  real  time  information, 
and  the  accumulation  of  that  information  over  a  period  of  time.  alloM's 
us  to  trunk  accordingly.  We  can  trend  this  information  and  forecast 
the  required  trunks  that  we  will  need  for  a  future  week  or  future 
month.  We  then  order  our  facilities  accordingly  on  a  month-to-month 
basis. 

Mr.  O'Leary.  And  you  lease  those  trunks  from  the  Bell  System  ? 
Mr.  Huntley.  From  Southwestern  Bell  and  from  A.T.  &  T. ;  yes. 
Mr.  O'Leary.  Right. 

Now  after  you  installed  your  system,  did  you  find  that  you  previ- 
ously had  more  trunks  than  you  needed  ? 

Mr.  Huntley.  The  management  visibility  provided  by  the  systems 
lets  us  manage  our  trunks  more  effectively;  and,  therefore,  at  any 
given  point  in  time,  we  will  need  less  trunks  for  a  commensurate  load 
fn  that  sense.  Yes;  we  would  require  less  trunks,  but  in  that  sense 

only. 

Mr.  O'Leary.  And  the  amount  that  you  pay  to  Southwestern  Bell, 
and  A.T.  &  T.  varies  with  respect  to  the  number  of  trunks  you  lease  ? 

Mr.  Huntley.  Yes,  sir. 

Mr.  O'Leary.  On  page  8  of  your  statement  you  indicate  that  the 
system  in  Houston  could  potentially  return  savings  in  revenue  to 
Continental  Airlines  in  excess  of  $15  million.  Let  me  see  if  I  have  got 
that  correct.  Are  you  estimating  that  over  a  period  of  8  years  you  may 
save  $15  million  ? 

Mr.  Huntley.  That's  correct. 
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Not  save  in  the  context  we  are  measuring  against  a  particular  previ- 
ous installation.  The  $15  million  is  an  accumulation  of  savings  and 
revenue  where  those  savings  accrue  from  eciuipment,  personnel,  super- 
visory personnel,  trunking,  and  many  others.  We  did  an  8-year,  life- 
cycle  financial  analysis,  and  contained  within  that  8  years  was  a 
parametric  analysis  based  upon  the  percent  wisdom  of  our  analysis,  if 
•you  will.  In  other  words,  if  you  assume  we  are  100  percent  correct,  we 
will  indeed  save  slightly  in  excess  of  $15  million.  We  then  did  a  para- 
metric analysis  of  a  90  percent,  80  percent,  TO  percent,  all  the  Avay 
down  to,  I  believe,  approximately  40  percent. 

Mr.  O'LexVry.  How  did  you  arrive  at  tlie  8-year  period  ?  Is  that  the 
period  over  which  you  depreciate  this  equipment? 

Mr.  HuxTLEY.  Standard  corporate  policies  within  Continental  use 
a  period  of  5  to  8  years  for  computer-type  equipment.  While  this  is 
not  a  computer  system  per  se,  our  financial  people  act  accordingly  in 
assigning  an  8-year  depreciation  cycle  for  this  ec{uipment.  Therefore, 
we  use  an  8-year  period. 

Mr.  0'Le.vry.  I  think  you  indicated  on  that  same  page  that  the 
investment  in  this  system  was  in  the  neighborhood  of  $600^000,  is  that 
correct  ? 

Mr.  Huntley.  Yes;  Ave  have,  since  tliat  t'lne,  added  several  addi- 
tional options.  That  is  an  approximate  number;  yes. 

Mr.  O'Leary.  a  potential  savings  of  $15  million  compared  to  an 
investment  of  $600,000  seems  staggering.  Has  your  experience  with  the 
system  thus  far  borne  out  that  estimated  savings? 

Mr.  Huntley.  We  have  every  indication  that  it  will,  ^Ir.  OXeary, 
The  system  has  now  been  on  line  for  approximately  2  months;  and 
undergoing  the  final  shakeout,  if  you  will,  that  every  newly  installed 
system  does.  We  have  every  reason  to  believe  that  we  will  accrue  those 
economies  and  increased  revenue. 

Mr.  O'Leary.  All  right. 

Now  if  you  achieve  anywhere  near  the  estimated  savings  which  you 
have  indicated,  does  that  mean  you  are  going  to  attempt  to  install 
additional  systems  in  other  cities  1 

Mr.  Huntley.  Yes. 

Mr.  O'Leary.  Approximately  how  many  additional  systems  are  we 
talking  about  ? 

Mr.  Huntley.  It  is  likely  we  will  install  up  to  five  additional  sys- 
tems within  the  next  3  years,  dependent  upon  the  logistics  of  the  situa- 
tion, the  time  required  to  procure  and  install  the  equipment. 

Conceivably  more  than  that,  for  some  of  our  other  corporate  busi- 
ness ventures. 

Mr.  O'Leary.  Can  you  estimate  how  much  revenue  Southwestern 
Bell  is  losing  as  a  result  of  the  installation  of  your  system  in  Hous- 
ton? You  estimate  that  you  may  save  as  much  as  $15  million  over  8 
years.  How  much  in  the  way  oi  revenue  are  they  losing  because  of 
your  system  ? 

Mr.  Huntley.  Between  $5,500  and  $6,000  per  month  for  direct 
equipment  which  was  removed. 

Mr.  O'Leary,  Let  me  ask  one  further  question.  You  indicate  that 
your  system  allows  you  to  get  better  use  out  of  the  trunks  which  you 
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lease  on  a  monthly  basis  from  the  Bell  System  and  allows  you  to  esti- 
mate, with  some  degree  of  accuracy,  how  many  trunks  you  will  need 
in  a  given  month,  is  that  correct  ? 

Mr.  Huntley.  That's  correct. 

Mr.  O'Leary.  How  many  trunks  did  you  previously  lease  from  the 
Bell  S^'stem  when  you  didn't  have  access  to  this  information  in  com- 
parison, say,  to  a  month  where  you  don't  need  a  great  number  o'f 
trunks  now  ? 

^r.  Huntley.  Our  level  of  trunking  at  Houston  varies  between  115 
to  120  trunks  in  a  low  month  to  as  high  as  140  in  a  peak  month. 

Mr.  O'Leary.  Before  you  had  this  system  how  many  trunks  did  you 
lease  that  you  didn't,  in  fact,  need  ? 

Mr.  Huntley.  That  is  a  rhetorical  question  that  can't  be  answered 
in  history,  in  effect.  We  expect  to  achieve  somewhere  on  the  order  of  a 
5-percent  reduction  in  trunking  costs  in  the  Houston  machine; 
between  5  and  10  percent.  It  is  extremely  difficult  to  say  at  any  given 
point  in  time  where  that  trunk  is  going  to  fall,  in  what  trunk  group. 
That  is  what  we  use  the  statistics  to  determine. 

Mr.  O'Leary.  Mr.  Chairman,  I  have  no  further  questions,  but  I 
believe  my  colleague,  Mr.  Hellerman,  does. 

Senator  Hart.  Mr.  Hellerman  ? 

Mr.  Hellerman.  Thank  you,  Mr.  Chairman.  Mr.  Huntley,  since  we 
are  talking  about  trunks,  what  did  you  find  out  about  the  quality  or 
the  condition  of  the  trunks  supplied  by  Bell  when  you  installed  your 
equipment  in  Houston  ?  Were  they  in  working  condition  ? 

Mr.  Huntley.  It's  long  been  a  matter  of  opinion  by  most  bulk  users 
that  within  a  given  concentration  of  trunking,  perhaps  as  much  as 
10  percent  of  those  trunks  are  defective  at  any  given  point  in  time. 

Mr.  Hellerman.  In  your  particular  case,  what  did  you  find  out  as  to 
the  trunks  ? 

Mr.  Huntley.  We  found  approximately  20  percent  of  our  trunks 
were  bad. 

Mr.  Hellerman.  Could  you  have  found  that  out  before  you  had 
installed  your  own  telephone  equipment  ?  Was  any  provision  available 
to  you  ? 

Mr.  Huntley.  No,  sir. 

Mr.  Hellerman,  In  your  opinion,  does  the  Bell  System  have  the 
present  ability  to  furnish  you  with  equipment  that  you  required  and 
installed  in  Houston;  could  they  install  it  next  week  or  in  the  next 
2  weeks? 

Mr.  Huntley.  No,  sir. 

Mr.  Hellerman.  Could  they  install  it  in  a  year  ? 

Mr.  Huntley.  No,  sir. 

]Mr.  Hellerman.  You  are,  of  course,  familiar  with  the  Carterfone 
decision.  Could  you  comment  on  what  the  result  of  that  decision  has 
been,  as  far  as  you  see  it  ? 

Mr.  Huntley.  It  has  put  the  prerogative  of  configuration  manage- 
ment at  the  hands  of  the  communications  manager;  that  is  to  say,  he 
can  begin  to  manage  his  assets  using  Bell  System  facilities  where 
they  are  indeed  cost  effective.  I  would  hasten  to  add  to  that  that  is 
most  areas.  Yet,  he  can  exercise  his  option  to  use  other  facilities  where 
there  are  reasons  for  doing  so. 


2985 

Mr.  Hellermax.  Are  you  finding  better  quality  equipment  avail- 
able since  the  Carterfone  "decision? 

Mr.  Huntley.  From  the  Bell  System  ] 

Mr.  Hellerman.  No  ;  in  the  marketplace. 

Mr.  Huntley.  We  are  finding  better  quality  and  increased  flexibil- 
it}^  of  equipment  coming  from  all  suppliers  and  common  carriers  as  a 
result  of  the  Carterfone  decision. 

Mr.  Hellerman.  Much  has  been  written  by  A.T.  &  T.  and  others 
of  the  fact  that  Bell  personnel  invented  the  transistor.  There  ^also 
has  been  much  discussion  about  introduction  of  new  equipment  inno- 
vations. "\'\'liat  is  your  personal  opinion — your  personal  opinion,  other 
than  Continental — as  to  Western  Electric  with  respect  to  innovations 
and  technology  advancements  introduced  in  the  recent  past  by  the 
Bell  System  in  the  communications  industry  ? 

Mr.  Huntley.  That  is  a  hard  question. 

I  would  have  to  answer  that  question  by  saying  that  I  certainly 
don't  have  access  to  all  known  facets  upon  which  to  make  an  intelli- 
gent observation.  I  would  say  the  basic  responsibility  of  a  common 
carrier  is  to  serve  the  general  public  interest  and  not  necessarily  the 
bulk  user. 

With  that  statement  in  context,  the  bulk  user  is  sometimes  in  a  posi- 
tion to  exercise  other  prerogatives. 

Mr.  Hellerman.  Could  you  explain  what  j'ou  mean  by  other 
prerogatives  ? 

Mr.  Huntley.  By  designing  and  developing,  purchasing  customer- 
owned  equipment. 

Mr.  Hellerman.  Well,  going  back  to  the  transistor,  is  it  your  belief 
that  it  was  introduced  to  the  public  in  equipment  of  the  Bell  System 
first  ?  Or  that  it  was  introduced  by  other  manufacturers? 

Mr.  Huntley.  The  transistor  was  developed  b}-  Bell  Laboratories 
specifically  for  telephone  applications.  That  is  a  matter  of  record. 

Commensurate  with  the  placing  of  those  concepts  in  Bell  S}'Stem 
communication  equipment,  there  were  other  commercial  activities 
using  the  transistor. 

iSIr.  Hellerman.  But  was  it  other  companies  that  introduced  tran- 
sistor equipment  which  was  sold  in  the  communications  market  ? 

Mr.  Huntley.  Would  you  restate  that  question  ? 

Mr.  Hellerman.  Bell  developed  the  transistor.  "^^Hio  first  offered 
equipment  which  had  transistors  in  it  in  the  communications  indus- 
try? Who  introduced  it  first?  Was  it  the  Bell  System  or  non-Bell 
companies  ? 

]Mr.  Huntley.  The  first  commercial  application  of  the  transistor? 

^Ir.  Hellerman.  In  communications  equipment. 

]Mr.  Huntley.  How  would  you  define  the  word  commercial,  Mr. 
Hellerman  ? 

]Mr.  Hellerman.  Well,  communications  equipjiient. 

]Mr.  Huntley.  The  first  commercial  application  of  the  transistor 
was  by  the  Bell  System;  but  that  commercial  application  was  not 
available  to  the  buying  public. 

It  was  not  necessary  at  that  time  to  be  available  to  the  buying 
public. 

Senator  Hart.  You  left  me  on  that. 
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AVliat  does  that  mean?  As  I  get  it,  transistors  for  communications 
use  were  developed  bv  Bell:  and  then  the  next  question  is  who  sold 
them  ? 

Mr.  Hellermax,  A^Hio  introduced  them? 

Senator  PIart.  You  say  that  Bell  introduced  them  commercially, 
but  didn't  make  them  available  to  anyone  else  because  it  was  not 
needed.  Clear  that  up. 

Mr.  HuxTLEY.  At  that  time  the  common  carriers  were  not  in  a 
position  where  they  could  offer  that  equipment  as  sucli,  in  the  context 
that  customer-owned  equipment  is  now  provided.  The  P»ell  System 
certainly  provided  the  transistor  in  many  types  of  equipment  under 
their  tariif  situation;  which  was  the  mode  in  which  they  were  operat- 
ing at  that  time.  So  in  that  sense,  the  Bell  System  made  the  first 
commercial  communications  application.  There  is  simply  no  question 
about  that. 

Mr.  Ciir>[BKi8.  If  I  may  inject.  ]Mr.  Cliaii'num.  I  think  the  testi- 
mony of  our  previous  liearings,  especially  the  July  30,  31,  and  August 
1  and  2,  1973,  was  the  fact  that,  as  you  stated.  Bell  Labs  were  the 
ones  who  came  up  with  the  transistor. 

As  I  understand  the  record,  not  only  did  they  come  up  with  the 
transistor  but  they  made  the  transistor  available  to  everyone;  and 
then  others  would  take — and  once  they  had  the  use  of  it,  others  made 
certain  refinements.  As  the  years  progressed  probably  company  A  may 
have  niade  a  refinement  on  the  Bell  System's  product;  and  then  the 
Bell  System  may  have  made  an  additional  refinement.  That  is  why 
we  are  having  tlie  PBX's  and  the  key  equipment  now  showing  much 
impro^'ement  over  the  years. 

Mr.  HrxTLEv.  That  is  a  true  statement.  I  was  having  difficulty 
weighing  between  a  commercial  venture  versus  a  tariff  situation.  The 
statement  there  is  quite  true. 

Mr.  Hellermax.  If  A.T.  &  T.  were  required  to  be  out  of  the  termi- 
nal equipment  market,  what  do  you  think  the  result  would  be  on 
residential  telephone  users?  I  realize  that's  a  pretty  broad  question. 

In  other  words,  what  do  you  think  had  been  the  effect  of  competi- 
tive pressures  on  equipment,  flexibility,  or  bringing  net  costs  down  ? 

Mv.  HuxTLEY.  I  would  have  to  say  any  comment  I  would  make  in 
that  regard  is  made  in  the  absence  of  an  in-depth  analysis,  Mr. 
Hellerman. 

It  would  be  nothing  more  than  a  personal  opinion. 

Mr.  Hellermax.  What  is  your  personal  opinion  ? 

jMr.  HrxTLEY.  The  impact  on  the  general  cost  to  the 

Mr.  Hellerjiax.  Residential  user 

Mr.  HrxTLEY  [continuing].  If  the  Bell  System  were  required  to 
remove  itself  from  the  end  terminal  market  ? 

I  could  choose  a  debate  on  either  side.  That  is  just  too  difficult  a 
question  to  make  a  statement  on.  I  would  venture  no  opinion.  Con- 
fronted with  a  given  set  of  facts  on  any  given  day  I  could  argue 
either  side. 

Mr.  Hellermax.  We  will  liave  further  testimony  on  that  point  later 
in  the  hearings. 

Could  you  explain  what  a  plant  network  manager  is? 


2987 

Mr.  Huntley.  A  plant  network  mana<rer  in  the  A.T.  &  T.  operat- 
ing company  connotation  is  a  specific  individual  assigned  to  a  major 
accomit  to  manage  the  operating  aspects  of  that  client's  communica- 
tions, the  technical  operational  aspects. 

Mr.  Hellerhian.  Do  you  ha^'e  one  '. 

Mr.  Huntley.  Xo;  we  do  not. 

Mr.  Hellerman.  Did  you  have  one  ? 

Mr.  Huntley.  Yes ;  we  did. 


Mr.  Hellerman.  What  happened  to  hi 


]Mr.  Huntley.  Through  a  sequence  of  transfers  and  reassignment s 
and  retraining,  those  plant  network  managers  assigned  to  the  Con- 
tinental account  have  disappeared.  It  is  our  understanding  that  there 
is  to  be  a  man  assigned  to  our  account  within  the  immediate  future, 
within  the  next  2  weeks  to  30  days.  We  certainly  hope  that  that  comes 
about. 

Mr.  Hellermant.  How  long  have  you  been  without  one,  api^roxi- 
mately  ? 

Mr.  Huntley.  Approximately  2  years.  I  would  have  to  research 
that.  That  is  an  approximation. 

Mr.  Hellerman.  When  did  you  find  out  that  you  were  going  to  have 
a  plant  network  manager  reassigned  lo  Continental? 

Mr,  Huntley.  There  have  been  several  reassignments  within  the 
past  G  months,  all  of  which  have  not  been  consummated  for  one  per- 
sonnel-associated reason  or  another.  We  were  last  advised  approxi- 
mately 30  days  ago  that  we  would  have  a  new  man  added  to  the 
acccMjnt.  • 

Mr.  Hellerman.  During  the  past  2  years,  how  did  not  having  one 
affect  your  operations  'I 

Mr.  Huntley.  It  reduces  our  operating  effectiveness.  It  increases 
the  amount  of  time  required  to  get  circuits  back  on  the  air. 

Mr.  Hellermax.  In  other  words,  it  affected  your  operations? 

Mr.  Huntley.  It  affects  our  operations. 

Mr.  Hellerman.  Do  you  think  it  is  just  happenstance  you  have 
been  without  a  plant  network  manager  for  2  years,  or  do  you  think  it 
had  something  to  do  with  policy  of  Continental  to  acquire  purchased 
equipment  ? 

Mr.  Huntley.  We  made  the  initial  investigation  pertaining  to  this 
equipment  in  April  1972— March  and  April  of  1972.  Prior  to  that  time 
Ave  were  going  through  a  period  of  reassignment  of  individuals  of  our 
plant  network  manager.  I  don't  believe  the  two  are  associated. 

Mr.  Hellermax.  Well,  as  I  understand  it.  Continental  has  other 
interconnected  equipment  that  your  company  owns.  "\^lien  you  request 
an  interconnect  arrangement,  what  is  the  A.T.  &  T.  reaction?  Do  they 
say,  "Yes,  sir,  we  will  have  one  installed  tomorrow;  we  will  bring  it 
right  over*'  ? 

Mr.  Huntley.  Xo.  An  interconnective  device  is  normally  not  that 
readih-  available.  It  is  not  that  common  in  the  common  carrier  in-\en- 
tories  as  yet.  We  get  a  normal,  satisfactory  response  on  an  inter- 
connect arrangement.  We,  at  times,  have  normal  technological 
disagreements  about  the  type  of  interconnect  device  to  be  used,  but 
that  is  a  normal  event. 
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Mr.  Hellekmax.  Do  other  things  happen  besides  the  fact  you  some- 
times have  to  wait  for  delivery  or  the  fact  that  you  have  to  discuss 
which  is  the  appropriate  interface  device  ?  Do  they  question  the  wis- 
dom of  your  system  to  purchase  this  additional  equipment  ?  Do  they 
go  to  other  parts  of  vour  management  to  discuss  what  the  situation 
is? 

Mr.  Huntley.  Yes. 

Mr.  Hellerman.  Could  you  expand  on  that  a  little  bit?  And  what 
the  result  of  those  other  actions  might  be  ? 

Mr.  IIuNTLEY.  I  think  that  question  is  answered  by  the  last  para- 
graph of  my  testimony  wherein  our  corporate  management  does  give 
us  some  freedom  to  introduce  new  development  programs.  I  would 
have  to  state  there  that  if  I  were  in  a  business  and  one  of  my  clients 
chose  to  reduce  my  marketing  situation  I  certainly  would  exercise 
every  prerogative  that  I  had  to  retain  that  business.  That  would  be 
common  business  sense. 

Mr.  Hellerman.  We  have  heard  that  EDP  managers,  when  they 
recommend  using  IBM  equipment,  feel  safe  from  criticism  if  the 
equipment  doesn't  satisfy  the  customer's  requirements— or  the 
employer's  requirements ;  but  if  'tion-IBM  equipment  is  recommended, 
they  are,  so  to  speak,  at  risk. 

"\Vliat  is  the  situation  like  for  the  director  of  communications  when 
he  recommends  non-Bell  equipment  ? 

Mr.  Huntley.  I  would  say  the  situation  is  much  the  same.  On  the 
other  hand,  that  is  the  difference  between  a  manager  properly  exercis- 
ing management  prerogatives  versus  a  manager  not  exercising  those 
prerogatives.  It  has  absolutely  nothing  to  do  v\'ith  IBM,  A.T.  &  T.,  or 
whatever.  The  underlying  contention  there  is  that  IBM  builds  a  good 
computer  processor.  I.T.  &  T.  builds  a  good  communications  network. 

Mr.  Hellerman.  On  page  2  of  your  "New  Horizons"  speech 
attached  to  your  statement,  you  state  that  history  shows  us  that 
increased  competition  between  communications  suppliers  results  in 
major  operating  economies. 

it  goes  on : 

We  will  see  a  greater  move  from  systems  totally  leased  from  a  common  carrier 
to  systems  which  are  mixed.  *  *  * 

New  interconnection  operations  and  maintenance  philosophies  must  evolve  to 
make  these  systems  work  effectively,  but  significant  economies  will  result. 

I  wonder  if  you  could  comment  further  with  respect  to  that 
statement. 

Mr.  Huntley.  I  am  still  looking  for  it.  Would  you  give  me  the 
page  number  of  that  again  ? 

Mr.  Hellerman.  Yes. 

Mr.  Huntley.  Do  you  have  the  page  number  on  that  ? 

Mr.  PIellerman.  I  seem  to  be  having  trouble  finding  that.  Let's  go 
on  to  another  question.  We  can  come  back  to  that  after  I  locate  it. 

Going  back  again  to  f)ltint  network  managers,  without  which  you 
have  been  operating  for  2  years,  as  far  as  you  know  have  other  air- 
lines experienced  that  situation?  Have  they  been  without  a  plant 
manager  ? 

Mr.  Huntley.  I  think  that  several  other  carriers  have  experienced 
similar   difficulties  in   the   context   of   normal   personnel   transfers, 
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wherein  a  man  comes  on  your  account  and  spends  10  years  on  your 
account  and  is  transferred  off.  That  is  a  normal  business  problem. 

Mr.  Hellerman.  Has  the  replacement  period  been  as  long  as  2 
years  I  Or  is  it  more  in  the  case  of  months  ? 

Mr.  Huntley.  I  am  not  in  a  position  to  answer  that.  I  am  not 
knowledgeable  in  regard  to  specific  intervals. 

Mr.  Hellerman.  On  page  3  of  your  statement  you  state  you  are 
chairman  of  the  Airline  Coordinating  Committee  for  Telecommunica- 
tions Service.  Could  you  give  us  further  information  about  that 
organization? 

Mr.  HrxTLEY.  The  Airline  Coordinating  Committee  for  Telecom- 
munications Service  is  an  organization  of  airline  or  air  transport 
industry  telecommunications  directors  and  managers  formed  to  dis- 
cuss, decide  upon  technological  systems,  and  to  promulgate  policy 
commensurate  with  their  corporate  policy. 

We  attempt  to  lean  toward  common  use  systems,  joint  development 
programs,  effect  economies  throughout  the  air  transport  industry 
where  they  are  favorable  toward  each  individual  airline. 

Mr.  Hellerman.  Going  back  to  the  previous  question  regarding 
your  ''Xew  Horizons*'  speech,  it  is  in  section  2.3  of  that  speech;  it  is 
the  last  paragraph. 

Mr.  Huntley.  What  is  your  question? 

Mr.  Hellerman.  Could  you  expand  a  little  further  on  that  ? 

Mr.  Huntley.  This  is  really  nothing  more  than  the  increased 
flexibility  of  options  that  the  communications  manager  of  a  respected 
corporation  will  liave  to  exercise,  should  he  choose  to  exercise  tliose 
options. 

Mr,  Hellerman.  The  first  sentence  talks  about  in  forthcoming 
years.  Is  that  because  of  the  Carter jone  decision,  the  fact  that  you  can 
now  purchase  your  own  telephone  equipment  rather  than  leasing  it 
from  the  telephone  company  ? 

Mr.  Huntley.  I  think  that  was  a  very  pertinent  milestone  in  the 
liistory  of  development  of  communications,  from  which  has  come  sub- 
stantial development  by  many  corporations. 

Mr.  Hellerman.  Had  the  FCC  ruled  another  way— saying  that  you 
cannot  purchase  and  connect  your  own  equipment  to  the  telephone 
network — do  you  think  you  would  have  been  able  to  install,  say,  your 
Houston  installation  ? 

Mr.  Huntley.  No. 

Mr.  Hellerman.  Going  back  to  the  iVCCTS  Committee,  you  men- 
tion in  your  testimony  that  a  request  was  made  of  Bell  association  to 
provide  ACDS,  and  that  the  Bell  person  indicated  the  decision  could 
not  be  made  until  1975  as  to  whether  or  not  they  would  be  provided 
by  the  systen:i ;  and  that  it  would  not  be  available,  if  they  decided  to 
provide  them,  until  1980. 

I  would  like  to  have  introduced  into  the  record  at  this  time  the 
minutes  of  April  18,  1972,  meeting  of  the  Airlines  Coordinating  Com- 
mittee for  Telecommunications  Services,  Mr.  Chairman. 

Senator  Hruska.  No  objection. 

Senator  Hart.  Very  well. 

[The  minutes  referred  to  appear  as  exhibit  5  at  the  end  of  Mr. 
Huntley's  oral  testimony.] 
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ISlr.  Hellermax.  I  would  like  to  read  a  short  paragraph  from  a 
newsletter  put  out  by  Consulting  Communications  Engineers,  Inc., 
of  Pennsylvania.  As  I  understand,  many  of  the  people  attached  to  that 
organization  are  former  Bell  employees.  The  newsletter  concerns 
obsolete  switching  equipment.  It  says,  "For  one  client,  the  central 
office  switching  systems  of  all  the  U.S.  manufacturers  were  evaluated 
in  the  production  of  equipment  by  types  estimates." 

TaUiing  about  step  by  step,  crossbar,  re-relay  crossbar  or  re-relay 
matrix  with  stored  control.  It  goes  on  to  say,  "Sad  to  relate,  obsolete 
equipment,  one,  accounts  for  about  one-half  of  the  current  production. 
It  is  as  if  Ford  were  still  producing  50  percent  model  T's  for  the 
1974  models.  New  installations  of  XY  and  step  by  step  are  still  being 
made." 

[The  newsletter  appears  as  exhibit  2.] 

Mr.  Hellermak.  Do  you  have  any  reaction  to  that  statement  ? 
Would  you  like  to  see  a  copy  of  it  ? 

Mr.  Huntley.  No. 

Mr.  Hellerman.  Does  that  surprise  you  ? 

Mr.  Huntley.  No. 

Senator  Hart.  Is  that  your  impression  of  the  market  ? 

Mr.  Huntley.  I  would  have  to  expand  upon  that  before  I  would  be 
in  a  position  to  agree  totally  with  that.  There  are  many,  many  differ- 
ent applications  of  corporate  communications.  It  is  not  fair  to 
criticize  where  we  are  today  unless  we  fully  recognize  from  whence 
we  came  and  how  we  got  there.  There  are  tremendous  capitalization 
commitmxents  throughout  the  country  that  one  does  not  change  over- 
night. To  a  large  extent,  we  have  an  unfair  criticism  by  corporate 
users  of  a  network  largely  designed  to  satisfy  public  needs.  I  think  Ave 
must  keep  that  kind  of  thing  in  context. 

]Mr.  Hellerman.  Mr.  Chainnnn,  I  have  no  further  questions  of  }Jr. 
Huntley.  I  would  like  to  introduce  into  the  record  exhibits  filed  by 
MCI.  They  are  details  of  actions  which  A.T.  &  T.  and  the  Bell  operat- 
ing companies  have  allegedly  taken  against  MCI  and  their  customers. 
These  actions  include  harassment  of  MCI  and  their  customers ;  denial 
of  services  to  MCI,  which  are  routinely  provided  by  the  Bell  operat- 
ing companies,  A.T.  &  T.,  Long  Lines  and  Western  Electric,  as  well  as 
discriminatory  treatment  between  IMCI  and  A.T.  &  T.  Long  Lines 
and  delay  in  providing  services  to  MCI. 

Senator  Hart.  Without  objection ;  but  on  the  same  condition — they 
be  made  promptly  available. 

■  [The  exhibits  referred  to  appear  as  exhibit  3  at  the  end  of  ]Mr. 
Huntley's  oral  testimony.] 

i\Ir.  Chumbris.  jMr.  Chairman,  before  j-ou  go  on  to  another  point, 
Mr.  Hellerman  was  discussing  the  use  of  old  equipment  and  new 
equipment,  and,  whether  you  immediately  go  to  all  new  equipment. 
Isn't  one  of  the  reasons  for  that  the  question  of  depreciation  and 
amortization  of  the  existing  property  and  the  concern  of  the  rates  a 
consumer  pays.  Do  you  just  put  aside  all  of  the  old  and  come  in  with 
the  neAv,  the  latest  electronic  equipment  that  the  consumer  eventually 
will  have  to  pay  higher  rates  because  the  commission  will  have  to 
take  that  into  consideration  as  a  rate  base,  et  cetera  ? 
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Mr.  Huntley.  That  is  true. 

Mr.  IIellerman.  Isirt  it  also  true  that  Bell  directly  takes  equip- 
ment from  one  installation  and  reinstalls  it  somewhere  else  ? 

Mr.  Huntley.  Yes,  that  is  true. 

Mr.  Hellermax.  That  would  miti<?a*e  against  any  burden 

Senator  Hruska.  Where  else  would  they  put  it,  if  all  the  equip- 
ment is  going  to  be  sold  to  all  the  users  ? 

]Mr.  Huntley.  I  am  not  in  a  position  to  pass  upon  the  Bell  System 
accounting  practices.  I  would  hapten  to  add  we  sell  airplanes  to  other 
carriers  who  use  those  airplanes.  I  think  you  have  an  equivalent  situa- 
tion there.  Again  technical  innovation  is  not  necessarily  a  reason  for 
making  a  corporate  commitment.  One  cannot  change  out  the  Bell 
System  plant  overnight  without  having  a  tremendous  impact  on 
corporate  and  the  general  public  using  it. 

Mr.  Hellerman.  Mr.  Chairman,  I  would  like  to  introduce  a  further 
document  at  this  time.  It  is  a  statement  of  the  Telecommunications 
Association  of  New  Jersey.  This  association  was  established  to  protect 
the  consumer  against  the  anticompetitive  policy  of  A.T.  &  T.,  so  says 
their  president,  Martin  S.  McDermott  HI. 

Senator  Hart.  Any  objection  ? 

Senator  Hruska.  Xo  objection. 

Senator  Hart.  Very  well. 

[See  exhibit  4  at  the  end  of  Mr.  Huntley's  oral  testimony.] 

;Mr.  Hellerman.  No  further  questions,  Mr.  Chairman. 

Senator  Hart.  Thank  you  very  much. 

Mr.  Huntley.  Thank  you. 

Senator  Hart.  We  will  adjourn,  to  resume  on  Tuesday  of  next  week, 
in  this  same  hearing  room. 

[Whereupon,  at  11 :15  a.m.,  tlie  subcommittee  adjourned,  to  recon- 
vene at  9  :30  a.m.,  Tuesday,  June  25,  1974  in  i-oom  2228,  Dirksen  Sen- 
ate Office  Building.] 

[The  following  was  received  for  the  record.  Testimony  resumes  on 
p.  3067.] 

MATERIAL  RELATING  TO  THE  TESTIMONY  OF  C.  M.  HUNTLEY 

Exhibit  1.— Attachments  to  Mr.  Huntley's  Prepared  Statement 
Attachment  A 
Technical  Note  TN-030 
New  Horizons  in  Corpobate  Telecommunications 
(Presented  Apr.  3,  1973,  at  the  23d  Meeting  of  the  Airline  Coordinatinii-  Com- 
mittee for  Telephone  Service,  by  C.  ^I.  Huntley,  Director,  Telecommunications, 
Continental   Airlines) 

1.  introduction 

It's  always  fun  to  attempt  to  forecast  the  future— nobody  can  really  disagree 
-with  you.  If  you  are  wrong— and  things  don't  turn  out  the  way  you  projected 
—you  can  alwavs  blame  it  on  the  constantly  changing  requirements.  If  you  are 
correct— and  things  still  turn  out  bad— you  can  still  say  "I  told  you  so"'- five 
minutes  after  you  mail  out  your  updated  resume. 

Seriously  though,  corporate  telecommunications  is  a  vital  and  fast  moving 
area  of  responsibility,  constantly  changing  and  reacting  to  the  expanding  needs 
of  a  dynamic  corporation.  Vital  -  Fast  -  Moving  -  Changing  -  Reacting  - 
Expanding  -  Dynamic.  These  are  key  words  in  describing  telecommunications  as 
a  corporate  asset.  We  all  know  about  the  information  explosion ;  its  here  now 
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and  its  going  to  get  worse — an  explosion  in  which  the  means  and  cost  of  tele- 
communications is  totally  subsidiary  to  the  end  desire  for  rapid  and  efficient 
information  transfer.  This  implies  new  horizons,  new  problems,  new  opportuni- 
ties and  new  planning. 

Why  is  it  then,  that  as  corporate  telecommunications  managers,  we  are 
probably  the  world's  worst  planners?  Why  are  we  always  the  last  ones  within 
our  respective  corporations  to  find  out  wiiat's  happening?  Why  are  we  always 
in  a  reaction  mode  rather  than  a  pre-action  mode?  Is  it  becau.se: 

We  are  complacent  in  our  view  of  telecommunications  as  a  corporate  asset? 

Are  we  too  quiescent  in  our  respective  jobs,  waiting  to  be  told  what  to  do? 

Do  we  attend  too  many  non-productive  industry  committee  gatherings? 

Do  we  fail  to  communicate,  even  though  we  have  the  world's  best  communica- 
tions .system  at  our  fingertips  ? 

Do  we  suffer  from  a  "mother"  complex — blame  Ma  Bell  ? 

I  don't  begin  to  pretend  to  have  the  answers  to  these  questions.  But  I  am 
concerned  that  we,  as  corporate  telecommunications  managers,  must  continually 
expand  our  hoirzons  as  our  functional  responsibilities  grow  in  future  years. 
And  right  now  we  appear  to  be  doing  this  without  any  apparent  foresight  or 
definitive  planning  action. 

I  would  suggest  as  at  least  a  partial  solution,  an  increased  emphasis  within 
ACCTS  to  fill  this  gap.  During  1973,  we  can  lay  the  groundwork  to  develop 
ACCTS  into  the  communications  forum  required  by  the  industry  to  react  to 
today's  and  tomorrow's  problem.  Using  the  resources  at  hand,  we  can  make 
ACCTS  the  finest  collection  of  knowledgeable  industry  talent  directed  toward 
solving  corporate  telecommunications  problems.  More  importantly,  we  can  make 
ACCTS  the  finest  planning  group  in  the  industry— so  that  we  don't  have  those 
problems. 

2.  HORIZONS  -  DECADE  1970'S 

Let's  talk  about  horizons  in  the  decade  1970's — where  we  should  be  going 
within  our  industry,  within  our  respective  corporations,  within  ourselves  and 
with  the  groups  with  which  we  place  requirements.  Basically,  we  interface 
with  five  functional  groups :  The  Bell  System  and  other  common  carriers.  The 
emerging  specialized  common  carriers.  System  and  equipment  vendors,  ARINC 
and  ARINC  Research,  and  Ourselves. 

Taking  each  of  these  functional  areas  in  turn,  I  would  like  to  identify  major 
items  which,  during  the  1970's,  will  have  a  significant  impact  on  the  way  in 
which  our  respective  corporations  earn  a  profit.  Consequently,  these  are  also 
items  which  we  should,  as  a  responKihle  and  responsive  air  transport  industry 
management  committee,  address  our  limited  resources  in  forthcoming  years. 

2.1  The  Common  Carriers 

Looking  at  the  many  forthcoming  Bell  System  offerings,  perhaps  one  major 
offering  stands  out — the  soon-to-be-implemented  Digital  Data  System  (DDS). 
This  system  will  be  implemented  in  the  1974-75  era  and  will  provide  a  multiplic- 
ity of  private  line  data  speeds  on  a  direct  interface  level.  The  higher  speed 
information  rates  (typically,  56  kilobit  per  second)  are  of  particular  interest. 
This  service  offering  will  provide  several  attractive  features :  Elimination  of 
leased  or  customer-owned  data  set  equipment.  Reduced  system  coordination 
problems  Increased  system  reliability,  Reduced  costs,  and  Greater  flexibility 

2.2  Looking  at  the  Speeialised  Common  Carriers 

We  have  been  hearing  some  strange  names  recently — MCI,  WTC,  SPCC. 
DATRAN  and  AMSAT.  The  emerging  specialized  common  carriers  are  just  that 

emerging— with  all  the  attending  traumas  of  proposed  service  offerings,  tariff 

filings  and  system  turn-ups.  Within  not  too  many  years,  however,  the  special- 
ized common  carriers  will  become  another  vital  supplier  responding  to  the  needs 
of  the  corporate  telecommunications  managers.  History  shows  us  that  increased 
competition  among  the  communications  suppliers  invariably  results  in  major 
operating  economies.  There  are  two  major  areas  to  which  we  should  address 
ourselves:  Terrestrial  applications— both  within  PLIN  and  to  support  individ- 
uallv  controlled  network  segments,  and  Satellite  applications— again,  both 
within  PLIN  and  to  support  individually  controlled  network  segments. 

I  firmly  believe  that  these  two  areas  will  almost  totally  change  our  view  of 
corporate  communications  from  one  of  an  "expensive  necessity"  to  that  of  a 
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'•cost  effective  manner  of  pursuing  a  profit".  We  will  see  existing  cost  perform- 
ance ratios  almost  totally  destroyed  as  the  exciting  new  concept  of  '"distance 
independent''  service  tariffs  and  costs  come  into  play  in  future  years. 

2.3  The  System  Vendois 

A  walk  through  any  of  the  ma.ior  system  vendors'  facilities  provides  insight 
into  many  new  product  lines  becoming  available.  To  name  a  few  .  .  .  Computer- 
ized ACD  systems,  Low  cost  AFSK  channelization  systems,  High  speed  time 
division  multiplexing  systems.  Digital  voice  multiplexing  systems,  and  Elec- 
tronic PABX  systems. 

Any  one  of  these  areas  wi]l  have  a  major  impact  in  forthcoming  years  in  the 
manner  in  which  we  do  business  as  a  corporation.  We  will  see  a  greater  "niove 
from  systems  totally  leased  from  a  common  carrier  to  systems  vv'hich  are  mixed 
— part  common  carrier,  part  specialized  common  carrier  and  part  customer 
owned  and  maintained.  New  interconnect,  operations  and  maintenance  philoso- 
phies must  evolve  to  make  these  systems  work  effectively,  but  significant 
economies  will  result. 

2.4  The  ARINC  Companies 

In  the  ARINC  companies  we  really  have  one  of  the  finest  collections  of  avail- 
able communications  resources  within  any  single  industry  grouping.  The  air 
transport  industry  stands  alone  as  the  one  industry  which  has  a  commonality 
of  shared  communications  services.  We  are  often  admired,  always  envied  and 
frequently  cursed  for  the  so-called  preferential  treatment.  We  should  not  forget, 
however,  that  this  preferential  treatment  is  due  simply  to  the  foresight  of  our 
predecessors  44  years  ago  in  recognizing  a  common  industry  problem.  And, 
further,  the  benefits  enjoyed  today  result  from  continuing  efforts  throughout 
these  44  years  to  mold  a  communications  development,  planning,  oi>erations, 
maintenance  and  administrative  group  responsive  to  the  requirements  of  the 
air  transport  industry.  We  are  now  faced  with  the  problem  of  owning  a  firm 
which  is  not  always  responsive  to  our  requirements,"  and  we  certainly  have 
every  right  to  ask  why.  We  should  really  ask  two  questions,  one  of  each  ARINC 
operating  firm — Aeronautical  Radio,  Inc.  and  ARINC  Research  Corp. 

2.4.1  Aeronautical  Radio,  Inc. 

If  I  may  plagiarize,  I  would  state  that  I  firmly  believe  in  the  "economy  of 
scale" ;  that  is  to  say  that,  through  building  and  operating  larger  systems 
responsive  to  our  community  requirements,  we  develop  significant  operating 
economies.  Hov/ever,  we  also  develop  administrative  problems.  We  have  heard  a 
lot  of  criticism  in  past  months  pertaining  to  these  administrative  problems,  but 
I  also  firmly  believe  that  since  we  own  and  control  ARINC,  one  cannot  criticize 
their  techniques  and  methods  without  looking  very  closely  in  the  mirror.  We 
are.  in  fact  criticizing  our  own  ineptness  at  system  management. 

These  problems  notwithstanding,  major  programs  within  Aeronautical  Radio 
which  should  excite  our  interest  are  : 

The  air/ground  data  link  program  with  the  attending  ground  system 
interface. 

The  aeronautical  satellite  program — again,  with  the  attending  ground  system 
interface. 

The  integrated  switching  network  (ESS). 

The  intercity  communications  systems  (PLIN  and  PUDS). 
»    Systems  management  and  maintenance. 

2.4.2  ARINC  Research  Corporation 

We  don't  hear  too  much  about  ARINC  Research  Corporation.  For  many  years 
it  was  an  ivory  tower,  Department  of  Defense  oriented  research  and  develop- 
ment firm.  Only  in  recent  years  have  the  talents  of  the  ARINC  Research  gi-oup 
come  to  light ;  and,  frankly,  they  have  only  come  to  light  due  to  the  reversal  of 
the  DOD  economic  situation  and  the  resulting  necessity  of  ARINC  Research 
Corp  to  diversify  its  marketing  efforts.  I  think  we  should  recognize,  however, 
that  within  ARINC  Research  Corp.  we  have  an  industry-controlled,  profit- 
oriented  research  and  development  firm  with  hundreds  of  man-years  of  talent 
in  the  system  architecture  areas  of:  Requirements  definition,  Investigation  of 
alternative  technical  approaches,  Cost-effectiveness  analysis,  Cost-impact  analy- 
sis, Project  implementation,  and  Asset  management. 
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To  name  just  a  few  of  the  many  projects  which  T  would  think  would  be 
applicable  to  the  airlines'  requirements:  Naval  Tactical  Data  System  (NTDS), 
Marine  Tactical  Data  System  (MTDS),  Air  Tactical  Data  System  (ATDS), 
Secure  VHF  Airborne  Repeater  Systems,  and  Corporation  information  and 
message  switching  systems. 
2.5     The  Telecommunications  Manager 

We  should  not  forget  ourselves  as  an  available  resource  in  addressing  tomor- 
row's problems ;  however,  we  must  also  recognize  the  necessity  of  changing  our 
management  and  engineering  methodologies  as  our  individual  corporate  require- 
ments change.  We  must  be  open  to  individual  and  industry-oriented  educational 
programs  in  both  the  technical  and  management  sciences.  Further,  we  must 
eliminate  our  current  "not  invented  here"  philosophy  of  managing  our  affairs. 
We  should  strive  to  utilize  our  outside  resources  where  it  may  be  shown  that 
these  resources  will  remove  internal  staff  limitations  and  produce  a  significant 
benefit  at  minimal  cost. 

3.  WHERE  DO  WE  GO  FROM  HERE? 

These  forthcoming  service  offerings  sound  attractive,  and  they  sound  tech- 
nically exciting.  Finally,  the  mention  of  reduced  operating  costs  is  always  an 
attractive  carrot.  1974-75  isn't  too  far  away ;  it  would  seem  reasonable  to  expect 
that  within  each  functional  area  just  mentioned  at  least  six  things  would  have 
happened  by  now  or  should  now  be  actively  happening : 

1.  The  supplier  representatives  would  have  made  extensive  presentations  to 
individual  corporate  telecommunications  managers  regarding  service  availabil- 
ity, the  discrete  locations  and  costs. 

2.  The  supplier  representatives  would  have  presented  complete  technical 
and  cost  proposals  specifically  oriented  to  individual  customer's  network 
requirements. 

3.  The  supplier  representatives  would  have  prepared  an  industry  presentation 
of  the  forthcoming  service  offering,  providing  a  detailed  synopsis  of  this  offer- 
ings  impact  on  the  air  transport  industry  as  a  whole. 

4.  The  individual  corporate  telecommunications  managers,  responsive  to  their 
internal  corporate  requirements,  would  actively  and  aggressively  seek  extensive 
planning  sessions  with  the  appropriate  supplier  representatives. 

5.  The  ACCTS  Steering  Committee,  recognizing  this  forthcoming  supplier 
service  offering  as  one  technically  exciting  and  cost  attractive  to  the  air  trans- 
port industry,  would  have  directed  the  working  groups  of  ACCTS  to  address 
this  problem  with  the  appropriate  supplier  representatives. 

6.  Finally,  that  assigned  working  group  within  ACCTS  would  have  fully 
Investigated  the  proposed  service  offering  on  a  working  level  basis  and  pre- 
sented their  findings  to  the  ACCTS  body  as  a  whole. 

I  suggest  that  none  of  these  vital  planning  actions  have  occurred  to  date.  But 
let's  not  blame  the  suppliers — let's  blame  ourselves  for  not  initiating  that  vital 
person-to-person  communications  link — that  link  which,  out  of  necessity,  must 
exist  between  the  purchaser  and  the  supplier  of  services.  On  the  other  hand, 
let's  not  let  the  suppliers  off  scot-free — person-to-person  communications  is  a 
two-way  street.  There  must  be  action  and  reaction  on  both  sides  to  insure  that 
the  necessary  planning  information  is  developed  adequately  to  support  our  needs 
as  telecommunications  managers,  responding  to  overall  corporate  objectives. 

Let's  make  the  ACCTS  group  that  professional  communications  forum  neces- 
sary to  ensure  a  fully  integrated  supplier/purchaser  team  effort  responding  to 
our  industry  requirements. 

To  meet  this  objective,  I  would  suggest  that  we  give  to  the  Steering  Commit- 
tee the  charter  for  developing  a  definitive  action  plan. 

1.  Prepare  a  draft  Terms  of  Reference  expanding  the  ACCTS  charter  to 
include  all  ground  communications  functions.  This  draft  should  be  presented  for 
ACCTS  review  and  approval  no  later  than  the  September  meeting  and  then 
forwarded  to  ALCAC  no  later  than  October,  1973. 

2.  Develop  specific  recommendations  pertaining  to  functional  reorganization 
of  the  working  groups. 

3.  Review  the  current  needs  of  the  air  transport  industry  and  develop  discrete 
task  areas  for  each  of  the  working  groups. 
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4.  Establish  a  task  monitoring  program,  including  scliedules  and  budgets  for 
each  of  these  task  areas. 

5.  Assign  these  task  areas  to  the  applicable  working  groups  and  then  conduct 
the  monitoring  program. 

6.  Establish  a  special  ad  hoc  group  to  investigate  potential  engineering  and 
management  science  educational  programs  currently  available  from  the  common 
carriers  and  the  vendors. 

In  the  overall  interest  of  time,  economy  and  industry  requirements,  we 
should  Insist  that  this  effort  be  completed  no  later  than  the  fall  meeting  of  this 
committee.  We  may  then  use  this  expanded  charter  to  rekindle  the  professional 
enthusiasm  necessary  to  ensure  a  successful  and  aggressive  ACCTS  in  future 
years.  * 

Attachment  B 

Presented  At  Data  Commtxications  Interface  74,  Dalas,  Tex.,  March  2.5/2G, 

1974 

(By  C.  M.  Huntley,  Director-Telecommunications,  Continental  Air  Lines,  Los 
Angeles,  Calif.) 

1.0  INTRODUCTION 

Good  afternoon,  ladies  and  gentlemen.  I  certainly  appreciate  the  opportunity 
of  representing  the  air  transport  industry  at  INTERFACE  74  and,  in  particular, 
presenting  our  on-going  programs  at  Continental  Air  Lines.  At  Continental,  we 
view  the  Telecommunications  Department  as  a  service  organization,  applying 
management  science  techniques  and  engineering  technology  to  planning  and 
developing  optimally  cost  effective  communications  systems  responsive  to  corpo- 
rate objectives.  Our  charter  may  be  further  broken  down  to 

Providing  increased  communications  dollar  effectiveness  through  the  applica- 
tion of  systems  technology  required  to  meet  the  ever  expanding  requirement 
for  telecommunications,  and 

The  application  of  system  management  techniques  to  control  this  advanced 
technology. 

We  particularly  view  telecommunications  as  a  functional  tool  of  airline  mar- 
keting since  the  area  of  marketing  is  where  we  spend  the  majority  of  our 
telecommunications  dollars. 

Particularly,  telecommunications  in  the  air  transport  industry  must  serve  to : 
Improve  customer  service. 
Reduce  operating  cost,  and 
Increase  revenue. 

2.0  THE  NEGLECTED  APPLICATION 

Telecommunications  management  is  certainly  no  different  from  any  other 
resource-constrained  corporate  activity.  It's  necessary  to  concentrate  one's 
limited  time  and  effort  to  managing  those  functions  which  have  the  most  sig- 
nificant impact  on  the  allocation  of  corporate  resources.  At  Continental,  we 
work  within  five  system  areas.  These  are  : 

The  real-time  reservations  and  message  switching  data  system. 

The  reservations  telephone  system. 

The  administrative  telephone  system. 

The  extended  area  telephone  system,  and 

Airport  information  systems. 
In  past  years,  we  have  concentrated  our  efforts  towards  management  and 
improvement  of  our  on-line  data  systems  to  the  extent  of  integrating  equip- 
ments such  as : 

AFSK  multiplexing  systems. 

Customer-owned,  medium-speed  data  sets. 

On-line  concentrating  systems,  and 

Time  division  multiplexing  techniques. 
By  making  the  appropriate  capital  investments  in  customer-owned  equipment, 
and  with  the  application  of  network  management  techniques,  we  have  been  able 
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to  make  significant  inroads  in  reducing  our  recurring  operating  costs  measured 
on  a  year-to-year  basis. 

However,  our  corporate  management  recently  aslted  the  rather  astute  ques- 
tion "if  we  are  indeed  saving  so  much  money,  why  are  our  telecommunications 
costs  constantly  increasing?".  This  seemed  to  be  a  rather  valid  question  and, 
discounting  the  normal  growth  in  corporate  activity,  it  still  disturbed  us — 
accordingly,  we  did  some  rather  extensive  cost  analyses  of  where  our  dollars 
were  actually  going  and  we  found,  much  to  our  surprise,  that  with  all  the 
application  of  sophisticated  technology  to  our  on-line  data  communications 
systems,  we  had  the  right  solutions  but  applied  them  to  the  wrong  problem 
first. 

In  terms  of  overall  telecommunication  dollar  expenditures  at  Continental, 
we  spend  something  on  the  order  of  87%  for  telephone  services  and  approxi- 
mately 11%  for  data  services.  While  data  communication  planning  and  engi- 
neering was,  at  that  time,  certainly  more  esoteric,  we  had  been  devoting  our 
limited  staff  time  to  a  relatively  unfruitful  area,  while  ignoring  other,  more 
dollar  significant,  areas. 

Upon  further  analysis,  it  became  apparent  that  little  of  the  advanced  tech- 
nology which  had  been  applied  to  the  data  communications  system  problems 
had  yet  to  be  applied  to  corporate  telephone  systems ;  all  of  the  technology  was 
available— it  simply  had  not  been  applied.  We  were  indeed  operating  our  exten- 
sive teleplione  systems  with  the  technology  of  the  1930's. 

3.0  THE  INTEGRATED  TELECOMMUNICATIONS  SYSTEM 

On  April  15,  Continental  will  cut  over  at  Houston,  Texas,  the  first  time  divi- 
sion multiplexed,  pulse  code  modulation,  integrated  telecommunications  switch- 
ing system  for  handling  our  reservations  trunking.  together  with  the  control  of 
our  dial  tandem  system  and  our  administrative  telephone  requirements.  This 
switch  will  handle  twelve  1.544  megabit  data  lines  and  288  56-kilobit  data  lines. 
The  system  represents  a  state-of-the-art  advance  in  the  switching  and  control  of 
telephone  .systems  in  a  truly  digital  environment.  .Jointly  developed  by  Continen- 
tal Airlines  and  Collins  Radio,  the  system  will  provide  automatic  connection  of 
a  large  number  of  telephone  trunks  to  a  large  number  of  local  extensions 
through  a  fully  connected,  non-blocking  computer  controlled  solid  state  digital 
switch.  The  trunks  may  be  local  Central  Ofllce  trunks.  Foreign  Exchange  trunks 
or  PBX  trunks  with  or  without  dial  capability.  The  extensions  may  be  agent 
positions,  supervisory  positions,  or  administrative  telephone  extensions. 
The  system  operates  simultaneously  in  three  modes  : 

As   an  Automatic   Call  Distribution    System    for  incoming   reservations- 
oriented  calls. 

As  a  local  PABX-Private  Automatic  Branch  Exchange,  and 
As  a  Dial  Tandem  Switch. 
Control  of  the  system  is  provided  by  a  dual  programmable  computer  with  the 
software  providing  system  monitoring  and  control,  while  simultaneously  gather- 
ing and  processing  pertinent  system  performance  parameters  to  provide  timely 
information  necessary  for  eflBcient  system  management.  The  system  monitors 
the  trunks  for  incoming  calls,  connects  each  incoming  call  to  an  available  sales 
agent,  and  disconnects  the  call  when  the  customer  or  agent  hangs  up.  The 
computer  then  logs  each  call,  accumulating  data  for  system  and  agent  opera- 
tional statistics  and  performance  monitoring.  The  Automatic  Call  Distribution 
System  offers  the  following  advantages  : 

Faster  and  more  efficient  handling  of  calls  with  fewer  personnel. 
Better  management  control  through  dynamic  staffing  and  trunk  planning. 
Enhanced   system    availability    through    high    reliability    of   the    system 
hardware  and  backup  for  critical  system  elements, 

More  efficient  supervision  and  closer  monitoring  of  agent  performance. 
The    ability    to    reconfigure    the    system    for    optimum    use    of    current 
resources  in  a  matter  of  minutes. 

Unlimited  flexibility  in  switching,  through  program  control,  and 
Optimal  workload  balance  among  available  agents. 
In  the  PABX  and  dial  tandem  mode,  the  system  will  provide : 
Toll  call  restriction,  by  area  code,  exchange  or  number 
WATS  and  Foreign  Exchange  restriction,  again  by  area  code,  exchange 
or  number, 
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Dial  compression  or  code  dialing, 

Calling  party  identification, 

Executive  identification, 

Optimal  call  routing  algorithms,  and 

Call  logging. 
The  system  consists  of  seven  hardware  modules  : 

rCM  channel  bank  units, 

The  solid  state  digital  switch. 

The  dual  programmable  control  units. 

Agent  consoles, 

Supervisory  consoles,  ^ 

Service  equipment,  and 

FABX  extensions. 
Incoming  telephone  trunks  are  coimected  through  a  teleplione  company  pro- 
vided voice  connecting  arrangement  to  a  number  of  PCM  channel  bank  units  and 
a  processor  controlled  switch  bank  made  up  of  24  line  modules.  Additional  chan- 
nel bank  units  connect  the  agent  sets,  the  supervisory  sets  and  the  PBX  tele- 
phone extensions.  .  . 

The  PCM  channel  bank  units  each  connect  to  24  voice  lines  and  provide  the 
interface  of  the  svstem  with  the  talking  paths.  The  units  convert  analog  voice 
information  to  sampled  digital  voice  for  processing  by  tht  digital  software.  The 
interface  with  each  individual  line  is  provided  by  a  channel  unit  which  adapts 
the  PCM  channel  banks  to  the  requirements  of  the  various  voice  trunks  and 
agent  consoles.  The  interface  with  the  digital  switch  is  a  serial  bit  stream  at  a 
l..j44  megabit  rate  which  consists  of  a  digitized  sample  of  each  of  the  24  lines 
repeatedat  12.j  microseconds  intervals.  The  format  of  the  samples  is  identical 
to  that  of  a  Tl  carrier  line  with  D2  sampling. 

The  solid  state  digital  switch  provides  the  paths  to  interconnect  the  trunks 
and  extensions.  The  switch  is  non-blocking  and  fully  connected.  A  fully  imple- 
mented switch  will  support  up  to  512  similar  coiniections.  The  interconnect  paths 
are  provided  by  time  division  multiplexing  channels  controlled  by  time  slot 
memories  loaded  by  the  program  control.  The  switch  is  modular  in  increments 
of  24  lines. 

The  entire  switch  network  is  under  control  of  a  set  of  program  modules  stored 
in  the  digital  processor.  The  program  repetitively  scans  all  incoming  lines  and 
extensions.  Based  on  the  instantaneous  condition  of  each,  it  distributes  the  calls 
in  a  manner  which  optimally  and  evenly  distributes  the  work  load  to  the  agent 
force.  The  program  modules  also  accumulate  and  display  information  required 
for  agent  force  and  network  management  while  retaining  key  data  for  historical 
analvses  of  long  term  trends. 

The  agent  set  is  a  compact  human  engineering  unit  that  is  designed  to  speed 
the  handling  of  incoming  calls  and  to  provide  rapid  access  to  supervisory  assist- 
ants when  required.  Provisions  for  call  holding,  transfer  and  conference  are 
included.  A  TOUCH  TONE  style  dialing  pad  enables  significantly  faster  dialing 
than  conventioual  dials*  Lighted  push  buttoms  signify  the  status  of  the  position 
and  provide  for  the  rapid  connection  and  relea.se  of  incoming  calls.  Buttons  are 
also  provided  to  repeat  the  audio  announcement  of  the  calling  party  location  to 
secure  an  outside  line,  to  reach  the  group  supervisor  and  to  signal  an  emer- 
gency. The  position  equipment  includes  a  STARSET  headset. 

Tli^  master  and  group  supervisory  position  equipment  includes  a  control  set 
.similar  to  the  agent  set  and  a  CRT  display  unit  as  well  as  a  headset.  The  control 
set  includes  all  of  the  fimctions  of  the  agent  set  and.  in  addition,  provides  two 
outgoing  line  selections,  barge-in  and  monitoring  facilities.  It  also  contains  con- 
trol buttons  to  play  back  voice  announcements  and  to  record  new  announcements 
in  the  system  voice  recorders.  The  CRT  display  is  a  self-contained  desk-mounted 
unit.  It  normally  displays  current  group  or  system  operating  status  at  all  times. 
The  display  of  selected  operating  data  can  be  achieved  by  simple  key  board 
entries  from  the  supervisory  position.  Information  or  data  requiring  immediate 
sunervisory  attention  is  displayed  in  blink  or  reverse  video  form. 

The  svstem  service  equipment  includes  dual  emergency  recorders  which  are 
automatically  ar-tivated  upon  agent  declaration  of  an  unusual  situation.  12 
channel  trunk  identification  announcement  recorders,  a  high  speed  line  printer 
for  obtaining  printed  copies  of  system  status  and  operating  information  on  a 
recurrinsr  basis  and  maintenance  teletype  consoles  for  use  by  the  service  tech- 
nicians. In  addition,  tone  generation  and  detection  equipment  is  provided  to  ful- 
fill all  PABX  requirements. 
39-887 — 74— Pt.  .5 IS 
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Adniiuistrative  PABX  extensions  within  the  system  may  utilize  the  normal 
multiplicity  of  instrument  types  provided  by  the  various  interconnect  vendors. 
Particularly,  single  line  instruments,  multiple  line  instruments,  telephone  key 
equipment  and  automatic  answering  devices  are  employed. 

4.0     THE     TECHNICAL    APPROACH 

The  overall  concept  was  jointly  developed  by  Continental  and  Collins  during 
discussions  held  early  in  1972 ;  Collins  had  previously  developed  a  digital  switch 
as  an  internal  R&D  program,  and  was  searching  for  a  commercial  application. 
On  the  other  hand,  Continental  had  defined  an  operating  concept  but  could  not 
find  an  operating  system.  A  healthy  marriage  of  technological  and  operational 
experience  provided  the  baseline  for  a  successful  development  program. 

Continental  then  employed  the  system  architecture  approach  in  developing 
and  procuring  the  switching  system  with  the  assistance  of  the  system  consult- 
ant.  ARINC   Research   Corporation.   First,   a   feasibility   study   was   conducted 
which  demonstrated  that  the  time  division  multiplexed,  pulse  code  modulated 
voice  switching  arrangement  was  indeed 
Technically  feasible 
Operationally  feasible,  and 
Cost  attractive. 

The  initial  cost  stiAly  showed  that  the  system  would  pay  for  itself  on  a  hard- 
ware purchase  versus  the  lease  of  current  Bell  System  equipment  within  8  years 
or  less.  Based  upon  this  .study,  a  detailed  Request  for  Proposal  (RFP)  was 
released  to  some  22  vendors,  outlining  the  specific  characteristics  desired  by 
Continental.  Engineering  and  cost  quotations  were  received  and  evaluated  on  a 
cost  versus  system  effectiveness  basis  and  a  vendor  selection  was  made  in  favor 
of  Collins  Radio.  Finally,  a  life  cycle  financial  study  was  conducted  to  present 
the  actual  cost  savings  to  corporate  management  and  secure  final  approval.  Our 
studies  showed  that  by  proceeding  with  the  development  and  procurement  of 
the  system,  an  eight  year  life  cycle  savings  of  greater  than  .$15,000,000  would 
be  achieved  by  expending  approximately  $600,000.  This  in-depth  cost  study  cov- 
ered all  facet's  of  the  proposed  system  iucluding  revenue  from  lost  calls,  agent 
and  supervisory  personnel  savings,  the  reduced  number  of  trunks  due  to  the 
faster  handling  of  calls,  and  the  management  of  our  extensive  telephone  net- 
work resulting  in  reduced  network  costs.  The  final  approval  o*  corporate  man- 
agement A\-as  received  and  a  contract  was  awarded  to  Coll<-  late  in  July  of 
1973.  The  system  consultant  was  again  retained  to  provi  implementation 
suiiport. 

5.0     CONCLUSIONS     AND     SUMMARY 

Now.  eight  months  later,  we  are  about  to  cut  over  the  worlfl'si  first  commercial 
time  division  multiplexed  PCM  solid  state  digital  telephone  svjJtch.  Perhaps  the 
most  exciting  part  of  this  program  has  been  the  response  of  our  corporate 
management  in  a  commercial  environment  to  an  engineering  development  pro- 
gram leading  to  an  exciting  new  marketing  system  which  uses  state-of-the-art 
technology  to  increase  Continental's  profit  margin.  Finally.  I  think  that  Conti- 
nental has  demonstrated  to  the  industry  that  corporate  funds  may  be  obtained 
to  pursue  well  defined  technological  programs  of  significant  benefit  to  both  the 
end  user  and  the  supplier.  Other  recent  development  programs  of  significant 
interest  are : 

Intelligent  Flight  Information  Display  Systems— software  controllable  to 
enhance  operational  configuration  changes. 

Network  management  techniques— using  dynamic  time.sharing  configura- 
tion models,  . 

Seasonal   trunk  forecasting— the  use  of  timeshare   based   mathematical 
models  to  forecast  all  trunk  needs,  thus  optimizing  resources. 

Voice  multiplexing— the  use  of  speech  processing  and  digital  techniques 
to  increase  voice  channel  capacity  on  a  4  to  1  basis,  and 

39  CHZ  TDM  microwave  links — to  resolve  the  intra-city  short-haul  com- 
munication problem.  .  ,.        ^         ^v. 
In  short   we  have  the  need  and  the  financial  resources :  the  suppliers  have  the 
technological  capability  to  support  this  need.  If  you  are  not  already  doing  so. 
vou  should  look  closely  at  the  application  of  data  system  technology  to  corporate 
telephone  systems.  It's  wide  open  and  ready  for  exploitation. 
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Attaclnnenf  (' 

Apkil  14    11)7'' 
Coinixiiiy  Confidential 

To  :  A.  Damin.  C.  Rucks.  W.  Van  de  Bunt. 
Suhjet-t;  Cu.stoiuer-Owned  Teleiilioiie  S.vslcni. 

The  Teieconiiiuinication.s  Department  lias  developed  an  initial  swstem  concept 
which  could  revolutionize  Air  Tran.sport  Indu.stry  Telecommunications  .svstems. 
rhis  system  concept  will  provide  Continental  Airlines  the  opportunity  to 'become 
the  industry  leader  in  applying  maximally  cost-effective  telecomniunications 
technuiues  to  the  corporate  problems  of  reservations/sales,  operations,  mainte- 
nance and  administration. 

Continental  Airlines  now  operates  four  telecommunications  "svstems";  tfiese 
;ire:  1.  SOXIC  3<i().  2.  The  Reservations  Telephone  System,  3.  The  Extended  Area 
Telephone  System,  and  4.  The  Administrative  Telephone  System. 

The  major  effort  of  the  Telecommunications  Department' durinir  the  past  two 
years  has  been  oriented  towards  the  application  of  systems  engineerinV  technol- 
ogy and  management  science  techni.rues  to  planning  and  developing  optimally 
cost-effective  connnunications  systems  responsive  to  corporate  objectives — moving 
our  thinking  and  planning  process  from  living  .with  today's  problems  to  the 
solution  of  tomorrow's.  Working  systematically  and  logically,  armed  with  the 
three  tools  of  technical  documentation  support,  analytic  management  methods 
and  systems  contract  support  we  have  developed  on-going  annualized  savings  to 
Continental  Airlines  in  excess  of  i?.>SO,000 ;  of  these  developments,  savings  in 
excess  of  .$400,000  per  year  have  actually  been  implemented  to-date.  Three 
premises  now  pertain  :  • 

1.  Continental  is  about  to  make  a  long-term  commitment  in  the  area  of 
administrative  general  office  functions. 

2.  This  commitment  could  be  seized  as  an  opportunity  to  totaUy  revise  the 
current  methods  with  which  Continental  communicates,  providing  a  radicaly 
increased  level  of  service  to  the  user  at  far  less  cost. 

In  response  to  this  challenge,  four  system  application  areas  are  currently 
being  a]>proached  in  a  conceptual  manner  by  my  department: 

1.  Initial  application  of  the  planned  ARINC  microwave  system  to  provide,  as 
a  start,  inter-building  communications  circuits. 

2.  The  design  and  installation  of  an  inter-building  television  conferencing 
system  for  management. 

3.  An  intra-building  customer-owned  telephone  system. 

4.  A  newly  designed  customer-owned  reservations  telephone  Automatic  Call 
Distribution  System  (ACDS),  which  could  then  be  progressively  "grown" 
toward  a  total  corporate  telephone  switch. 

We  have  developed  an  extremely  exciting  concept  to  support  the  latter  appli- 
cation -  that  of  designing  and  installing  a  customer-owned  digital  telephone 
mvitch  and  attending  ancillary  equipment  (agent  positions,  statistical  collection, 
etc)  to  replace  the  currently  planned  installation  of  two  Bell  System  Model  3A 
mechanical  ACDS.  This  system  : 

1.  Would  cost  less  than  $500,000,  displacing  a  currently  planned  expenditure  of 
$15,000  per  month  for  a  Bell  System  mechanical  ACDS. 

2.  Be  a  total  digital  switch,  providing  analogue  (voice)  to  digital  conversion 
and  subsequent  store  and  forward  switching  of  incoming/outgoing  calls. 

3.  Would  collect,  collate  and  reproduce  ail  necessary  statistical  data  eliminat- 
ing the  current  necessity  of  frequently  collecting  and  "working"  FADS  related 
information. 

4.  Would  provide  computer-generated  voice  response  for  such  applications  as 
weather  and  flight  information,  together  with  unique  marketing  applications. 

5.  Using  off-shelf  system  components,  could  be  developed,  installed  and  tested 
in  a  time-frame  equivalent  to  that  of  a  Bell  System  ACDS,  i.e.,  12-15  months 
from  receipt  of  order. 

6.  Would  be  fully  capable  of  modular  expansion,  to  include  digitizing  the 
reservations  and  administrative  long-line  trunks,  displacing  a  current  leased 
line  cost  of  $2  -3  million  per  year. 

In  order  to  implement  the  new  system  within  the  required  time  frame,  we 
must  have  a  corporate  "Go/No  Go"  decision  no  later  than  July  1,  1972,  the  last 
date  to  which  we  can  commit  for  Telephone  Company  installation.  Thus,  my 
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department  must  complete  the  preliminary  systems  architecture  effort,  provid- 
ing corporate  management  with  my  decision,  no  later  than  June  15,  1972.  We 
must  answer  the  following  questions  prior  to  that  time  : 

1.  Whether  it  is  technically  possible  to  implement  a  new  ACDS  with  existing 
technology. 

2.  Whether  it  is  economically  attractive  to  institute  a  new  system. 

3.  Whether  the  new  system  could  be  successfully  placed  in  operation  in  the 
required  time  frame.  . 

I  have  developed  with  ARINC  Research  Corpgration,  under  our  Basic  Pur- 
chasing Agreement,  a  proposed  Task  Order  No.  6  which  will  provide  Continental 
with  contract  staff  engineering  services  during  a  period  of  eight  weeks,  assist- 
ing my  departure  in  performing  the  necessary  system  engineering  tasks.  Fur- 
ther, 1  wish  to  commit  my  departmental  staff  according  to  the  attached 
schedule.  Additionally,  we  now  plan  to  have  Collins  Radio  personnel  on-premise 
for  two  weeks  to  provide  assistance  in  this  effort. 

Your  approval  of  this  task,  together  with  the  associated  Project  Description 
TC-70,  would  be  appreciated.  Upon  your  approval,  I  will  then  ask  Mr.  Stevens 
to  budget  the  necessary  funds. 

C.  M.  IlrXTLEY. 

April  14,  1972. 
Company  Confidential 
To  :  P.  Hopkins  ;  J.  Burhoe. 
Subject :  COAII  ACD  Functional  Specification.    , 

Collins  Radio  will  provide  on-premise  staff  personnel  during  the  period  April 
IS  -  May  2  to  assist  us  in  developing  a  detailed  system  functional  specification 
for  a  customer-owned  and  maintained  "soft"  telephone  switch  meeting  the 
requirements  of  (1)  all  anticipated  reservations  telephone  functions  and  (2) 
potential  growth  to  incorporate  the  administrative  and  extended  area  telephone 
systems.  This  memorandum  is  intended  to  develop  a  course  of  action  such  that 
we  have  a  significant  product  at  the  end  of  the  tv>'0-week  engineering  period. 
The  following  schedule  pertains  : 
Tuesday — April  18 

Initial  discussions  between  Collins  and  Continental  personnel  pertaining  to 
the  existing  functional  specifications  of  a  normal  AT&T  supplied  Model  3A 
ACD  to  include  all  svstem  characteristics.  Develop  detailed  costs  of  the  pro- 
posed 3A  system.  The  initial  output  of  thjis  day's  effort  should  be  a  written 
paragraphized  description  of  what  an  ACD  does  for  Continental  Airlines  in  the 
reservations  telephone  environment,  together  vdth  currently  proposed  costs. 

Hopkins — 4  hours,  Burhoe— 4  hours 
Wednesday — April  19 

An  effort  simjlar  to  that  described  above  will  be  conducted  for  the  AT&T 
FADS  offering  as  it  now  exists,  together  with  the  existing  agent  telephone 
positions  Similar  to  the  previous  day's  effort,  a  writt^^n  paragraphized  func- 
tional description  delineating  all  applicable  FADS  characteristics  and  system 
costs  should  result. 

Hopkins — 4  hours,  Burhoe — 4  hours 

Thursday — April  20 

A  total  systems  critique  of  the  current  ACD,  FADS  and  agent  position 
operation  as  they  apply  to  the  Continental  reservations  sales  effort  should  be 
conducted  This  will  entail  a  somewhat  "blue  sky"  effort  delineating  reserva- 
tions sales  functions  which  could  or  should  be  incorporated  into  a  totally  new 
airline  ACD  package.  No  holds  are  barred  in  this  analysis. 

Hopkins — 4  hours,  Burhoe — 4  hours,  Huntley— 8  hours 

Friday— April  21 

This  dav  will  be  devoted  towards  marrying  the  previously  determined  "exist- 
in''"  ACd' specifications  and  the  "blue  sky"  specifications  into  a  siJecific  applica- 
tion to  the  Continental  reservations  sales  environment.  An  initial  written  system 
specification  and  block  diagram  should  result.  The  latter  part  of  this  day 
should  be  devoted  towards  coordinating  these  requirements  with  Messrs 
Purdom,  Jones  and  Drum.  „     ,,         r. , 

Hopkins— 4  hours,  Burhoe— 4  hours,  Huntley— 6  hours 
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Moudai/ — April  2-i 

Slippage. 
Tuef<(lay — April  25 

Traffic  statistics  including  ini)ut,  output  and  system  throughout  will  be  fully 
developed.  Specifically,  call  folumes  by  city  gate  group,  peaking  factors,  hold 
time  distributions  and  any  other  pertinent  statistical  information  available 
from  current  reservation  trunking  models  will  be  reviewed  and  thoroughly 
evaluated  as  a  system  design  parameter. 

Burhoe— 4  hours,  Huntley — 6  hours 

Wcdnesdaif — April  26  > 

This  day  will  be  devoted  towards  detailing  a  system  functionalized  concept 
to  the  major  function  subsystem  or  level.  Specific  consideration  should  include 
multiple  gate  operation,  computer  generated  audio  response,  outgoing  or  call- 
back service,  internal    (cross-office)   switching,  interconnection  to  Centrex,  etc. 
Hopkins — 4  hours,  Burhoe — 4  hours,  Huntley — 6  hours 

TJinrsday,  April  27 

Slippage. 
Friday— April  28 

A  review  of  the  entire  system  development  effort  will  be  conducted.  We 
should  at  this  time  have  developed  initial  but  firm  feeling  towards : 

A.  The  technical  feasibility  of  the  overall  project. 

B.  The  economical  feasibility  of  the  project. 

C.  The  corporate  risks  involved  in  assembling  a  working  system  on-line  by 
the  ;\Iay  1973  time  period. 

Burhoe — 6  hours,  Huntley — 4  hours. 

This  project  is  not  to  be  discussed  with  Telephone  Company  personnel  at  any 
time. 

C.  M.  Huntley. 
Attachment  D 

Hou  CcACDS — Prospective  Bidders  List 

1.  Collins  Radio  Company. 

2.  Stromberg-Carlson,  Communications  Divi-siou. 

3.  RCA. 

4.  Philco-Ford  Corporation.  Communications  and  Technical  Services  Division. 

5.  Page  Communications  Engineers,  Inc. 

6.  Northern  Telecomm,  Inc. 

7.  North  Electric  Company. 

8.  IBM. 

9.  ITT-Defense  Communications  Divisiorf. 

10.  Honeywell,  Inc. :  Data  Processing  Division. 

11.  Ericsson  Centrum,  Inc. 

12.  Burroughs  Corporation. 

13.  Fisk  Telephone  Systems. 

P^xHiBiT  2. — CCE  Newsletter  Excerpt 

Summer  1973 

Production  of  Obsolete  Switching  Equipment 

For  one  client,  the  central  office  switching  systems  of  all  of  the  United  States 
manufacturers  were  evaluated  and  the  production  of  equipment  by  types  esti- 
mated. The  equipment  systems  were  classified  as  follows  : 

(1)  Step-by-step  and  X-Y. 

(2)  Crossbar  or  reed  relay  matrix  with  wired  common  control. 

(3)  Crossbar  or  reed  relay  matrix  with  stored  common  control. 

Sad  to  relate,  obsolete  equipment  (1)  accounts  for  about  one-half  of  the 
current  production.  It  is  as  if  Ford  were  still  producing  50%  Model  T's  and  the 
remainder  split  between  1950  and  1974  models.  New  installations  of  X-Y  and 
step-by-step  are  still  being  made. 
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Exhibit  3. — Documents  Re  Actions  of  A.  T.  &  T.  Allegedly  Taken  Against  MCI 
and  Customers 

MCI  Telecommunications  Corp., 

Washington,  B.C.,  June  10.  1974. 
Mr.  Jerry  Hellebman, 

Senate  Antitrust  and  Monopoly  Suhcommittee, 
U.S.  Senate, 
Washington,  D.C. 

Dear  Mr.  Kellerman  :  Enclosed  is  a  series  of  instances  by  which  AT&T  has 
negatively  impacted  MCI's  marketing  efforts. 

Of  particular  interest  was  the  potential  account,  Young  &  Rubican.  which  had 
placed  an  order  with  MCI  for  service  and  then  cancelled  this  order  just  prior  to 
installation.  Young  &  Rubican  handles  the  advertising  for  New  York  Teleiihone. 
I  hope  you  will  find  these  materials  helpful. 
Very  truly  yours, 

Laurence  E.  Harris. 
Enclosures. 

The  enclosed  exhibits  set  forth  in  detail  actions  which  AT&T  and  the  Bell 
Operating  Companies  have  taken  against  MCI  and  MCI's  customers.  These 
actions  include  harrassment  of  MCI  customers,  denial  of  services  to  MCI  which 
are  routinely  provided  by  the  Bell  Operating  Companies  to  AT&T  Long  Lines, 
and  Western  Union  as  well  as  discriminatory  treatment  between  MCI  and 
AT&T  Long  Lines  and  delay  in  providing  services  to  MCI.  The  foUovv'ing 
memorandum  is  intended  to  be  a  summary  of  the  enclosed  material. 

HARRASSMENT  OF  CUSTOMERS 

Co  mpu  ter  Dimens  ions 

The  day  after  an  article  appeared  in  the  December  26,  1973  edition  of  Com- 
puter World  discussing  Computer  Dimensions,  Inc.'s  use  of  MCI  data  service. 
Southwestern  Bell  Telephone  Company  informed  Computer  Dimensions  that  its 
payments  for  the  past  two  years  had  been  reviewed  and  that  there  was  reason 
to  require  Computer  Dimensions  to  give  Southwestern  Bell  a  two-mouth  deposit 
on  all  services.  Computer  Dimensions  stated  that  since  all  bills  during  the  last 
year  had  been  paid  within  20-30  days  except  for  one  which  was  late  because  of 
Southwestern  Bell's  error,  Bell's  action  was  due  to  the  article  in  Computer 
World.  [Exhibit  1  (hereinafter  E )]. 

Young  d  Ruhicam 

The  Communications  Manager  for  Young  &  Rubicam,  a  New  York  ad  agency 
which  has  a  large  account  from  New  York  Telephone  Co.,  ordered  service  from 
MCI.  Inadvertently,  this  fact  was  published  in  an  article  in  Electronics  'News 
about  MCI's  New  York  opening.  New  York  Telephone  contacted  its  Young  & 
Rubicam  account  representative  and  asked  for  a  meeting  to  discuss  the  matter. 
Lee  Caputi,  Young  &  Rubicam's  Communications  Manager,  was  told  on  Novem- 
ber 5,  1973  to  prepare  a  presentation  for  November  5th  on  MCI  and  on  the 
issue  of  why  Young  &  Rubicam  should  go  with  MCI  service  and  jeopardize  a 
.$4.9  million  account  with  New  York  Telephone.  Although  no  one  ever  specifi- 
cally indicated  that  New  York  Telephone  would  switch  agencies,  the  implication 
was  obvious. 

New  York  Telephone  participated  in  the  presentation  and  recommended  that 
Young  &  Rubicam  re-evaluate  the  use  of  tie-lines  in  general  and  consider 
whether  or  not  WATS  lines  could  carry  the  extra  capacity.  At  this  point.  Young 
and  Rubicam's  upper  management  asked  Ms.  Caputi  to  ask  for  a  thirty  day 
delay  in  the  MCI  installation  so  that  Young  &  Rubicam  could  evaluate  its 
WATS  usage.  (E.2). 

Harris  Trust 

On  January  7,  1974,  MCI  installed  service  between  Chicago  and  New  York  for 
this  customer.  The  customer  desired  that  the  MCI  line  run  parallel  with  AT&T's 
existing  line  for  several  days  so  that  the  customer  could  be  assured  that  the 
MCI  line  was  working  well  before  disconnecting  AT&T;  however,  at  about 
9:00  A.M.  on  January  7th  the  AT&T  line  was  disconnected  although  the  cus- 
tomer had  not  issued  a  disconnect  order.  It  is  believed  that  New  York  Telephone 
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Company  issued  the  order.  The  customer  immediately  requested  that  service  be 
restored  but  as  of  3 :00  p.m.  on  January  10,  1974,  the  service  had  not  been 
restored.  The  customer  then  advised  ATt&T  to  forget  about  service  restoral 
since  MCI's  line  was  working  well.  (E.3) 

Maryland  Cup 

On  January  7,  1974,  the  customer  called  MCI  and  stated  that  MCI  should 
stop  all  action  on  the  customer's  order  of  service  to  New  York.  The  customer 
stated  that  a  Cheaspeake  &  Potomac  Telephone  Company  salesman  had  called  on 
her  and  explained  Bell's  Hi/Lo  service  (currently  being  reviewed  by  FCC  and 
not  in  effect  as  of  April  1974)  and  proved  that  Bell  would  be  less  expensive 
than  MCI.  (E.4). 

Pittsburgh  Plate  Glass 

For  years  Al  Basom,  Communications  Manager  for  Pittsburgh  Plate  Glass, 
has  only  needed  to  call  his  Bell  representative  for  his  sales  order  numbers 
(needed  to  co-ordinate  changes  in  service  to  be  provided),  however,  when  he 
called  to  obtain  the  sales  order  numbers  so  that  he  could  order  the  connection  of 
MCI  circuits  and  the  disconnection  of  Bell  circuits,  he  was  told  to  submit  the 
re(iuest  in  writing.  This  resulted  in  several  days  delay  in  the  insta^Uation  and  in 
loss  of  revenue  to  MCI.  ( E.5 ) . 

DENIAL  OF  SERVICES  PROVIDED  TO  AT&T  LONG  LINES 

Transittinff 

Transitting  is  the  interconnection  of  two  specialized  common  carriers  so  that 
they  can  provide  through  service.  Illinois  Bell  has  continued  to  take  the  position 
that  it  will  not  furnish  transitting  facilities  to  interconnect  the  MCI  and 
XCCC  terminals  in  Chicago,  even  though  Mr.  F.  J.  Woods  of  AT&T  stated 
during  the  hearing  on  MCI's  request  for  a  preliminary  injunction  that  AT&T 
would  permit  transitting.  AT&T  also  made  this  assertion  in  its  proposed 
Findings  of  Fact  and  Conclusions  of  Law  in  the  case.  (E.6). 

Local  Distribution  Areas 

Another  practice  on  the  part  of  AT&T  and  the  Bell  Operating  Companies 
has  been  to  deny  MCI  local  distribution  facilities  between  an  MCI  terminal  and 
a  customer  whose  premises  are  located  outside  of  a  local  distribution  area 
which  is  unilaterally  and  artificially  determined  by  AT&T  and  the  Bell  Operat- 
ing Companies  even  though  interconnection  to  permit  a  common  carrier  to  con- 
nect with  customers  outside  of  the  so-called  local  distribution  area  is  routinely 
lirovided  to  both  Long  Lines  and  Western  Union  in  the  form  of  interexchange 
facilities  (IXC).  (E.7)  An  illustration  of  this  practice  is  the  case  of  Simplicity 
Pattern  Company,  Inc.  of  Niles,  Michigan  which  is  a  suburb  of  South  Bend, 
Indiana.  Indiana  Bell  Telephone  refused  to  provide  local  distribution  facilities 
to  Simplicity  because  Niles  is  outside  the  South  Bend-Osceola  Local  Distribu- 
tion Area;  therefore.  MCI  cannot  provide  service  to  Simplicity.  (E.8).  Other 
examples  include  A.C.F.  Industries  in  St.  Charles.  Missouri,  (E.9),  Ptiger.  Inc. 
in  East  St.  Louis,  Illinois  (E.IO),  Hewlett  Packard,  Paramus.  New  York.  E.ll), 
Aijplied  Logic,  Princeton.  New  Jersey,  (E.ll),  Management  Science  Associates, 
Inc.,  Des  Plaines,  Illinois,  (E.ll),  Hewlett  Packard,  Rockville,  Maryland, 
(E.12),  Litton  Industries,  Reston,  Virginia,  (E.12),  The  Southland  Corp., 
Falmouth,  Virginia,  E.13),  and  Bethpage,  Elmsford  and  Westburv  in  the  New 
York  area.  (E.14) 

foreign  Exchange  Service  (FX) 

This  is  a  form  of  private  line  service  which  allows  a  businessman  located  in 
one  state  to,  in  effect,  maintain  a  local  telephone  within  another  State.  AT&T 
and  the  Bell  Operating  Companies  have  consistently  refused  to  provide  MCI 
with  the  local  distribution  facilities  necessary  to  provide  the  service,  resulting 
in  backlogs  of  unfilled  orders  and  loss  of  revenue  to  MCI.  (E.15,  see  E.  12  &  13). 
Denial  of  this  service  also  causes  the  related  problem  of  restrictions  being 
placed  on  the  customer's  capability  to  dial  directly  into  the  local  exchanges 
from  his  private  line.  (E.16,  E.17) 

Common  Control  Sicitching  Arrangement  (CCS A) 

CCSA  is  a  private  line  system  used  for  linking  the  various  oflBces  of  a  large 
company  through  private  lines  connected  by   switches  on  the  local  telephone 
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company's  premises.  AT&T  and  the  Bell  Operating  Companies  have  denied 
MCI  the  local  distribution  facilities  needed  to  provide  the  private  line  links, 
resulting  in  unfilled  orders  and  loss  of  revenue  to  MCI.   (E.18  and  E.19) 

Customer  Premises 

Local  distribution  facilities  will  only  be  provided  to  an  MCI  customer's 
premises.  No  such  restriction  is  put  upon  AT&T  Long  Lines..  An  example  of 
this  restriction  is  the  refusal  of  Bell  Telephone  Company  of  Pennsylvania  to 
install  local  distribution  facilities  in  space  leased  by  Dialco  (an  MCI  customer) 
in  the  MCI  terminal  because  this  was  not  the  customer's  premises.  (E.20  and 
E.21). 

DISCRIMINATION  BETWEEN  MCI  AND  AT&T  LONG  LINES 

This  area  necessarily  includes  denial  of  services  to  :\ICI  which  are  provided 
to  AT&T  Long  Lines  as  discussed  supra  but,  in  addition,  includes  services 
which  are  provided  to  MCI  on  a  different  basis  than  that  upon  which  they  are 
provided  to  AT&T  Long  Lines  and  Western  Union. 

Interstate  -  Intrastate 

In  several  instances,  the  Bell  Operating  Companies  have  stated  that  the  local 
distribution  facilities  which  are  considered  interstate  service  when  provided  by 
the  Bell  Operating  Company  to  AT&T  Long  Lines  will  be  considered  intrastate 
service  when  provided  by  the  Bell  Operationg  Company  to  ;MCI.  This  would 
result  in  a  higher  rate  to  the  customer  for  the  local  distribution  facilities.  A 
prime  example  is  the  case  of  Korvettes.  (B.22)  Other  examples  are  Telemart 
Consultants  (Harris  Intertype)  in  Ohio  (E.23)  and  St.  Regis  Paper  in  New 
York.   (E.24)   The  FCC  has  reciuired  Bell  to  explain  this  practice.    (£.2")). 

Diserimin-atory  Installation  Charges 

New  York  Telephone  stated  that  to  provide  service  to  Metromedia  (an 
MCI  Customer),  it  would  charge  the  customer  $2.30  per  month  and  charge  an 
installation  fe  of  $50.00  for  a  room  curcuit  to  connect  MCI  equipment  to 
Metromedia's  frame.  AT&T  Long  Lines  is  not  charged  for  this  service.   (E.26) 

Free  Servic-es 

Mr.  Eric  Kert.  Corporate  Treasurer  of  Rigensteiner  Publishing  Enterprises  (a 
prospective  MCI  customer),  advised  his  MCI  representative  that  he  probably 
would  not  use  MCI  Service.  His  reason  was  that  when  his  existing  service 
(provided  by  AT&T  Long  Lines)  fails,  he  uses  the  direct  dial  network  at  no 
cost  to  him  upon  the  advice  of  his  Illinois  Bell  Telephone  marketing  representa- 
tive. ISlr.  Kert  further  stated  that  when  his  line  had  been  down  for  two  hours, 
he  had  used  the  direct  dial  network  and  the  toll  charges  were  picked  up  by 
Illinois  Bell  Telephone  Company.  ( E.27 ) 

Diversification 

According  to  information  given  to  an  MCI  representative,  minimum  of  2.")%  of 
the  circuits  for  a  given  customer  to  a  given  premise  are  automatically  placed 
upon  different  carrier  systems  by  the  Bell  Operating  Companies  for  AT&T  Long 
Lines  (diversified)  so  that  service  will  not  be  totally  cut  off  if  one  carrier  sys- 
tem is  out.  When  MCI  asked  for  such  diversification  in  circuits  for  Gateway 
Transportation  to  avoid  the  recurrence  of  a  three  hour  failure  in  the  circuits, 
Illinois  Bell  refused  the  request  stating  that  it  was  not  in  the  practice  of  insur- 
ing diversity  of  circuits.  (E.28) 

Other 

Another  example  of  discrimination  is  an  anonymous  note  written  on  the  cover 
of  a  piece  of  MCI  equipment  in  a  customer's  wire  closet  which  stated,  "This 
does  not  belong  here.  Please  remove."  The  Bell  foreman  stated  that  he  had 
not  done  it  and  that  he  would  instruct  his  people  that  MCI's  equipment  has 
every  right  to  remain  in  any  wire  closet.  (E.29) 

A  final  example  of  discrimination  involves  an  MCI  employee  who  was  dis- 
missed from  MCI  through  mutual  agreement.  He  was  formerly  an  employee  of 
AT&T  Long  Lines.  After  leaving  MCI,  he  re-applied  at  Long  Lines.  He  was 
informed  that  it  was  AT&T  Long  Lines'  policy  that  anyone  leaving  them  and 
going  to  work  for  MCI  was  not  eligible  for  re-hire.   (E.30) 


3005 

Delay 

Numerous  examples  can  be  cited  of  Bell's  delay  in  providing  local  distribu- 
tion facilities  to  MCI.  (E.31)  One  example  is  New  York  Telephone  Company's 
delay  in  supplying  interconnections  to  Centrex  CO  equipment.  As  of  January  15, 
1974  MCI  was  abruptly  informed  by  Bell's  Business  Relations  people  that  all 
MCI  orders  of  this  type  were  on  hold  until  additional  information  concerning 
the  distant  end  equipment  was  provided  by  MCI.  This  was  the  first  time  that 
the  lack  of  such  additional  information  was  given  by  Bell  as  a  reason  for 
Bell's  delav  in  filing  this  order.  Bell's  new  requirement  immediately  affected  a 
scheduled  January  10,  1974  service  date  for  Reynolds  Securities.    (E..32) 

A  major  example  is  the  experience  MCI  had  in  attempting  to  secure  local 
distribution  facilities  from  Southwestern  Bell  Telephone  Company.  This  is'set 
forth  in  the  material  comprising  E.  .^3. 

Another  (Example  of  delay  is  Bell's  failure  to  honor  commitments  to  coordinate 
the  disconnection  of  Bell  service  with  the  connection  of  IMCI  service.  In  several 
instances  a  firm  time  was  set  and  Bell'sf  representative  failed  to  show  up  or  was 
not  qualified  to  perform  the  disconnection.  Examples  include  Chas.  Pfizer  &  Co., 
(E.34),  Motor  Vehicle  Manufacturer's  Association,  (E.35),  Sherwin  Williams, 
(E.36),  Getty  Oil,  (E.37)  and  Williams  and  Company.  (E.38) 

A  blatant'  example  of  Bell's  delaying  tactics  is  illustrated  by  the  case  of 
J.  Walter  Thompson.  This  customer  is  located  on  the  26th  floor  of  the  John 
Hancock  Building,  and  the  MCI  terminal  is  on  the  93rd  floor  of  the  same  build- 
ing. On  December  12.  1973,  JiICI  requested  a  house  pair  running  inside  the 
building  to  connect  the  MCI  and  the  customer.  MCI  was  informed  on  December 
19th  that  such  an  arrangement  was  "special"  and  would  require  six  weeks  just 
to  price  and  an  indefinite  period  before  final  installation.  Bell  was  willing  to 
give  MCI  a  loop  running  from  the  26th  floor  to  the  16th  floor,  to  the  Superior 
Street  Central  office  (a  V2  mile  distance),  back  to  the  16th  floor,  and  finally  to 
MCI  on  the  93rd  floor.  The  customer  has  indicated  he  would  be  extremely 
unhappy  with  this  since  it  means  more  distortion  for  his  data  line.   (E.39). 

Another  example  of  delay  is  Bell's  practice  of  losing  orders.  The  case  of 
Smith-Barney  involved  a  delay  from  November  1.'.  1973  when  the  order  was 
placed  by  MCI  for  local  distribution  facilities  to  January  31,  1973  when  the 
circuit  was  finally  installed.  (E.40) 

Yet  another  means  of  delay  has  been  Bell's  refusal  to  provide  service  until 
tariffs  were  approved  by  the  State  Public  Utility  Commissions  even  though  the 
Federal  Communications  Commission  (FCC)  notified  Bell  that  interstate 
tariffs  are  to  be  filed  with  the  FCC  and  not  with  the  states.   (E.41). 

A  final  example  of  delay  involves  Kopper  Maryland.  On  March  18.  1974,  Bell 
placed  its  demark  (interconnection  device  between  Bell  and  MCI  equipment) 
in  the  space  requested  by  MCI  but  on  March  21  moved  it  to  a  room  100  feet 
away.  An  additional  two  to  three  hours  work  was  done  by  MCI  to  meet  this 
demark.  MCI  complained  to  Bell  about  the  situation;  however,  MCI  had  no 
choice  but  to  wire  to  this  demark  since  MCI  had  made  a  committment  to  the 
customer  to  provide  service  on  March  2.">,  1974.  As  the  installation  was  nearing 
completion  on  March  2.".,  1974,  Bell  moved  the  demarc-ation  point  back  to  its 
original  location,  causing  further  expenditures  of  effort  on  the  part  of  MCI  and 
resulting  in  more  lost  time.  (E.42). 

Exhibit  1 

South wESTERTs"  Bell  Telephone  Company 

The  attached  article  appeared  in.  Computerworld.  Within  two  days  after  this 
article  appeared,  MCI's  customer,  Computer  Dimensions  Inc.,  was  contacted  by 
a  Southwestern  Bell  representative  who  stated  that  Southwestern  Bell  had  been 
reviewing  Computer  Dimensions'  payments  for  the  past  two  years  and  hence- 
forth Computer  Dimensions  would  have  to  give  Southwestern  Bell  a  two  month 
deposit  on  all  services. 

John  :  Funny,  how  competition  does  strange  things  to  Bell. 

Citv:  Dallas. 

MCI  Branch  :  Dallas. 

MCI  Rep. :  Tom  Richter. 

Bell  Assoc.  Co. :  Southwestern  Bell. 
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Customer  :  Computer  Dimensions.  Inc. 

MCI  Tvpe  Service  :  4E-  Voice  Dallas-Detroit. 

Bell  Type  Service  :  Bell  4800  &  9600  Data. 

When  Ordered :  9-17-73. 

When  Refused : 

Type  of  Problem  (refusal,  delay,  poor  service,  etc.)  :  Bell  Harassment  of  MCI 
customer 

Problem  12-31-73  4  :30  p.m.  CST. 

The  day  after  the  attached  article  appeared  in  Computer  World,  Bell  con- 
tacted Computer  Dimensions  regarding  billing  practices.  Bell  said,  in  effect, 
that  C.D.I,  payments  for  the  past  two  years  had  been  reviewed  and  that  there 
is  now  reason  to  require  C.D.I,  to  give  Bell  a  two-month  deposit  on  all  their 
services. 

James  L.  Fiot,  Administrative  Assistant  to  the  President  of  C.D.I. ,  told  me 
that  all  bills  during  the  last  year  (with  the  exception  of  one)  have  been  paid 
within  20-30  days.  The  November  '73  bill  was  paid  on  December  20,  1973  and 
was  "late"  because  of  Bell's  error  on  the  bill. 

Computer  Dimensions  feels  that  Bell's  action  is  due  to  the  announcement  by 
Rob  Frank  in  Computer  World  that  C.D.I,  will  be  using  MCI's  service. 

Thomas  E.  Richter. 

Net  Now  Reaches  14  Cities— Dallas  User  Eyes  High-Speed  MCI  Link 
(By  Ronald  A.  Frank) 

Dallas — MCI  Telecommunications  Corp.  has  added  Dallas  to  its  growing 
communications  network  which  now  reaches  14  cities." 

As  the  first  administrative  message  was  printed  out  on  a  teletypewriter  at 
the  network's  Dallas  regional  terminal,  the  specialized  carrier  was  completing 
linal  plans  to  connect  at  least  live  data  communications  users  to  the  MCI 
network. 

One  of  the  first  data  users  is  expected  to  be  Computer  Dimensions.  Inc.  which 
will  use  an  MCI  circuit  between  Dallas  and  its  multiplexer  site  in  Detroit. 

Computer  Dimensions  will  begin  running  0.600  bit/sec  data  on  the  link  as 
soon  as  it  is  available,  according  to  Robert  Smith,  operations  manager.  The 
MCI  circuit,  a  single  voice-grade  line,  will  be  a  test  for  the  company,  Smith 
said,  and  if  the  results  are  "as  good  as  or  better"  than  the  present  Bell  System 
facilities.  Computer  Dimensions  will  probably  order  additional  facilities  from 
MCI. 

Smith  said  he  expects  MCI  service  to  begin  shortly,  adding  that  one  of  the 
few  remaining  requirements  is  for  Southwestern  Bell  to  supply  the  necessary 
local  loops.  On  the  Detroit  end  of  his  MCI  link,  the  local  loops  are  already  in 
place.  Smith  said. 

Computer  Dimensions  plans  to  keep  its  Bell  link  side-by-side  with  MCI  s 
"for  at  least  30  days,"  Smith  said,  until  he  is  satisfied  with  the  reliability  of  the 
MCI  line. 

IMPORTANT  link 

The  Detroit  to  Dallas  route  is  an  important  part  of  the  Computer  Dimen- 
sions national  data  network.  Data  from  up  to  40  low-speed  data  customers  as 
far  east  as  New  York  comes  into  Detroit,  where  the  firm  has  a  General  Data- 
Conim  time-division  multiplexer.  The  combined  data  stream  is  transmitted  to 
the  Dallas  DP  center  at  9,600  bit/sec  using  Codex  modems. 

Smith  said  he  has  been  satisfied  with  the  performance  of  the  Codex  modems, 
and  he  is  especially  pleased  with  the  dial  back-up  capability  of  the  data  sets. 
When  the  existiug  Bell  3002  voice-grade  line  goes  down,  the  Codex  modems  are 
switched  to  a  dial  facility  through  a  DAA. 

Computer  Dimensions  has  transmitted  data  up  to  "about  an  hour  at  9,600 
bit/sec  on  dial-UD  lines  without  major  problems.  Smith  said.  "But  sometimes  we 
have  to  dial  a  s'econd  time  when  the  first  connection  sounds  extra  noisy,"  he 
explained.  „         ,.     ,.  j- 

The  (\)mputer  Dimensions  network  handles  a  variety  of  applications,  some  of 
which  are  turnkev  services  provided  by  the  firm  to  its  DP  customers.  The  com- 
pany relies  on  its"360/65  in  Los  Angeles  to  process  data  that  is  transmitted  from 
as  far  awav  as  the  East  Coast. 
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Anions  its  c-iistonuTs.  Computer  Dimensions  serves  beverage  distributors, 
credit  unions  in  Michigan,  and  a  network  of  teletypewriter  users  who  share 
some  of  the  line  capacity.  One  of  the  major  applications  is  an  aujto  parts 
inventory  system.  This  service  provides  car  dealers  with  inventory  control  for 
replacement  parts. 

Because  Computer  Dimensions  provides  services  to  customers  with  its  data 
network,  reliability  is  important  and  long  outages  cannot  be  tolerated.  In  this 
regard,  Smith  is  interested  in  MCI's  redundant  local  loop  offering.  This  allows 
the  user  to  get  a  second  (or  back-up)  set  of  local  loops  at  less  than  the  cost  of  a 
local  loop  from  Bell. 

I'nder  this  set-up,  the  second  local  loop  cannot  be  used  regularly  and  must  be 
held  in  resen'e  until  the  primary  local  loop  goes  down.  The  local  looi>  Has 
always  been  a  vulnerable  part  of  a  specialized  carrier  link  because  only  the 
phone  company  can  do  the  repair  and  maintenance. 

The  user  first  informs  his  specialized  carrier  of  a  local  loop  problem  and  the 
specialized  carrier  then  has  to  call  the  phone  company.  Often  this  process  is 
time-consuming  and  MCI  feels  the  second  loop  feature  will  help. 

TKOXTBLE-REPOKTIXG  SYSTEM 

While  Smith  is  anxious  to  begin  his  :MCI  service,  he  admitted  the  reliability 
of  a  line  is  a  hard  thing  to  measure.  After  years  of  experience  with  military 
data  communications  systems,  Smith  has  implemented  an  efficient  trouble- 
reporting  system  on  the  Computer  Dimensions  network. 

Using  old  Model  14  TTYs  (which  have  strip  printer  output)  all  network 
administrative  mes.sages  concerning  outages,  line  problems,  etc.,  are  printed  out. 
The  tape  from  the  strip  printers  is  reviewed  each  week  by  Smith.  He  trans- 
forms the  important  items,  together  with  critical  data  such  as  time  of  day  and 
duration  of  the  problem,  into  a  permanent  performance  record.  He  will  rely  on 
this  same  system  to  evaluate  the  MCI  line. 

Exhibit  2 

MCI  Telecommunications  Corp., 

Xovemier  15, 1973. 
Memoi'andum  For :  Larry  Harris. 
From :  Bruce  Marshall. 
Subject :  Young  &  Rubicam. 

The  attached  memorandum  concerning  the  subject  account  represents  mi/ 
hcst  knowledge  of  the  events  which  have  occurred  during  the  last  six  months. 
Specifically,  the  second  paragraph  in  the  section  labeled  "Recent  Developments" 
includes  information  obtained  from  Lee  Caputi  and  provided  to  me  on  a  con- 
fidential basis.  She  would  not  elaborate  on  any  of  the  details  associated  with  the 
AT&T  and  New  York  Telephone  Co.  involvement  and  indicated  that  there  were 
some  aspects  on  which  she  could  not  elaborate. 

The  "Summary"  section  should  be  re-emphasized  in  that  we  have  not  received 
a  cancellation  at  this  time.  Any  outside  reference  to  this  situation  could  have 
serious  implications  with  respect  to  the  order,  but,  more  importantly,  to  individ- 
uals associated  with  Young  &  Rubicam. 

If  I  can  be  of  assistance  in  clarifying  any  of  the  points  outlined  in  the 
memorandum,  please  call  me  at  the  Newark  office.  • 

Regards. 

B.R.M. 

November  13,  1973. 
■Memorandum  to  File 
From  :  BRM. 
Subject :  Young  d  Rubicam,  Order  No.'s  140.30140  and  14030141. 

Background  of  Order. 

On  May  10,  1973  Karen  ]Miller,  who  was  then  :Manager  of  Telecommunications, 
issued  a  letter  of  intent  on  behalf  of  Young  &  Rubicam  to  install  two  circuits. 
NY/Chi,  and  one  circuit,  NY/Det.  Her  boss,  Frank  Coppola    (Vice  President. 
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Administrative  Services),  was  copied  on  tlie  letter  of  intent.  He  also  attended  a 
half  day  seminar  in  New  York  on  June  5,  1973  conducted  by  the  P  P  &  N  Indus- 
try Team.  The  seminar  included  the  MCI  Story,  talks  by  Mr.  Cox,  Mr.  McGowan 
and  an  open  forum  for  questions.  , 

Karen  Miller  was  replaced  by  Lee  Caputi  on  .Tune  4,  1973.  The  P  P  &  N 
group  set  up  an  immediate  meeting  to  discuss  the  order  and  present  the  MCI 
Story  to  her.  The  order  Avas  confirmed  and  submitted  on  June  27,  1973.  Site 
surveys  were  conducted  at  each  location.  Local  loops  and  MCI  equipment  were, 
ordered  and  a  letter  of  agency  was  obtained  from  Ms.  Caputi  in  early  October 
to  coordinate  the  discontinuance  of  the  AT&T  circuits.  On  October  24,  1973 
Ms.  Caputi  attended  tlie  New  York  City  opening  and  toured  the  MCI  terminal. 

In  short,  the  order  was  in  hand ;  the  installation  was  under  control   ( dates 
were  scheduled)  ;  the  politics  of  the  account  appeared  to  be  under  contrfrf. 
Background  of  the  Problem 

It  was  known  by  the  P  P  &  N  Industry  Team  that  Young  &  Rubicam  was  the 
ad  agency  for  New  York  Telephone.  We  discussed  the  matter  with  Lee  Caputi 
on  several  occasions  and  she  assured  us  that  there  was  no  problem  since  MCI 
was  not  affecting  New  York  Telephone  revenue  directly.  However,  the  matter 
was  considered  wise  by  all  not  to  emphasize  the  Young  &  Rubicam  account 
under  the  circumstances. 

Recent  Developments 

In  the  October  29.  1973  issue  of  Electronics  News,  an  article  appeared  concern- 
ing the  New  York  City  opening  of  Octobei'  24.  In  the  article  reference  was  made 
to  several  MCI  customers,  including  "Young  &  Rubicam,  Advertising  Agency". 
It  appears  that  the  EN  reporter,  Ron  Schneiderman,  toured  the  terminal  area 
and  saw  Y  &  R's  name  on  the  tagged  local  loops.  I  contacted  Lee  Caputi*  after 
reading  the  article  and  informed  her  of  the  same  and  that  MCI  had  not  sanc- 
tioned the  referenced  customers.  At  that  time,  there  did  not  appear  to  be  a 
problem. 

It  now  appears  that  someone  from  AT&T  noticied  the  article  and  knew  that 
Y  &  R  was  the  ad  agency  for  NY  Telephone.  He.  in  turn,  notified  the  advertis- 
ing department  of  the  situation.  NY  Telephone  (no  names  available)  contacted 
the  Y  &  R  account  representative  and  asked  for  a  meeting  to  discuss  the 
matter.  Lee  Caputi  was  notified  on  November  .">.  1973  to  prepare  a  presentation 
for  November  6  on  MCI  and  why  Y"  &  R  should  go  with  the  MCI  service  and 
jeopardize  a  $4.9  million  account.  Although  no  one  ever  specifically  indicated 
tliat  NY  Tele  would  switch  agencies,  the  implication  was  very  obvious. 

NY  Telephone  participated  in  the  presentation  and  recommended  that 
Y'  &  R  re-evaluate  the  tie-lines  in  general  and  whether  or  not  Y  &  R's  WATS 
lines  could  carry  the  extra  capacity.  Y  &  R's  upper  management  has  asked 
Ms.  Caputi  to  ask  for  a  thirty  day  delay  in  the  MCI  installation  to  evaluate 
their  WATS  usage.  Several  significant  points  should  be  outlined: 

1.  NY  Tele  receives  all  credit  for  WATS  service  and  none  for  AT&T  Long 
Lines  service. 

2.  There  is  no  direct  competition  to  WATS. 

3.  They  have  created  a  delay  situation  l>y  recommending  another  alterna- 
tive, rather  than  forcing  a  cancellation  now. 

4.  A  forced  cancellation  under  the  circumstances  may  have  been  detri- 
mental in  the  case  against  AT&T,  which  is  now  in  process. 

MCI  Action:       * 

1.  New  York,  Chicago  and  Detroit  branch  managers  have  been  notified 
that  there  is  to  be  no  customer  contact  without  prior  approval  of  the 
P  P  &  N  Industry  Team. 

2.  The  installations  have  been  delayed  for  thirty  days  in  order  to  allow 
Y  &  R  to  finalize  their  decision. 

Summary 

MCI  is  in  a  very  sensitive  political  situation.  Ms.  Caputi  is  our  strongest 
ally  and  supporter  and  is  probably  why  the  order  has  not  been  cancelled.  Any 
reference  to  this  situation  outside  of  ^NICI  must  be  done  so  cautiously  or  we  may 
trigger  the  cancellation  and/or  result  in  the  dismissal  of  Lee  Caputi. 

Young  &  Rt-BicAM. 


On  November  1,  197.^ 
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New  York,  X.Y.,  Mau  10, 1974. 
Mr.  Bruce  R.  Marshall, 
MCI  Telecommunications  Corp., 
Xcw  York,  N.Y. 

Dear  Mr.  Marshall  :  It  is  the  intent  of  Young  &  Rubicam  to  have  MCI 
Telei-ommunications  Corporation  provide  the  following  services  to  Chicago, 
Illinois  and  Detroit,  Michigan  commencing  approximately  on  the  indicated 
dates. 


Quantity 

MCI  service 

From 

To 

Date 

Monthly 

Charge 

2 

1 

.  4KplusvDice  P/T 

do 

New  York,.. 

do 

...  Chicago 

...  Datroit 

September  1973. 

do 

$1,410 
585  _. 

1  $720 

Note: '  Each  installation  charge  $50  per  terminal,  $300  total. 


We  understand  that  these  rates  will  be  adjusted  downward  if  AT&T  were  to 
offer  comparative  service  at  a  similar  or  reduced  charge. 
Very  truly  yours, 

Karen  L.  Miller, 
Manager,  Telecommunications. 

Young  &  Rubicam, 

New  York,  N.Y. 

Ms.  McLOUGHLIN, 

American  Telephone  &  Telegraph  Co., 
Long  Lines  Department, 
New  York,  N.Y. 

Dear  Ms.  McLoughlin  :  This  letter  is  to  advise  you  that  we  have  designated 
the  MCI  Telecommunications  Corporation  as  the  agent  for  coordinating  the 
discontinuance  of  the  following  Long  Lines  services :  Circuit  FP019502001251, 
Circuit  FP019502002252,  Circuit  FP021775250. 

MCI  Telecommunications  Corporation  shall  have  no  billing  obligations  to  you 
with  respect  to  these  services. 
.  Sincerely  yours, 

Lee  Caputi, 
Manager — Telecommunications. 

Activated  by  MCI — Opens  N.Y.-Ciiicago  Link 
(By  Ron  Schneiderman) 

New  York — MCI  Telecommunications  put  another  nick  in  American  Tele- 
phone &  Telegraph's  Long  Lines  trunks  last  week  when  it  activated  its  New 
York  to  Chicago  end-to-end  voice,  data,  facsimile  and  teleprinter  service. 

MCI  Telecom's  first  link,  opened  early  last  year  between  Chicago  and  St. 
Louis,  by  AT&T's  own  estimates  has  already  captured  80  per  cent  of  the  Bell 
System's  long  distance  services  between  the  cities. 

Significantly,  40  per  cent  of  MCI  Telecom's  new  private  line  customers 
between  Chicago  and  St.  Louis  are  businesses  that  formerly  relied  exclusively  on 
Bell  System  long  distance  telephone  toll  calls  between  the  two  cities. 

"That's  what  scares  the  hell  out  of  them,"  William  G.  McGowan,  chairman 
and  chief  executive  of  MCI  Telecom,  said  here  last  week.  "AT&T  is  only  accus- 
tomed to  operating  as  a  monopoly."  " 

Among  the  customers  which  MCI  Telecom  picked  up  between  New  York  and 
the  Midwest  last  week  were  Control  Data's  Service  Bureau;  Pfizer;  Holiday 
Inn ;  Witco,  and  Young  &  Rubicam,  advertising  agency. 

A  Service  Bureau  spokesman  last  week  said  "The  MCI  link  we  have  is  a 
single  line  from  New  York  to  Cleveland  which  we  have  had  just  since  last  week 
on  a  trial  basis.  We're  just  looking  at  it." 

The  Federal  Communications  Commission,  meanwhile,  last  week  reaffirmed 
its  position  that  AT&T  must  file  its  tariffs  for  local  distribution  services  for 
specialized  common  carriers  with  the  commission  and  not  the  state  regulatory 
agencies. 
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The  Commission  said  that  AT&T's  plan  to  file  such  tariffs  with  the  state 
regulatory  commissions  appears  to  be  in  direct  conflict  with  the  statutory 
scheme  of  the  Communications  Act. 

The  FCC's  position  was  contained  in  an  Oct.  4  letter  signed  by  Dean  Burch. 
commissirm  chairman. 

"We  think  this  is  vei-y  significant,"  Mr.  McGowan  said,  "since  the  chairman 
usually  doesn't  sign  anything  like  this.  Most  correspondence  from  the  FCC  is 
signed  by  one  of  the  department  lawyers." 


Bernard  Strassburg.  chief  of  the  FCC's  Common  Carrier  Bureau,  last  week 
informed  MCI  Telecom  that  the  commission  has  "made  it  clear  (to  AT&T)  that 
s])ecia]ized  carriers  are  entitled  to  such  interconnection  facilities  as  are  neces- 
sary to  enable  such  carriers  to  furnish  the  services  they  are  authorized  to 
perform. 

"Accordingly."  Mr.  Strassburg's  letter  continued,  "we  confirm  that  MCI 
and/or  its  customers  are  authorized  to  secure  from  the  telephone  company  serv- 
ing the  area  the  various  types  of  local  interconnection  required  for  all  of  the 
services"  which  the  commission  originally  authorized  MCI  to  perform. 

Mr.  McGowan  said  that  within  .S  months.  MCI  Telecom  will  link  20  major 
T'.  S.  cities  to  form  its  national  business  communications  network.  The  final  link, 
to  Los  Angeles,  is  expected  to  be  made  in  January. 

Currently,  there  are  applications  before  the  FCC  from  10  major  specialized 
common  carriers  to  build  and  operate  private  line  systems  serving  some  200 
cities  in  43  states. 

MCI  Telecom ituxTCATioNS  Corp. 

November  7.  1973. 

Memorandum  For :  John  Antanies,  Fred  Noble  and  Dick  Reaser 

From :  Dick  Doelger 

Subject :  Young  &  Rubicam.  Inc. 

No  MCI  personnel  are  to  contact  subject  account  without  prior  approval  of 
the  P  P  &  N  Industry  Team  (202)  643-4535  until  further  notice.  We  are  having 
an  emergency  meeting  with  the  customer  on  November  S,  1973  to  discuss  some 
extenuating  circumstances. 

R.  .7.  D. 
Exhibit  3 

City  :  New  York  City. 

MCI  Branch :  Chicago. 

MCI  Rep. :  Thomas  Knight. 

Bell  Assoc.  Co. :  New  York  Telephone 

Customer :  Harris  Trust. 

IVICI  Type  Service  :  Voice — Chicago — New  York. 

Bell  Type  Service  :  Voice — Chicago — New  York. 

AVhen  Ordered  : 

When  Refused : 

Type  of  Problem  (refusal,  delay,  poor  service,  etc.)  :  Unauthorized  Service 
Cut." 

Problem  :  1-7-74,  9  :00  a.m.  (E.D.T.). 

On  the  above  date,  MCI  was  installing  service  between  Chicago  and  New 
York.  We  were  to  run  in  parallel  with  AT&T  for  several  days  so  the  customer 
could  be  assured  our  line  was  working  well  before  disconnecting  AT&T.  At 
about  9  :00  a.m.  on  January  7,  1974  the  AT&T  line  was  disconnected  although  no 
disconnect  orders  had  been  issued  by  the  customer.  It  is  helieved  New  York 
Telephone  issued  the  order.  The  customer  immediately  asked  for  service 
restoral.  As  of  3  :00  p.m.  on  1/10/74,  the  service  had  not  been  restored.  Customer 
advised  Bell  to  forget  about  service  restoral  since  MCI's  line  was  working  well. 

Thomas  Knight. 
Exhibit  4 

City :  Towson,  Maryland. 

MCI  Branch :  Towson. 

MCI  Rep. :  Warren  Davis. 

Bell  Assoc.  Co. :  Chesapeake  and  Potomac  Maryland. 


3011 

Bell  Rep. :  Riiss  Cooney. 

Customer :  Maryland  Cup.  , 

MCI  Type  Service  :  Ring  Down. 

Bell  Type  Service  :  Same. 

When  Ordered :  X/A. 

When  Refused  :  N/A. 

Type  of  Problem    (refusal,  delay,  poor  service,  etc.)  :  Under-Cutting. 

Problem  :  01-07-74,  1400. 

Mrs.  Muriel  Lutz  called  and  stated  she  v^-anted  MCI  to  stop  all  action  on 
MV1229001  (14080260)  and  service  to  NYC.  Reason:  C  &  P  salesman  called 
on  her  and  explained  Hi-Low  service  and  proved  that  "Bell"  would  be  less 
expensive  than  MCI  for  this  service.  Larry  Ingham  (CSR)  received  this  <?all, 
as  I  was  in  a  meeting  in  Philadelphia.  Word  passed  to  DC  oflSce  for  Rich 
DeRo.se  ( Salesman )  to  act  on. 

Warrex  Davis. 
Exhibit .-) 

City :  Pittsburgh. 

MCI  Branch :  Pittsburgh. 

MCI  Rep :  R.  Uhlhorn. 

Bell  Assoc.  Co. :  A.T.&  T.  « 

A.T.&  T.  Rep. :  D.  Y^olf 

Customer  :  Pittsburgh  Plate  Glass. 

MCI  Type  Service :  2- Way  Dial  Repeat  Tie  Trunks. 

Bell  Type  Service  :  CO.  Centrex. 

Type  of  Problem  (refusal,  delay,  poor  service,  etc.)  :  General  delaying  tactics 
and  an  attempt  to  confuse  customer. 

Mr.  Basom  (Comm.  Manager  for  PPG)  has  for  years  had  only  to  call  his 
A.T.&  T.  rep.  for  his  USSO  #'s.  However  when  he  called  for  USSO  #'s  so  that 
he  could  order  connection  of  MCI  circuits  and  disconnect  of  A.T.&  T.  circuits  he 
was  told  to  submit  the  request  in  writing.  Mr.  Basom's  A.T.&  T.  rep.  also  told 
him  that  it  would  be  necessary  for  him  to  obtain  a  local  Bell  interconnect 
number  which  has  not  been  necessary  in  the  past  and  is  apparently  not  neces- 
sary now. 

MCI  Telecommunications  Corp. 
Washington,  D.C.,  Fehriianj  26,  197',. 
Memorandum  To :  Ken  Cox ;  Larry  Harris ;  John  Worthington. 
From  :  Bill  McGowan. 

Re :  Antitrust. 

A  new  tactic  of  AT&T's  was  mentioned  to  me  by  Carl  Vorder  Bruegge 
yesterday. 

MCI  has  started  to  install  a  large  number  of  circuits  for  PPG.  a  customer 
who  is  happy  with  our  service  and  who  has  rebuffed  Bell's  attempts  to  discour- 
age installation  by  delays. 

This  past  week,  Bell  has  started  a  new  hassle.  For  years  they  have  accepted 
verbal  instructions  from  this  particular  communications  manager  (as  is  stand- 
ard for  the  industry  and  is  still  standard  for  all  other  customers)  for  any  and 
all  orders,  modifications,  cancellations,  etc.  They  now  have  notified  him^  that 
everything  must  be  done  in  writing. 


MCI  Telecommunications  Corp.. 

January  9,  1914. 
Memorandum  For  :  Larry  Harris. 
From  :  Carl  Vorder  Bruegge. 
Subject :  Bell  Telephone. 

Al  Basom  related  to  me  the  following  facts  today.  These  facts  are  a  perfect 
example  of  Bell  Telephone  damaging  MCI  by  predatory  practices  and  should 
be  the  basis  of  a  letter  to  Pennsylvania  Bell,  A.T.&  T.  and  a  copy  to  the  Depart- 
ment of  Justice. 

For  years  Al  has  ordered  connections  and  disconnections  from  A.T.&  T.  orallv. 
Yesterday,  January  8,  Al  endeavored  to  order  a  disconnection  of  a  private  line 
from  Detroit  to  Toledo  in  order  to  get  the  SSO  number  for  MCI  to  get  Bell  to 
connect  us  on  a  replacement  basis.  Al  was  told  that  he  would  have  to  request 
this  disconnection  in  writing  in  order  to  get  the  SSO  number  which  resulted  in 
several  days  delay  of  installation  of  the  circuit  and  loss  of  revenue  to  MCI. 
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Exhibit  A 
,  '  Illinois  Bell, 

Chicago,  III.,  October  18, 1913. 
Ms.  D.  Lewis, 
Local  Loop  Coordinator, 
MCI  Telecommunications  Co., 
Chicago,  III. 

Ms.  Lewis  :  This  is  in  reply  to  your  request  of  October  15,  1973  for  a  facility 
terminating  at  the  premise  of  Nebraska  Consolidated  Communications  Corpora- 
tion (NCCC)  on  the  44th  floor  of  20  North  Wacker  Drive. 

We  have  contacted  NCCC,  also  a  company  engaged  in  interstate  common 
carrier  service,  and  they  have  indicated  their  intention  to  connect  this  facility 
to  their  interstate  transmission  system.  Such  a  connection  constitutes  transiting 
and  not  local  distribution  and  is  not  part  of  our  contractual  obligation  with 
your  company.  Therefore,  the  facility  described  herein  will  not  be  provided. 

P.   I.  OVERAIYER, 

Staff  Supervisor. 
Exhibit  7 

City :  Chicago. 

MCI  Branch  :  Chicago.      • 

MCI  Rep. :  Dee  Lewis. 

Bell  Assoc.  Co. :  IBT. 

Bell  Rep. :  Dan  Kocher. 

Customer  :  J.  Walter  Thompson. 

MCI  Type  Service  :  Multipoint  Data. 

Bell  Type  Service :  A  house  pair. 

When  ordered :  12/12. 

Type  of  problem  (refusal,  delay,  poor  service,  etc.)  :  Delay. 

Problem :  12/29. 

The  customer  is  located  on  the  26th  floor  of  J.  Hancock  BIdg.,  MCI  terminal  is 
on  the  93rd  floor  of  the  same  building.  We  requested  a  house  pair  on  12/12  to 
connect  the  two  from  Bell  and  was  informed  on  12/19  that  such  an  arrangement 
was  "special"  and  would  require  6  weeks  just  to  price  and  an  indefinite  period 
toward  final  installation.  They  offered  to  give  us  a  "normal  loop"  which  would 
run  from  the  26th  floor,  to  the  16th  floor,  to  the  Superior  St.  Central  office  (a 
Vz  mile  distant),  back  to  the  16th  floor,  and  finally  to  the  93rd  floor.  The  cus- 
tomer has  indicated  he  would  be  extremely  unhappy  with  this  arrangement 
since  it  means  more  distortion  for  his  data  line.  Furthermore,  on  12/7,  at  the 
time  of  the  site  survey  the  customer  stated  that  he  would  seek  his  own  legal 
counsel  if  Bell  refused  to  comply  with  his  wish  to  stay  within  the  building. 
Coincidentally,  on  January  4th,  we  sent  a  letter  to  Bell  stating  our  understand- 
ing that  the  loop  would  be  ready  Jan.  9th  and  asking  for  their  comment  if  they 
felt  it  wouldn't  be.  They  did  not  respond.  The  promised  installation  date  of  1/17 
now  seems  out  of  the  question. 

Robert  G.  White. 

City :  Chicago. 

MCI  Branch :  Chicago. 

MCI  Rep. :  Dee  Lewis. 

Bell  Assoc.  Co. :  Illinois  Bell. 

Bell  Rep. :  Dan  Kocher. 

Customer  :  J.  Walter  Thompson. 

MCI  Type  Service  :  Miiltipoint  Data. 

Bell  Type  Service  :  A  House  pair. 

When  Ordered :  12/12/73. 

Tviie  of  Problem   (refusal,  delay,  poor  service,  etc.)  :  Delay. 

Problem :  1/11/74,  2  :30  p.m. 

Called  Dan  Kocher  and  requested  that  he  expediate  the  installation  of  the 
house  pair  loop  for  J.  Walter  Thompson  on  the  basis  of  it  not  leaving  the 
Hancock  Building  and  making  our  due  date  of  January  17th.  Mr.  Kocher  said 
he  would  try  to  do  whatever  was  possible,  and  if  he  was  successful,  we  should 
not  consider  this  a  regular  practice.  We  -sYiH  ^^^P  this  report  open  pending 
Bell's  completion  of  the  loop  installation. 

J.  Antanies. 
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MCI  Telecommunications  Corp., 
Washington,  B.C.,  January  11, 1974. 
Mr.  Charles  L.  Brown, 
President,  Illinois  Bell  Telephone  Co., 
Chicago,  lU. 

Dear  Mr.  Brown  :  During  the  hearing  on  MCI's  request  for  a  preliminary 
injunction  in  the  United  States  District  Court  for  the  Eastern  District  of 
Pennsylvania  on  November  15-16,  1973,  Mr.  F.  J.  Woods  of  AT&T  stated  that 
AT&T  would  be  willing  to  permit  transitting  between  two  or  more  common 
carriers.  Also,  On  November  26,  1973  AT&T  represented  in  their  Proposed 
Findings  of  Fact  and  Conclusions  of  Law  that  AT&T  would  permit  transitting 
facilities  to  interconnect  the  local  terminal  facilities  of  one  or  more  specialized 
carriers. 

Despite  these  representations,  Mr.  Phil  Overmyer  of  your  company  told  MCI 
that  there  had  been  no  change  in  Illinois  Bell's  position  not  to  furnish  MCI 
with  these  transitting  facilities  to  interconnect  MCI's  and  N-Triple-C's  termi- 
nals in  Chicago.  Mr.  Overmyer  stated  that  Illinois  Bell's  position  concerning 
transitting  remains  exactly  as  stated  in  their  letter  of  October  18,  1973  (see 
Attachment  I).  [Omitted.] 

Illinois  Bell  Tariff  No.  35  filed  with  the  Federal  Communications  Commission 
to  become  effective  January  11,  1974  and  Illinois  Bell  Tariff  Illinois  C.  C.  No.  1 
both  specifically  exclude  transitting : 

"The  facilities  furnished  are  provided  to  the  OC  solely  for  the  purpose  of 
local  distribution  and  shall  not  be  connected  by  the  OC  in  any  manner  as  to 
create  or  become  a  portion  of  a  circuit  which  transits  (does  not  terminate  in) 
a  local  distribution  area.  . ." 

I  am  sure  you  are  aware  that  on  December  31.  1973  the  United  States 
District  Court  in  Philadelphia  granted  MCI  injunctive  relief  against  AT&T. 
The  court's  ruling  requires  all  Bell  System  telephone  companies  immediately  to 
provide  MCI  with  interconnection  for  its  nationwide  business  communications 
network  on  a  basis  equal  to  the  interconnection  these  companies  provide  to 
Bell's  own  Long  Lines  Department. 

Not  only  has  Illinois  Bell  not  done  what  your  witness  Mr.  Woods  stated  and 
your  attorneys  represented  in  your  filed  Proposed  Findings  of  Fact  and  Conclu- 
sions of  Law  in  the  District  Court  hearing,  but  your  company  appears  to  be  in 
violation  of  the  District  Court's  order.  I  have  enclosed  a  copy  of  the  Court's 
order  for  your  information.  I  would  appreciate  hearing  from  you  upon  receipt 
of  this  letter  on  what  action  you  are  taking  to  expedite  the  correction  of  the 
harm  done  to  MCI  by  Illinois  Bell's  conduct.  Because  of  Illinois  Bell's  failure 
properly  to  work  with  MCI  for  the  provision  of  interconnections,  MCI  has  been 
unable  to  offer  our  customers  services  we  are  authorized  to  provide.  As  you  can 
well  imagine,  the  financial  damage  to  MCI  as  a  result  of  Illinois  Bell's  past 
actions  and  policies  as  well  as  the  image  damage  to  MCI  in  the  eyes  of  its 
customers  and  potential  customers  has  been  substantial. 

I  am  confident  that  Illinois  Bell's  future  actions  will  be  in  full  compliance 
with  the  District  Court  order  and  that  you  will  respond  in  writing  as  to  what 
corrective  action  you  are  taking.  I  know  that  I  can  now  look  forward  to  an 
era  of  full  cooperation  between  our  companies  for  our  mutual  benefit  and  for 
the  benefit  of  our  customers. 
Very  truly  yours, 

Laurence  E.  Harris, 

Vice  President. 
Exhibit  7 

Memorandum 

MCI  Telecommunications  Corp., 

September  24, 191/4. 
For :  Bill  McGowan. 
From :  Larry  Harris. 
Subject :  Interexchange  facilities. 

Bell  continues  to  offer  its  Long  Lines  Department  and  Western  Union  inter- 
exchange facilities  while  denying  the  same  to  MCI. 

I  have  been  in  discussion  with  AT&T  on  this  matter  for  the  past  ten  months. 
While  AT&T  verbally  states  that  they  will  treat  MCI  and  Western   Union 
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equally,  each  time  we  request  the  same  type  of  interconnecting  facilities  (IXC) 
that  Western  Union  receives  we  are  turned  down. 

As  recently  as  Friday,  September  21.  Mr.  Charlie  Jackson  of  AT&T  restated 
AT&T's  position  that  they  do  not  intend  to  offer  the  speoalized  carriers  IXC 
:focilities  until  the  Commission  approves  AT&T's  request  for  the  Hi  Lo  tariff 
filing. 

However,  both  AT&T's  Long  Lines  Department  and  Western  Union  continue 
to  be  able  to  buy  interexchange  facilities  and  thereby  are  able  to  serve  a  wider 
service  area  than  are  MCI  and  the  other  specialized  carriers. 

Exhibits 

Ihdiama  Bell, 
IndianapoMg,  Ind.,  January  2, 1971. 
Mr.  EIkstest  M.  CnrzzocsEO, 
Manager,  MCI  Telecommunication  Corp., 
South  Bend,  Ind. 

Dear  Krnie  :  This  letter  is  to  confirm  our  discussion  in  Indianapolis  on  Decem- 
ber 28,  1973  r^arding  the  expansion  of  the  South  Bend  -  Osceola  Local  Distri- 
bution Area  (LDA)  as  presently  enumerated  under  Indiana  Bell  tariffs  on  file 
with  the  Public  Service  Commission  of  Indiana. 

As  a  result  of  a  recent  review  of  the  deciMon  process  used  in  determining 
this  LDA.  including  additional  discussions  with  Michigan  Bell  Telephone  Com- 
Ijany  personnel,  we  do  not  intend  to  expand  the  area. 

Obviously  as  a  result  of  this  decision,  we  are  unable  to  provide  local  distribu- 
tion facilities  to  the  Simplicity  Pattern  Company,  Inc.  of  Niles,  Michigan  as 
requested  in  their  letter  dated  December  6,  1973  and  as  forwarded  to  me  by  you 
on  that  same  date. 

If  you  have  any  questions,  please  calL 


Jack  Trottt, 
Marketing  Staff  Supervisor. 

City :  South  Bend,  Indiana. 

MCI  Bep. :  EL  M.  Cuzxocreo. 

Bell  Assoc  Co. :  Indiana  - 

Bell  Rep. :  J.  TruitL 

Customer :  Simplicity  Pattern. 

MCI  Type  Service :  Man  Ring  Tie  Trunk  (2) . 

BeU  Type  Service :  Cable  facilities  and  trunk  equipment. 

When  Ordered :  12/5/73  11  :a.m. 

When  Refused :  12/28/73  11  :a.m. 

Type  of  Problem  (refusal,  delay,  poor  servif^e.  etc.)  :  Refused  service  and 
delayed  notifying  MCI. 

Problem :  12-28-73. 

Met  with  J.  Truitt  of  Indiana  Bell  and  was  informed  they  will  not  give  us 
the  Simplicity  Pattern  circuits.  They  consider  this  an  extension  of  the  LJO.A. 
Yet  in  the  meeting  of  11-29-73  Jim  McMabb's  memo  dated  11-29-73  Item  3  and  4 
they  agreed  and  would  handle  all  intercompany  arrangements. 

K  M.  CiTZZOCBEO. 

Elxhibitg 

City :  St.  Louis.  Missouri. 

MCI  Branch :  St  Louis. 

MCI  Rep. :  A.  R.  Becker. 

Bell  Assoc  Co. :  SWBT  Co. 

BeU  R^. :  C.  Barenkamp. 

Customer :  A.  C.  F.  Industries. 

MCI  Type  Service :  Two-way  manual  ringdown. 

When  Ordered :  01-31-74  1 :30  p.m.  CDST. 

When  Refused :  01-31-74  1 :30  p.m.  CDST. 

Type  of  Problem  (refusal,  delay,  poor  service,  etc)  :  RefusaL 

Problem :  01^1-74  1 :30  p.m.  CDST. 

This  circuit  is  a  new  order  that  was  telephoned  to  the  SWBT  Rep.  (C. 
Barenkamp).  Mr.  Barenkamp  said  he  would  accept  the  order  verbally  and  that 
I  could  send  him  a  written  confirmation  but  that  no  action  would  be  taken  on 
it  till  this  "thing"  was  settled,  as  the  customer  is  out  of  the  local  distribution 

A.B.BBCKES. 
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Exhibit  10" 

CSty :  St.  Louis,  Mo. 

MCI  Branch :  St.  Louis. 

MCI  Rep. :  A.  R.  Becker. 

Bell  Assoc.  Co. :  Southwestern  Bell. 

BeU  Rep. :  C.  Barenkamp. 

Customer :  A.C.F.  Industries  -  Pfizer. 

Problem :  2-20-74  2 :45  p.m. 

Placed  a  call  to  C.  Barenkamp  (SWBT  Rep)  to  inquire  about  status  of 
circuits  to  A.C.F.  Industries  and  Pfizer  Co.  Both  circuits  had  previously  been 
refused  by  SWBT  as  being  out  of  LDA.  He  reported  the  results  of  the  pourt 
decision  did  not  arrive  at  their  place  until  2:00  p.m.  yesterday.  He  said  the 
court  decision  and  how  it  affects  these  circuits  is  presently  being  studied  and 
that  he  would  call  me  later  today  or  the  first  thing  tomorrow  with  a  status 
report. 

A.  R.  Becker. 

City :  St.  Louis,  Mo. 

MCI  Branch :  St.  Louis. 

MCI  Rep. :  A.  R.  Becker. 

Bell  Assoc.  Co. :  SWBT. 

Bell  Rep. :  C.  Barenkamp. 

Customer :  A.C.P.  Industries  &  Pfizer,  Inc. 

Problem :  2-21-74  4 :00  p.m. 

Called  the  SWBT  rep.  (C.  Barenkamp)  this  p.m.,  and  he  reported  they  will 
give  us  loops  and  interconnects  to  Pfizer  in  East  St.  Louis,  Illinois  and  also  to 
A.C.F.  Industries  in  St.  Charles.  Missouri.  He  also  reported  they  hope  to  have 
the  details  worked  out  tomorrow  and  can  then  give  me  some  dates.  He  requested 
that  I  send  him  a  new  order  or  cancellation  on  two  previous  orders  for  Perfec- 
tion Photo  in  St.  Charles,  Missouri  and  Santa  Fe  Pipe  Line  in  St.  Peters, 
MisjSonrL 

A.  R.  Becker. 

City :  St.  Louis. 

MCI  Branch :  St.  Louis. 

MCI  Rep. :  Becker. 

BeU  Assoc.  Co. :  SWBT. 

Bell  Rep. :  Barenkamp. 

Customer :  ACP  Industries  &  Pfizer,  Inc. 

Problem  :  2-25-74  9 :13  a.m. 

Received  a  call  from  SWBT  (Barenkamp).  He  advised  me  he  was  attending 
a  meeting  this  morning  at  10:00  on  how  Telco  was  going  to  get  us  service  to 
ACF  Industries  in  St.  Charles,  Mo.  and  Pfizer,  Inc.  in  East  St.  Louis,  lU. 

A.  R.  Becker. 

City :  St  Louis. 

MCI  Branch :  St.  Louis. 

MCI  Rep. :  Becker. 

Bell  Assoc.  Co. :  SWBT. 

BeU  Rep. :  Barenkamp. 

Customer :  ACF  Industries  &  Pfizer,  Inc. 

Problem :  2-27-74  10 :40  a.m. 

CaUed  SWBT  (Barenkamp)  for  up-date  on  ACF  Industries  and  Pfizer,  Inc. 
service  dates.  He  reported  they  are  working  on  how  they  wiU  give  us  service  to 
those  customers. 

A.  R.  Becker. 

City :  St  Louis. 

MCI  Branch :  St.  Louis. 

MCI  Rep. :  Becker. 

BeU  Assoc.  Co. :  SWBT. 

BeU  Rep. :  Barenkamp. 

Customer :  ACF  Industries  &  Pfizer,  Inc. 

Problem :  2-28-74  2 :20  p.m. 

I  have  just  called  Scott  Brodey  and  advised  him  that  SWBT  is  dragging  their 
feet  on  giving  me  a  service  date  for  ACF  Industries  in  St.  Charles,  Mo.  and 
Pfizer,  Inc.  in  East  St.  Louis,  lU.  These  circuits  were  previously  out  of  the 
LDA.  Scott  said  he  wiU  contact  SWBT  and  escalate  the  problem. 

A.  R.  Becker. 
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EXHIBIT  11.— EXAMPLES  OF  MCI  CUSTOMERS  WHO  HAVE  ORDERS  FOR  CIRCUITS  THAT  TERMINATE  IN 
PENNSYLVANIA  THAT  ARE  ON  HOLD  DUE  TO  A  BELL  INTERCONNECTION  POLICY  PROBLEM  (OTHER  THAN 
THE  FACT  THAT  BELL  WENT  TO  THE  PUC) 


Thiokol 

Do 

...  FX 

Do 

Hercules 

Hewlett  Packard 

.-  Voice 

..  Voice 

Applied  Logic 

--  Data 

Management  Science 
Associates,  Inc. 

Voice 

Westinghouse 

Chilton  

-.  CCSA 

.-  FX - 

Philadelphia Washington _.  FX  service. 

Baltimore Washington FX  service. 

Philadephia Cleveland Hubs  out  of  Wilmington,  Del. 

Newark Philadelphia Hold    on    service— outside    of    ex- 

changfr-Paramus,  N.Y.  (IXC-265) 
area  code— 201. 

Newark Philadelphia Hold  on  service— outside  of  ex- 
change—Princeton, N.J.  (Served 
out  of  Philadelphia)  (IXC-924) 
area  code— 609. 

Pittsburgh Chicago Hold  on  service — outside  of  ex- 
change—Oes  Plaines,  III.  (IXC-298) 
area  code— 312. 

Pittsburgh Los  Angles CCSA  service. 

Philadelphia Cleveland Refused  alternate  FX  service  (pri- 
vate line  with  "switch"  for  FX. 
Same  application  as  alternate 
voice/data. 


Exhibit  12 

Examples  of  customers  for  which  orders  have  been  placed  with  the  telephone 

company  and  have  heen  rejected  by  the  telephone  company 

Customer  name  and  location:  Reason  for  rejection 

1.  Hewlett  Packard,  Rockville,  Mcl___  Out  of  DC  LD  area. 

2.  Litton  Ind.,  Reston,  Va Do. 

3.  Lever  Bros.,  Hammond,  Ind Out  of  Chicago  LD  area. 

4.  Computer  Sciences,  Elmsford,  N.Y  _  Out  of  New  York  LD  area. 

5.  American  Cyanunid,  Wayne,  N.J Out  of  Newark  LD  area. 

6.  Perfection  Photo,  Greensberg,  Pa Out  of  Pittsburgh  LD  area. 

7.  Vought  Elec.  (LTV),  Syosset,  N.  Y_ _  Independent  Telco  territory. 

8.  Reliance  Electric,  Philadelphia,  Pa_-  Centrex  station  connection. 

9.  Getty  Oil,  Philadelphia,  Pa PBX  dial  tie  trunk  connection. 

1 0.  Rothschild,  Philadelphia,  Pa Ring  dn.  key  eg.  connection. 

12.  Westinghouse,  Chicago,  111 CCSA — access  lines. 


Exhibit  13 

City :  Washington. 

MCI  Branch :  Washington. 

MCI  Rep. :  Andy  Fulton. 

BeU  Assoc.  Co. :  C&P  Washington. 

Bell  Rep. :  John  Ehrerett. 

Customer :  The  Southland  Corp. 

MCI  Type  Service :  Voice  Grade  Data. 

Bell  Type  Service :  4  wire  loop  only. 

When  Ordered :  1/25/74. 

When  Refused :  1/29/74. 

Problem :  1/30/74. 

This  loop  order  is  out  of  the  Washington  local  distribution  area  —  D/E  is 
Falmouth,  Va.  Mr.  Everett  advised  me  that  his  initial  inquiry  to  his  headquar- 
ters people  was  n^ative.  They  refused  to  authorize  the  order. 

John  Everett  said  he  has  gone  ahead  and  issued  the  order  to  the  field  so 
that  work  will  not  be  held  up  if  decision  is  reversed. 

Nelson  Boyd  talked  with  Mike  Bradley — order  will  be  processed  but  not 
connected  until  policy  decision  (court  case)  is  resolved. 

Andy  E'ui/roN. 
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DESJREO        2-7-/<i 


I  DATE  T 
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rEi»i  U50  17th  St.  KH    '..'achicslca,  DC 


Andy  Faltoa      .Cuitoiisr  Service  Ccordi»;ator    572-lSCO       1G2 


ToLCO  US£  ONLY 


US  lUJ;my  17.  ral=:octh.  Virslala         2nd  fir. 


703-371-5000 
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^ALTERNATE 
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APPLIED  TO  LOOP  AT  MCI    TELCO  DEMARC  NONE    gj       SF    (_^       OX    [J]       LOOP    [^"1 

SIGNALING     PATH  IF  OX  OR  LOOP  4«(  SIMPLEX    f^^]      TRANSMIT  PAIR   f^l       REC.     PAIR    (7^ 


TkeT^ 


1^^: 
^^r- 


ACCESS  CODE  . 


J  WAV  DIAL  RPTO.  TIE  TRK    [3]      S.     CO.  PBX  TRK      □        6.     STA.  LINE  CRT    Q 
CI   E  •  "  Cj  OX  n  GROUND  STR.  {^  GROUND  STR. 

r  ~1  «W  IPOS«>  □  2W  n  LOOP  STR.  ^D  LOOP  STR. 


rELCO  TO  PROVIDE  COMMON  GROUND         [X]  VES         [^J]  NO 


Plcici  pr.'.ldic  cao  ^-'..'irc  lea?  to  Chs  itoTCi  chotm  aidrcca  aad  torulcatc  In  a  42A 


blcclc  oa  back  u^ill  of  t:=l.-pioiQ  cq'J.cc::sit  roc;:(2ad  OLcor).  If  thla  loop  Kill 
utilise  H  carrier  plc::ac  co:i£lra  that  tbs  chcrid  is  noaco-:T^^<l=rcd. 


'IE 


"CI  .-:    y 

APPROVED  ■  -y^ 


Janttart  4,  1974. 

SAIiES  MaNAOEB, 

American  Telephone  and  Telegraph  Co. 

De^ar  Sm:  The  undersigned  appoints  MCI  Telecommunications  Ckirporation, 
or  any  of  its  affiliated  companies/  as  agent  (the  "Agent")  to  order  changes  to 
and  maintenance  on  specific  telecommunications  service  you  provide  to  the 
undersigned  inclufing,  without  limitation,  removing,  adding  to,  or  rearranging 
such  telecommunications  service.  This  specific  service  is  one  (1)  voice  grade  tie 
line  between  Dallas  and  Falmouth,  Va.  (circuit  number 

Appropriate   charges   should   be  billed   to   The   Southland   Corporation,   2828 
N,  Haskell  Ave.,  DaUas,  Texas  75221. 


1  "AflBllated    Companies"    refers    to    Interdata    Commnnlcations.    Inc.    MCI-New    York 
West.  Inc.,  Microwave  Communications,  Inc..  and  MCI  St  Iiouis-Texas.  Inc. 
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You  are  hereby  released  from  any  and  all  liability  for  making  pertinent 
information  available  to  the  Agent  and  for  following  the  Agent's  instmctions 
with  reference  to  any  changes  to  or  maintenance  on  the  undersigned's  telecom- 
munications service. 

You  may  deal  directly  with  the  Agent  on  all  matters  pertaining  to  said 
telecommunications  service  and  should  follow  its  instructions  with  reference 
thereto.  This  authorization  wiU  remain  in  effect  until  otherwise  notified. 
Yours  truly, 

B.  R.  Bbouoh, 
Director  of  Management  Information  Systems, 

The  Southland  Corp. 

Exhibit  14 
New  York  TEa^PHOWE  Compakt 

On  December  3.  1973  the  New  York  Telephone  Company  restated  their  policy 
that  they  would  not  provide  MCI  customers  outside  of  their  pre-determined 
local  distribution  area  (see  attached  letter). 

In  this  December  3,  1973  letter.  New  York  Tel  went  on  to  state  that  they 
would  not  allow  MCI  "connection  of  an  unrestricted  station  to  a  Centrex  or 
PBX  equipped  DID  or  AIOD  features  utilizing  Other  Common  Carriers  in 
providing  intercity  facilities."  Therefore,  New  York  Tele  continues  to  r^use  to 
supply  MCI  unrestricted  off  premises  stations  (OPS  service). 

New  York  Telephone, 
New  York,  N.T.,  December  S,  197S. 
Mr.  R.  R.  Reaser, 
MCI  Telecommunications  Corp., 
New  York,  N.Y. 

Dear  Mr.  Reaser:  As  you  have  requested,  this  letter  advises  why  we  have 
declined  to  process  certain  facility  orders  received  from  your  company. 

In  our  recently  filed  State  and  FCC  tariffs  for  Other  Common  Carrier  facili- 
ties which  your  company  has  agreed  to  on  an  interim  basis  pending  review  by 
the  respective  Commissi!n:s.  the  Local  Distribution  Area  for  New  York  City  is 
defined  as : 

"The  local  distribution  area  of  each  of  the  zones  of  the  New  York  Metro- 
politan Exchange  Area,  within  New  York  City,  is  comprised  of  New  York  City, 
and  with  respect  to  each  such  zone,  the  primary  calling  area  for  message  rate 
service  of  each  such  zone." 

We  are  returning  your  orders  for  facility  connections  between  your  ofBces  in 
New  York  City  and  Bethi)age.  Elmsford  and  Westbury  since  these  locations  are 
outside  the  LDA  boundaries  of  New  York  City. 

Our  Company  is  not  willing  to  undertake  the  connection  of  an  unrestricted 
station  to  a  Centrex  or  PBX  equipped  with  DID  or  AIOD  features  utilizing 
Other  Common  Carrier-provided  intercity  facilities.  We  will  connect  OPS  to 
PBX  systems  restricted  from  DID  or  AIOD  in  which  case  the  attendant  com- 
pletes incoming  and  outgoing  calls  provided  the  tariff  r^ulations  governing 
puch  connections  are  met.  i.e..  a  patron's  communications  requirement  exists  at 
each  iMint  of  interconnection. 

We  are  returning  two  orders  for  unrestricted  off-premises  stations  (OPS 
service) . 

We  are  also  declining  to  accept  your  suggested  form  Letter  of  Agency,  Initial 
Service.  We  find  the  contents  too  broad  to  meet  the  conditions  that  a  customer 
may  desire  to  authorize  MCI  to  act  as  their  agent.  We  suggest  that  the  cus- 
tomer on  his  letterhead  authorize  MCI  to  act  as  his  agent  for  a  specific  service 
for  a  certain  duration ;  also,  indicating  siiecifically  the  extent  of  the  orders  for 
which  he  wants  MCI  to  represent  him.  A  statement  of  the  customer's  accept- 
ance of  any  charges  involved  should  be  included. 

Should  you  have  any  questions  on  these  matters,  Mr.  E.  F.  Lafferty  on 
394-4355  is'famiUar. 


A.  R.  Van  Petten. 
Enclosures. 
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MCI  Thubcom  ircnsncATioiss  Cobp., 

November  6, 197S. 
Memorandmn  For :  Mary  Ferguson 
From :  Angdo  Wider 

Subject :  Retiimed  Loop  Orders.  Computer  Science  Corp.,  Schweber  Electronics. 
Would  you  kindly  sign  the  inclosed  returned  orders  and  return  to  me  as  soon 
as  possible.  Your  co-operation  will  be  greatly  appreciated- 
Thank  you. 
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MCI 

TELCO   FACILITY  nEQUISITION 
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Examples  of  customers  for  which  orders  have  been  placed  and  processed  hy  the  tele- 
phone company  hut  delays  in  installation  have  been  caused  by  the  telephone 
company 

Customer  name  and  location :  Rewon  far  ddaw 

1.  E.  F.  Button,  New  York..     Telco    will    not    provide    Hot    Cut    into 

Centrex;  Telco  will  not  provide  except 
with  dial  access  restrictions. 

2.  F.  S.  Mosely,  New  York___     Wrong    terminating    equipment    provided. 

3.  Standard     Brands,     New       Hot  Cut  into  wrong  appearance. 

York. 

4.  Harry  Alter,  New  York Delay    in    notification    of    pair    shortage 

until  due  date — took  2  weeks  to  provide 
loops. 

5.  Book- AUen,  New  York Wrong  intercennect. 

6.  Gateway,  Chicago Loops  open. 

7.  Faulkner     Dawkins.     Chi-     Unbalanced  loops. 

cago. 

8.  Saks    Fifth    Avenue,    Chi-     No  pairs  available. 

cago. 

9.  Chicago  Tribune,  Chicago.      Ckt.  termination  delay  (8  weeks) . 

10.  McGraw  Hill,  Chicago,: __  Do. 

11.  Sears,  Chicago Loops  delivered  late. 

12.  Sears,  Chicago LTnordered  restrictions. 

Exhibit  15 

MCI  TEUECOMMTTWICATIOlf  S  CORP.. 

September  25, 197S. 
Memorandum  for :  Bill  McCiowan. 
From :  Bert  Roberts. 

Subject:  BeU  Associated  Companies  Refusal  to  Connect  Business  Telephone  at 
our  Terminal. 

The  relevant  Bell  As  ociated  Companies  have  refused  to  install  customer 
business  telephones  at  our  terminals  for  connection  to  our  circuits  in  order  to 
provide  interstate  service.  We  must  have  this  type  of  connection  if  we  are  to 
supply  the  same  type  of  interstate  private  line  service  that  AT&T  now  calls 
Foreign  fixchange  (FX). 

Please  bear  in  mind  the  following : 

1.  This  service  is  provided  by  AT&T  in  competition  to  MCI  as  a  part  of 
Private  Line  Tariff  260  (Series  2006).  This  service  accounts  for  a  signifi- 
cant portion  of  the  interstate  private  line  market  from  which  MCI  would 
be  excluded  if  we  cannot  interconnect  to  customer  business  telephones 
located  at  our  terminals. 

2.  There  is.  of  course,  no  technical  diflBculty  in  providing  this  service  as 
demonstrated  by  the  thousands  of  such  installations  now  connected  by  Bell 
Associated  and  Indeiiendent  Companies  to  AT&T's  Long  Lines  facilities. 

3.  Price  for  this  service  is  not  in  issue — our  customers  are  willing  to  pay 
the  published  rate  for  these  business  telephones. 

Although  the  local  Associated  Companies  have  tariffs  for  this  type  of  bnsiness 
telephone  installation  and  claim  that  it  is  a  very  profitable  service,  it  is  appar- 
ent that  AT&T  has  decided  to  prohibit  its  Associated  Companies  from  providing 
this  service  in  order  to  reduce  competition  to  its  own  interstate  private  line 
service. 

It  is  perplexing  and  extremely  harmful  to  MCI  and  its  customers  that  we 
are  unable  to  provide  this  type  of  interstate  private  line  service  while  at  the 
same  time  AT&T  has  literally  thousands  of  customers  using  this  exact  service. 

City :  Baltimore. 

MCI  Branch :  Towson. 

MCI  Rep. :  Warren  Davis. 

Bell  Assoc.  Co. :  C&P  of  Md. 

BeU  Rep. :  Russ  Cooney. 

Customer :  T.  Rowe  Price  &  Ass. 
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MCI  Type  Service :  CO.  CJontrex. 

Bell  Type  Service :  Same. 

When  Ordered :  12-26-73. 

When  Refused :  N/A. 

T3rpe  of  problem  (refusal,  delay,  poor  service,  etc.)  :  Improper  service. 

Problem :  01-29-74, 1200. 

Lost  was  one  in-service  2000  has  01-28-74  with  one  problem.  Outbound  calls 
from  Bait  to  Wash  are  placed  on  open  intercept.  This  is  not  correct  operation. 
C&P  was  to  have  problem  cleared  by  0900  01-25-74  or  give  oper  an  access  code 
to  xfer  the  calls  to  Wash.  This  access  code  is  not  working.  C&P  has  all  hands 
on.  Board  at  the  moment.  They  can  restore  orig  C&P  svc  in  apx  2  hrs  if 
necessary  to  sRtisfy  cust.  Cust  now  using  DDD  for  few  calls  to  Wash  that  are 
necessary. 

W.  Davis. 

MCI  Teugcommxtivications  Cokp., 

Totcson,  Md.,  February  26, 197^, 
To :  Ted  Ittner. 
From :  Warren  Davis. 
Subject :  T.  Rowe  Price  Associates,  Inc. 

1.  Above  customer  turned  up  for  service  0930  on  1-30-74  two  each  ctrcuitB 
(MV1228002  and  MV1228003)  as  ordered  by  MCI  for  the  customer. 

2.  Several  restrictions  were  necessary  to  the  Centrex  II  system  due  to  lack  of 
PX  service,  etc. 

3.  After  several  hours  usage,  customer  in  Baltimore  started  complaining 
about  restrictions,  and  new  numbers.  Escalated  to  Ferguson,  and  L.  Harris  for 
assistance.  No  way  to  get  unrestricted  service. 

4.  Received  customer  request  via  De  Rose  to  go  back  to  C  &  P  facilities,  until 
MCI  could  provide  unrestricted  service.  Did  so  at  1655  on  1-30-74. 

5.  Baltimore  completion  reports  not  sent  in.  as  customer  cancelled  before 
mailing  time  on  1-30-74. 

Exhibit  16 

City :  Baltimore. 

MCI  Branch :  Towson. 

MCI  Rep. :  Warren  Davis. 

BeD  Assoc.  Co. :  C&P  of  Md. 

BeU  Rep. :  Russ  Cooney. 

Customer :  T.  Rowe  Price  and  Assoc. 

MCI  Type  Service:  Co  Centrex  (Two  Lines)  OPX  Stations  in  Washington. 

Bell  Type  Service :  Partially  restricted  CO  Centrex. 

When  Ordered :  See  Previous. 

Type  of  problem  (refusal,  delay,  poor  service,  etc.)  :  Customer  dissatisfaction. 

Problem :  1-30-74.  0945. 

Mr.  Childs  at  T  R  Price  not  happy  that  C&P  would  not  allow  previous  station 
numbers  2349  and  2348  (hunt  from  49-48)  to  remain.  In  order  for  C&P  to  pro- 
vide this  CO  Centrex  service  (without  allowing  FX  service)  the  partial 
restriction  is  required.  Instead  of  the  above  station  XRS  C&P  gave  access  codes 
1152  (2349)  and  1151  (2348)  for  access  to  the  Wash  OPX  staHons.  Any  sta  in 
Bait  dialing  1152  automatically  xfers  to  the  Wash  station  2349.  Same  with 
1151  to  2348.  Any  direct  call  from  Bait  in  the  Centrex  goes  to  intercept  if  2349 
or  2348  is  dialed.  The  recording  says  call  your  attendant  for  assistanced.  She 
can  then  either  xfer  the  call  via  1152  or  give  calling  party  the  1152  nr  to  dial. 

Richard  DeRose  (salesman)  informed  of  situation  as  weU  as  Jim  Ferguson, 
Xelso  Boyd 

W.  Davis. 
Exhibit  17 

City :  Chicago. 

MCI  Branch :  Chicago. 

MCI  Rep. :  Dee  Lewis. 

BeU  Assoc.  Co. :  Illinois  Bell. 

Bell  Rep. :  Dan  Kocher. 

Customer :  Standard  Oil. 
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MCI  Type  Service :  Off  Premise  Extension. 

Bell  Tyi)e  Service :  Local  Loop  &  Inter-Connect 

When  Ordered :  12/19/73,  2 :00  p.m. 

When  Refused :  12/26/73  11 :00  a.m. 

TjTpe  of  problem  (refusal,  delay,  poor  service,  etc.)  :  Restriction  of  in-dial 
capabilities. 

Problem :  1/8/74, 10 :30  a.m. — See  the  attached. 

On  Thursday.  January  3.  1974.  I  contacted  Dick  Beal  relative  to  my  request 
for  removal  of  the  direct  in-dial  restrictions  on  Standard  Oil.  Mr.  Beal  advised 
me  no  decision  had  been  made  at  that  time.  I  advised  Mr.  Beal  of  the  December 
31st  Court  Decision  and  requested  that  he  reconsider  in  light  of  Judge 
Newcomer's  decision.  Mr.  Beal  said  he  would  get  back  to  me  after  he  had  a 
chance  to  talk  to  his  iieople.  I  again  contacted  Dick  Beal  on  January  8,  1974,  to 
see  if  the  restrictions  were  removed  or  were  being  removed.  Mr.  Beal  advised 
me  IBT  was  attempting  to  determine  if  AT&T  had  been  successful  in  securing 
an  injunction,  and  that  no  action  was  being  taken  by  IBT  until  advised  by 
AT&T.  He  said  he  had  tried  to  contact,  and  I  believe  that  name  is,  Mr.  Wylie  of 
AT&T,  but  was  unsuccessful. 

Following  a  discussion  of  the  Standard  Oil  situation  with  Mr.  Larry  Harris, 
I  re-contacted  Mr.  Beal  to  advise  him  we  would  pursue  this  situation  through 
l^al  channels  since  a  resolution  did  not  api>ear  ix)ssible.  Mr.  Beal  indicated  he 
would  advise  his  upper  management  of  our  intentions. 

John  Antanies. 

City :  Chicago. 

MCI  Branch :  Chicago. 

MCI  Rep. :  Dee  Lewis. 

BeU  Assoc.  Co. :  niinois  Bell. 

BeU  Rep. :  Dan  Kocher. 

Customer :  Standard  Oil. 

MCI  Type  Service :  Off  Premise  Extension. 

Bell  Type  Service :  Local  Loop  &  Inter-Connect 

When  Ordered  :  12/19/73,  2 :00  p.m. 

When  Refused :  12/26/73. 11 :00  a.m. 

Type  of  Problem  (refusal,  delay,  poor  service,  etc.) :  Restriction  of  in-dial 
capabilities. 

Problem :  12/26A3.  2 :00  p.m. — See  the  attached. 

We  were  advised  by  Illinois  Bell  Telephone  that  they  had  restricted  direct 
in-dial  capabilities  on  Standard  Oil's  OPX  service,  Chicago-St.  Louis.  The 
effect  of  the  restriction  is  to  prevent  outside  callers  dialing  into  the  Standard 
Oil  network  and  ringing  the  St.  Louis  customer  location. 

Bell's  placing  the  restriction  at  this  point  in  time,  they  say,  is  a  result  of  the 
customer  moving  into  the  new  Standard  Oil  Building  with  BeU  analyzing  the 
move  order  and  determining  they  were  providing  service  that  essentially  is  E^ 
service  and  therefore  needed  to  be  restricted. 

I  contacted  Dan  Kocher,  Phil  Overmyer  and  Dick  Beal  of  Illinois  Bell 
requesting  they  reconsider  imposing  the  restriction,  since  in  my  opinion  the 
service  is  not  FX  service,  to  no  avail.  I  then  attempted  to  contact  Bill  Smith. 
Division  Manager,  and  Dick  Smith,  Assistant  Vice  President-Marketing,  but 
both  were  on  vacation.  I  contacted  Larry  Harris  who  advised  me  that  Charlie 
Jackson  of  AT&T  was  also  on  vacation.  When  no  one  at  higher  than  3rd  level 
at  IBT  was  available  to  discuss  the  situation.  I  again  contacted  Dick  Beal  and 
requested  that  IBT  remove  the  restriction  and  give  MCI  adequate  notice  that 
a  restriction  would  be  imposed  and  also  give  us  an  opportunity  to  discuss  the 
situation  at  a  higher  management  level. 

On  12/27/73.  I  again  contacted  Dick  Beal  relative  to  my  request  for  a  delay, 
and  he  advised  me  he  hadn't  had  the  opportunity  to  talk  to  all  the  people  he 
needed  to.  but  they  could  not  take  the  restriction  off.  He  added  that  IBT  was  in 
the  process  of  reviewing  all  customers  installed,  and  that  any  customer  now 
receving  non-restricted  OPX  service  would  be  restricted,  however,  they  would 
give  us  notice. 

I  advised  Mr.  Beal  I  felt  Bell's  action  was  arbitrary  and  capricious  in 
restricting  existing  service  without  prior  notice  to  MCI  or  our  customer. 

John  Antanies. 
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MCI  Tklbcommunications  Corp., 

September  25, 197S. 
Memorandum  For :  Bill  McGowan 
From :  Bert  Roberts. 
Subject :  Bell  Refusal  to  Provide  Service— CCSA. 

AT&T  offers  a  private  line  service  called  CCSA  (Common  Control  Switching 
Arrangement).  The  service  basically  involves  switching  centers  interconnected 
by  private  lines.  This  service  is  provided  by  a  combination  of  the  local  telco 
installing  and  maintaining  the  switch  equipment  located  in  their  central  office 
and  private  line  circuits  connecting  these  switches.  Approximately  twenty  of 
the  largest  users  of  private  line  services  presently  subscribe  to  CCSA  service 
from  Bell.  I  xinderstand  that  AT&T  is  actively  soliciting  many  other  lai^ 
private  line  users  to  turn  to  CCSA  service  so.  therefore,  we  can  expect  the 
number  of  CCSA  customers  to  grow.  As  a  percentage  of  the  total  private  line 
market,  we  estimate  that  CCSA  usage  could  well  account  for  over  ten  percent 
of  the  private  line  market. 

A  number  of  these  CCSA  customers  have  asked  MCI  to  provide  the  private 
line  interstate  circuits  between  the  switches  as  a  part  of  their  private  line  net- 
works. Associated  Bell  companies  have  refused  to  allow  this  type  of  connection 
even  though  they  provide  exactly  the  same  connection  for  independent  telcos  as 
well  as  AT&T  Long  Lines  Department.  Attached  is  the  correspondence  involving 
one  situation  where  Illinois  Bell  refused  interconnection  involving  a  CCSA 
service  for  Westinghouse. 

We  need  to  have  a  solution  to  the  above  problem  immediately  in  that  current 
customer  situations  are  being  effected.  This  is  a  service  that  the  customer 
wants  and  we  can  provide. 

Attachments : 

iLLXNOis  Bell, 
Chicago,  lU.,  May  1, 197S. 
Mr.  H.  W.  Gbekn, 
Bngineermg  Manager, 
Microwave  Communicatitms,  Inc., 
Chicago,  III. 

Dear  Mr.  Green  :  This  is  in  response  to  your  letter  of  April  17,  1973  in 
which  you  requested  termination  of  an  AT&T  CCSA  service  at  Westinghouse's 
premise  at  10  S.  Riverside  Plaza  in  Chicago.  Connection  of  this  service  cannot 
be  accomplished  under  the  terms  of  our  tariffs.  We  will,  of  course,  provide 
local  distribution  facilities  as  called  for  under  our  present  contract  which  will 
enable  you  to  provide  service  to  your  customer. 

Would  you  please  confirm  your  requirements  for  these  local  distribution 
facilities  in  view  of  the  tariff  conflicts.  I  will  withhold  issuance  of  the  order 
until  I  hear  from  joix. 
Sincerely, 

Daniel  J.  Kocher, 

Staff  Supervisor. 

MCI  Microwave  Communications,  Inc., 

Chicago,  III.,  April  17, 197S. 
Mr.  D.  J.  KocHER, 
c/o  Illinois  Bell  Telephone  Co.,    . 
Chicago,  III. 

Dear  Mr.  Kocher  :  On  June  30,  1972  MCI  requested  loops  and  interconnects 
required  to  provide  three  (3)  off  premise  extensions  for  Westinghoiise  Electric 
Corporation  into  their  CCSA  at  Chicago.  At  this  time  we  would  like  to  reinstate 
this  order. 

Please  provide  local  loop  facilities  between  our  equipment  area  in  the  John 
Hancock  Building  (#97fK»)  and  WestinghoMse  Electric  Corp.  at  the  following 
location:  Address:  10  S.  Riverside  Plasa.  Floor  7.  Chicago.  Illinois. 

Attached  is  the  MCI  Circuit  Request  form  to  furnish  you  with  the  additional 
information  you  will  require.  Please  note  this  order  is  for  three  (3)  circuits. 
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Please  forward  the  ai^licable  installation  and  monthly  charges  for  these 
facilities  to  be  leased  by  MCI.  I  look  forward  to  hearing  from  you. 
Stncei^ly  yours, 

Habold  W.  Obebh. 
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ROCKWBLL    iNTERNAlTONAli, 

El  Segundo,  CaUf.,  Apnl  24, 197S. 

MCI  CJOMMUNICATIONS  Ck»P., 

Bala  Cynwyd,  Pa. 
(Attn :  Nelson  E.  Boyd) 

Dear  Nelson  :  If  the  interconnect  problems  associated  with  CCSA  access 
lines  and  the  Bell  System  switching  locations  can  be  overcome  and  if  your 
service  is  expanded  to  the  Columbus  and  Detroit  areas,  it  is  the  intention  of 
Rockwell  International  to  allow  MCI  Communications  Corporation  to  provide 
the  following : 

40 — 4K  plus  voice  channels  from  Chicago.  Illinois  to  Columbus,  Ohio. 
Installation — approximately  April  1974 

36 — 4K  plus  voice  channels  from  Troy.  Michigan  to  Columbus,  Ohio. 
Installation— approximately  April  1974 
It  is  our  understanding  that  the  maximiun  charge  for  the  Chicago  circuits  is 
S10.906  and  the  maximum  charge  on  the  Troy  circuits  is  $7,410  end  to  end. 
Very  truly  yours, 

E.  C.  Smbdijey, 
Manager,  Corporate  Telecommunication*. 

MCI  TEi^EcoMKimiCA'noiNrs  C<«p., 

Womember  6, 1973. 
Memorandum  For :  Larry  Harris,  Jim  McNabb. 
From :  Bert  Roberts. 
Subject :  Attached  Letter. 

Attached  is  some  information  that  I  received  from  Bob  Pickett  concerning  his 
recent  conversation  with  Motorola.  I  believe  this  letter  is  pertinent  for  your 
Telephone  Company  files.  However,  the  customer  has  indicated  that  he  does  not 
want  his  name  used  in  connection  with  MCI's  interaction  with  the  Telephone 
Company. 

Attachment : 
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MCI  Telboommunications  Corp.. 

Chicago,  III.,  November  2,  IS7S. 
To :  Bert  Roberts. 
From  :  R.  W.  Pickett. 
Subject :  Motorola. 

On  November  1.  Lee  Flaschberger  and  myself  had  a  meeting  with  Mr.  Rich 
Wltkowski.  Manager  of  the  Dl  Tel  Network  for  Motorola,  relative  to  the  order 
they  are  placing  with  MCI  for  private  lines. 

Motorola  is  presently  a  CCSA  network  account.  They  are  Interested  in  con- 
verting their  private  lines  to  MCI  as  quickly  as  possible.  They  have  indicated 
the  private  line  network  we  can  handle  at  the  present  time,  approximately 
100  circuits,  would  be  converted  to  MCI.  The  first  part  of  the  network  we  are 
due  to  convert  will  be  ten  channels  between  Cleveland  and  Chicago.  We  have 
given  an  approximate  installation  date  of  January  5.  Based  on  the  success  of 
thivS  installation,  the  entire  network  would  be  converted  by  May,  1974. 

In  relation  to  our  interconnecting  to  a  CCSA  network,  Mr.  Wltkowski  tele- 
phoned Mr.  Tom  O'Malley,  AT&T  Account  Manager — Motorola,  explaining  to 
hira  their  desire  to  place  an  order  with  MCI  for  their  private  lines  within  the 
CCSA  network.  He  asked  Tom  directly  if  AT&T  would  Interconnect  to  MCI  in  a 
CCSA  network.  Tom  delayed  answering  for  several  minutes,  apparently  con- 
versing with  his  manager  in  Chicago,  and  then  stated  negatively  that  AT&T's 
policy  at  this  juncture  is  not  to  permit  a  specialized  common  carrier  to  inter- 
connect to  a  CCSA  network.  He  further  indicated  AT&T's  intent  to  file  a 
revision  to  tariff  #260,  making  all  interconnection  into  AT&T  more  stringent. 
However,  it  would  open  the  door  more  slowly  to  the  possibility  of  CCSA 
interconnect. 

We  requested  Mr.  Wltkowski  to  give  us  a  letter  stating  his  full  Intent  of 
converting  the  network.  Though  we  have  an  order,  he  was  reluctant  to  give  us 
a  letter  that  might  relate  to  his  Intent  to  fight  or  oppose  AT&T.  His  feeling  was, 
although  Motorola  is  a  major  AT&T  customer,  AT&T  is  a  bigger  customer  for 
Motorola;  therefore,  an  open  conflict  could  jeopardize  their  relationship  with 
AT&T.  There  is  no  doubt  in  my  mind  that  Motorola  will  convert  tlieir  network, 
provided  it  can  be  done  without  a  long  drawn  out  battle  with  AT&T. 

If  you  have  any  further  questions  or  would  be  interested  in  visiting  with  the 
customer,  please  let  me  know. 

Exhibit  20 

MCI  Tblboommtjnications  Corp., 

Fehnt^iry  19. 1.97-f . 
Memorandum  For :  William  Q.  McGowan. 
From ;  James  W.  McNabb. 

Subject :  Continuing  Critical  Problem — Interconnecting  with  Business   Lines. 
A  pattern  has  become  clear.  The  Bell  Telephone  Companies  have  taken  an 
extremely  firm  stand  on  some  a.^^pects  of  Interconnection  and  a  variable  stand  on 
several  others.  The  situation  is  as  follows : 

(1)  A  local  Bell  telephone  company  will  not  connect  business  lines  to  our 
customer's  equipment  when  that  equipment  is  located  irithin  the  premises  of  an 
MVT  tei-minak  Bell  states  this  is  a  matter  of  "policy."  (Their  policy  must  be 
that  either  the  preniises  of  a  t'ustomer  cannot  exist  within  an  MCI  terminal  or 
that  interconnection  within  an  MCI  terminal  constitutes  some  form  of  through 
service. ) 

(2)  In  fact,  the  local  Bell  companies  will  not  provide  business  lines  and  the 
Long  Lines  Department  will  not  provide  a  private  line  to  any  customer's  equip- 
ment so  long  as  It  is  located  at  an  MCI  tennlnal. 

<3)  Given  that  an  acceptable  customer  premise  exists  (acceptable  to  Bell), 
communications  must  originate  and  terminate  on  these  premises  and  the  cus- 
tomer must  have  a  regular  and  continuing  requirement  for  such  terminating 
communications. 

(4)  Direct  electrical  connection  can  only  be  made  through  switching 
equipment 

All  Bell  Companies  remain  absolutely  firm  on  situation  (1).  and  have  begun 
to  stand  firm  on  (2).  There  have  been  two  exceptions  to  (2)  actually  Installed 
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in  MCI  terminals.  First  was  the  Corn-Share  installation  in  Chicago.  For  nearly 
two  .years  we  leased  space  to  Corn-Share  and  had  over  50  business  lines  con- 
nected to  their  equipment  ( a  concentrator )  and  four  Bell  provided  private  lines 
connected  to  customer  owned  high  speed  modems.  However,  this  system  was 
not  moved  to  the  93rd  floor.  Late  in  1973,  Scientific  Time  Sharing  installed 
equipment  in  our  Detroit  terminal.  There  are  presently  six  business  lines 
connected  plus  one  private  line  from  Bell. 

With  regard  to  item  (3),  it  appears  that  all  Bell  telephone  companies  are 
now  insisting  that  some  form  of  communications  must  originate  and  terminate 
on  the  premises  of  the  customer.  It  is  only  necessary  however,  that  there  be  one 
device,  capable  of  initiating  or  terminating  communications,  such  as  a  teletype- 
writer. MCI  has  not  set  precedence  denying  this  requirement.  For  example,  in 
the  Trans-Union  System  a  high  speed  printer  w  located  on  customer  premises 
and  is  connected  through  the  time  division  multiplexer. 

We  have  a  very  fluid  situation  regarding  the  requirement  for  switching  equip- 
ment— item  (4).  Some  Bell  telephone  companies  have  recently  denied  service 
( refused  to  connect  business  lines )  because  a  multiplexer  was  not  considered  to 
be  switching  equipment.  One  company  (Pennsylvania  Bell)  recently  reversed  its 
decision — perhaps  because  precedence  had  been  set  on  the  Trans-l'nion  System 
in  St.  Louis.  Missouri.  We  are  now  in  the  process  of  trying  to  get  this  resolved 
with  all  Bell  affiliates. 

The  attached  memo  relates  some  of  the  events  for  a  particular  "potential 
customer" — Dialcom.  The  memo  also  indicates  that  similar  problems  are  "in 
the  works"  with  another  customer — Call-A-Computer. 

We  are  presently  attempting  to  resolve  all  four  situations  described  above.  I 
expect  considerable  difficulty  with  situations  (1)  and  (2).  There  are  several 
ways  to  "accommodate"  situation  (3),  and  we  hope  to  get  the  entire  Bell 
System  to  accept  multiplexing  equipment  as  switching  equipment. 

Situations  (1)  and  (2)  are  not  tariff  matters.  Bell  spokesmen  eventually 
admitted  they  were  matters  of  policy.  Situations  (3)  and  (4)  are  stated  in 
every  state  tariff.  However,  these  same  conditions  are  found  in  the  F.C.C.  No. 
260  Tariff  which  lists  Microwave  Communications  Corporation  and  N-Triple-C 
as  other  participating  carriers. 

MCI  Tblecommunications  Corp., 

Fehruary  12, 1974. 
Memorandum  For :  Bill  McOowan. 
From :  Jim  McNabb. 
Subject :  Dialcom  and  the  Crisis  of  Connecting  with  Local  Exchange  Service. 

On  Thursday,  January  31st,  I  was  informed  by  Jim  Ferguson  of  a  potential 
problem  with  Bell  of  Pennsylvania.  Jim  Ferguson  in  turn  had  been  informed  by 
a  Pa.  Bell  rep  ( Kent  Stevenson ) ,  that  Pa.  Bell  could  not  provide  a  certain 
service  as  MCI  was  not  recognized  as  a  specialized  common  carrier. 

Realizing  that  this  was  absurd.  I  called  Larry  O'Malley  of  Pa.  Bell.  Larry 
of  course  agreed  that  MCI  was  indeed  recognized  as  a  specialized  common 
carrier.  He  stated  that  the  real  problem  was  a  potential  violation  of  their  state 
tariff  which  was  modified  late  last  year  to  provide  for  interconnecting  with 
other  common  carriers.  Specifically,  I^arry  O'Malley  stated  that  the  mere  leasing 
of  a  few  square  feet  of  space  in  one  of  MCI's  terminals  did  not  meet  their 
tariff  provisions  for  a  customer's  premise. 

Perhaps  a  more  complete  understanding  of  this  situation  can  be  gained  by 
considering  the  specific  wording  in  Bell  of  Penns.vlvania's  tariff.  They  state  that 
ore  facilities  may  be  connected  with  local  or  long  distance  telecommunications 
service  (provided  by  the  Telco)  at  the  premises  of  the  customer  provided  that, 
"The  local  or  long  distance  telecommunications  service  or  Other  Common  Car- 
rier channel  facility  is  utilized  for  (1)  the  origination  or  termination  of  com- 
munications at  the  customer's  premises  where  the  connection  is  made  and,  (2) 
the  customer  has  a  regular  and  continuing  requirement  for  such  terminating 
communications."  Note  carefully  the  two  criteria  that  must  be  met  at  a  custom- 
er's premise:  (1)  Origination  or  termination  of  communications,  and  (2)  a 
regular  and  continuing  requirement  for  such  terminating  communications.  Also 
the  definition  of  the  term  "premises"  in  Tariff  260  is,  ".  .  .denotes  a  building  or 
buildings   on   continuous    property    (except   railroad    right-of-way,    etc.)    not 
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separated  hj  a  public  hijehway."  Leasini;  spare  in  MCI  terminals  certainljr 
meets  this  definition. 

Numerous  phone  calls  continued  between  Jim  Fet?ruson.  myself  and  Larry 
O'Malley.  It  was  agreed  that  in  order  to  remove  the  'Issue"  of  customer  prem- 
ises in  this  particular  case,  and  therefore  expedite  service  to  our  customer.  MCI 
would  utilise  other  already  existins  facilities  in  Pittsburgh  for  this  particular 
customer  (Dialcom)  and  we  so  informed  I^arry  O-Malley.  He  agreed  to  eiqpedite 
the  situation. 

By  Tuesday,  it  became  clear  that  Larry  O'Malley  was  not  making  adequate 
progress  even  though  he  flew  to  Pittsburgh  to  expedite  this  situation.  I  then 
called  E3d  Lowry  of  Bell  of  Pa.,  who  was  already  well  briefed  on  the  subject.  I 
stated  that  we  needed  immediate  resiM»nse  or  we  would  be  forced  to  elevate  this 
issue  to  higher  leveLs  in  Pennsylvania  Bell.  Ed  Lowry  agreed  to  get  back  to  me 
with  a  firm  answer  before  the  day  was  over. 

At  10:50  that  evening,  Ed  Lowry  called  and  pointed  out  that  they  could  not 
provide  the  desired  service  because  we  would  violate  two  conditions  in  their 
tariff.  (1)  In  their  judgment,  communications  did  not  originate  or  terminate  at 
the  customer's  premises,  and  (2)  connections  were  not  going  to  be  made  through 
switching  equipment.  SinecificaUy.  Pennsylvania  Bell  did  not  consider  a  time 
division  multiplexer  (TDM)  to  be  switching  equipment  and  they  did  not  con- 
sider any  administrative  tyiite  traflSc  generated  at  the  customer's  premises  to  be 
a  valid  tyi>e  of  communications  per  their  tariff  requirement. 

Next  morning  I  discus-sed  the  situation  with  Charlie  Jackson  of  AT&T.  I 
pointed  out  first  that  Pennsylvania  Bell  was  denying  service  to  MCI  that  was 
identical  with  service  Southwestern  Bell  has  been  providing  to  MCI  for  over 
two  years  now  -  sinecifically  Traus-rnion.  I  reminded  him  that  in  St.  Louis  the 
exchange  telecommunication  service  was  connected  directly  to  a  time  division 
multiplexer  throiigh  a  group  of  low  speed  data  sets  or  modems  and  that  the 
outi>ut  of  the  TDM  entered  a  4Sm  BPS  m«>dem.  traveled  over  the  Bell  supplied 
local  loop  to  our  terminal  at  the  liaclede  Oas  Bldg.,  and  from  there  was  trans- 
mitted over  MCI's  microwave  network  to  Chicago ;  where  it  accessed  a  computer 
located  in  a  Trans-l'nion  facility.  I  explained  to  Charlie  Jackson  that  this  was 
precisely  the  situation  with  Dialcom  and  that  in  fact,  we  had  just  "gone  active" 
on  a  similar  system  in  X  v  York,  I  went  on  to  explain  Bell  of  Pa.'s  position  re 
the  need  for  a  switch  and  their  belief  that  communications  was  not  being 
originated  or  terminated  at  the  customer's  premise.  I  further  informed  Charlie 
Jackson  that  in  a  manner  similar  to  that  now  being  utilized  by  Trans-Union. 
Dialcom  did  plan  to  install  a  termination  device  in  their  facilil^r  which  would 
work  through  the  TDM  and  therefore  access  the  Telco  supplied  local  loop. 
Therefore,  we  would  meet  the  test  of  utilizing  the  Other  Common  Carrier 
facility  for  origination  or  termination  of  communications. 

Charlie  Jackson  stated  that  if  it  were  not  for  the  feet  that  apparently  a 
precedence  had  been  set.  AT&T  would  Mckup  Bell  of  Pa-'s  interpretation  of 
their  state  tariff — ^namely,  that  a  switch  was  required,  that  communications 
must  originate  and  terminate  at  the  customer's  premise  and  that  the  leasing  of 
space  in  an  MCI  terminal  by  itself  did  not  constitute  a  customer's  premise. 
However,  he  stated  that  because  of  these  precedents  they  would  take  the  matter 
tmder  advisement  immediately  and  attempt  to  call  me  back  immediately. 

I  informed  Charlie  Jackson  that  in  MCPs  judgment  a  TDM  was  clearly  a 
switch.  I  then  referred  him  to  a  letter  written  by  Kelley  K  Griffith  addressed  to 
Mr.  Thomas  W.  Scandlyn  re  proper  interpretation  of  certain  portions  of  AT&T's 
tariff  FCC  2C»0  where  the  provisions  in  question  related  to  the  proposed  inter- 
connection of  the  private  microwave  facilities  of  G.E,  with  the  Bell  System's 
private  line  facilities,  offered  under  that  tariff.  I  read  to  him  the  second  basic 
principle  of  tariff  construction  as  contained  in  that  letter.  That  second  basic 
principle  of  tariff  construction  is  as  follows : 

"Second,  the  Commission  and  the  c«>urts  have  held  that  "tariffs  are  to  be 
interpreted  according  to  the  reasonable  construction  of  their  language."  29  FCC 
1205;  1213  Your  letter  construes  the  tariff  term  "switching  equipment"  as 
including  only  certain  kinds  of  switches,  "such  as  PBX,"  Since  your  tariff 
does  not  define  "switching  equipment"  in  the  way  you  want  to  define  it,  the 
term  must  be  construed  in  its  ordinary  meaning  and  may  not  be  given  the 
restricted  definition  you  seek  to  give.  Switching  is  defined  by  BeU  Telephone 
Laboratories  in  its  "Telecommiuiicatlons  Switching  E«]nlpment  Directory"  as 
"a  device  for  making,  breaking,  or  changing  the  connections  in  a  circuit." 
Standard  dictionaries  also  define  a  switch  as  any  device  used  to  open,  dose,  or 
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divert  an  electric  circuit.  We  have  no  doubt  that  GE's  proposed  "jack  field"  is 
"switching  equipment"  within  the  ordinary  meaning  of  tiiis  term  and  thus 
within  the  meaning  of  the  tariff.  By  the  use  of  such  equipment,  it  is  clear  that 
electrical  circuits  may  be  made,  broken,  changed  or  diverted." 

I  stated  that  a  TDM  clearly  is  a  device  that  adheres  to  the  above  definitions. 
Mr.  Jackson  did  not  agree.  In  fact,  he  informed  me  that  AT&T  had  made 
appropriate  wording  modifications  to  their  tariff  such  that  this  issue  would  l>e 
cleared  up.  I  then  informed  Charlie  Jacks<iu  I  had  just  spoken  with  Kelley 
GriflBth  and  he  stated  that  this  entire  issue,  namely,  his  letter  of  3/2»  13  had 
l>et>ome  a  ruling  and  that  in  his  judgment  this  ruling  was  now  in  effect.  Charlie 
Jackson  took  issue  with  this  point  and  said  AT&T  did  not  accept  this  as  a 
niling.  So  much  for  the  usual  agreement  between  AT&T  and  the  PCC.> 

I  talked  again  with  Ed  Lowry  of  Bell  of  Pa.  I  informed  him  of  my  conversa- 
tion with  Charlie  Jackson  and  I  informed  him  in  some  detail  of  the  precedent 
setting  situation,  with  Tians-ITnion.  He  api^eared  sxirprised  and  stated  he 
would  immediately  deliver  this  'Taew  information"  to  those  (at  Bell  of  Pa.) 
who  were  interpreting  their  tariff  and  that  he  would  call  me  back  before  the 
end  of  the  day. 

During  the  conversation.  I  advised  both  Messrs.  Jackson  and  Lowry  that  MCI 
was  extremely  upset  over  BeU  of  Pa.'s  actions  and  that  they  wexe  jeopardizing 
our  ability  to  provide  service  to  our  customers.  In  fact.  I  stated  it  was  possible 
our  customer  would  canc^el  the  order^  and  that  if  this  happened.  MCI  would 
hold  Bell  fully  responsible  for  this  lo.ss  and  would  take  aU  actions  necessary  to 
obtain  justice. 

BROAD  ntrucArmns 

This  situation  has  broad  implications  for  MCI.  I  was  recently  informed  by 
Ralph  Johnson  that  we  have  perhai>s  an  even  more  serious  situation  with  a 
customer — Call-A-Computer.  I  found  out  that  Ralph  Johnson  had  initially 
brought  this  to  our  attention  in  December  via  the  problem  report  reqxiired  by 
Larry  Harris.  Details  are  contained  on  that  report,  but  in  essence,  the  situation 
is  quite  similar  to  the  Dialcom  case  in  that  C&P  Telco  is  refusing  to  provide 
interctmnei'tiou  l»etween  their  Telco  exchange  lines  in  Baltimore  and  customer 
owned  equipment  installed  in  the  MCI  terminal  in  space  leased  to  Call-A- 
Computer  by  MCI.  What  makes  this  situation  even  worse  is  that  twelve  Telco 
exchange  lines  have  already  Imh.j  installed  <  without  DAAs).  the  multiplexer 
and  modems  have  been  installed  by  the  customer,  and  we  have  leased  them 
space  in  the  MCI  terminal.  Everything  is  set  to  go  in  Baltimore.  In  Washing- 
ton (the  other  end),  the  loop  is  in  and  fully  checked  out  from  our  terminal  to 
the  customer's  premises  in  McLean.  Again,  everything  is  set  to  go. 

We  are  trying  to  get  at  the  heart  of  this  Call-A-Computer  problem  and  this 
will  be  more  fully  de.scribed  in  a  separate  report.  I  have  also  asked  Harold 
Green's  people  to  quickly  (>ompile  all  situations  l>oth  installed  and  about  to  be 
installed,  where  the  issue  of  interconnecting  with  local  company  exchange  facili- 
ties comes  up. 

THE  ge:nexal  problem 

The  nature  of  the  problem  is  clear.  Each  local  T^lco  has  modified  its  esdsting 
state  tariff  giving  the  terms  and  conditions  that  must  be  met  before  they  will 
provide  interconnection  with  a  si>ecialijsed  common  carrier  facility;  they 
xisually  refer  to  us  (the  SCCs)  as  an  Other  Common  Carrier  or  OCC.  While 
it  is  true  that  OCC  tariffs  were  developed,  these  tariffs  replaced  our  contracts 
for  facilities  and  do  not  deal  with  the  subject  of  interconnection.  The  subject  of 
interconnection.  thearef«»re.  is  solely  dealt  with  in  the  modified  state  tariffs.  In 
fact,  the  OCC  tariffs  all  c«»utain  a  paragraph  stating  in  effect  that  interconnec- 
tion with  the  Telcos'  services  can  only  be  done  in  accordance  with  the  terms  and 
conditions  of  the  telephone  companies'  tariffs  applicable  to  such  connections, 
e^r..  their  state  tariffs. 

All  state  tariffs  contain  similar  wording  with  regard  to  interconnection.  I  am 
preparing  a  separate  memo  analysing  the  ramifications  of  tMs  wording.'  I  will 


*The  cii'^toKiCT  did  can««l  in  Pittsbursrli,  MCI  is  also  in  j^oiiardy  with  this  customer 
in  PhlL-idrtphia  and  New  York, 

*  It  tnrns  out  there  ar*  n»an,v  "surprises"  for  example  consider  the  section  entitled 
"HesponsiWlitj-  of  the  Oistomer"  in  Bell  of  Pa.'s  tariff.  It  states,  ^"The  cusstomer  shall 
inform  the  Telephone  Company  of  the  termination  arransjicments  at  the  distant  end  of 
the  Other  Common  Carrier's  channel  facilities  and  of  the  proposed  use  of  tlie  overall 
interconnected  facilities," 
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not  discuss  other  areas  at  this  time,  rather  I  will  concentrate  on  only  those 
areas  impacting  us  right  now.  Namely,  (1)  that  there  must  be  origination  or 
termination  of  communications  at  customer  premises,  (2)  that  there  must  be  a 
regular  and  continuing  requirement  for  such  terminating  communications,  and 
(3)  such  connections  shall  be  made  through  switching  equipment 

WHAT  CHOICES  DO  WE  HAVE  IN  FIGHTING  THIS  ISSUE? 

(1)  We  can  argue  each  point  and  for  example,  convince  BeJl  that  TDM's  are 
really  switching  equipment. 

(2)  We  can  get  the  tariffs  modified  such  that  these  conditions  are  not 
required. 

(3)  We  can  use  our  court  decision  and  force  Bell  to  treat  MCI  like  the  Long 
Lines  Department. 

T'tilization  of  the  court  decision  has  to  be  the  quickest  route.  We  will  cer- 
tainly all  be  much  older  by  the  time  we  get  Bell  to  change  their  interpretation 
of  their  definitions  of  a  switch,  customer  premises,  etc.  We  will  be  even  older 
by  the  time  we  get  Bell  to  actually  change  their  tariffs.  Therefore,  the  quickest 
avenue  should  be  through  the  interpretation  of  the  court  ruling. 

However,  we  must  rapidly  document  those  situations  where  the  Long  Lines 
Department  interconnects  in  the  manner  in  which  we  wish  to  interconnect  For 
example,  Dialcom  has  just  cancelled  their  order  with  MCI  and  plans  to  put  In 
the  system  utilizing  Long  Lines  instead  of  MCI.  If  this  actually  happens  we 
will  no  doubt  find  that  the  Iiong  Lines  Department  will  provide  the  identical 
facility  to  that  which  MCI  would  have  provided.  Most  significantly  the  local 
Telco  will  provide  to  this  cutomer  the  exact  facilities  that  they  would  not 
provide  because  of  the  so  called  tariff  violations  by  MCI. 

Exhibit  21 

MCI  Telecommunications  Corp., 

Fehrvary  22,  WU- 
Memorandum  For :  Larry  Harris. 
From :  Jim  McNabb. 
Subject:  Status  of:  Scientific  Time  Sharing.  Dialcom,  Call-A-Computer, 

Larry,  after  numerous  discussions,  phone  calls  and  a  brief  review  of  our  files. 
I  believe  the  status  of  these  three  customers  is  as  follows : 

Scientific  Time  Sharing 

Scientific  Time  Sharing  has  equipment  installed  in  our  facilities  in  Detroit 
They  have  six  business  lines  connected  to  a  time  division  multiplexer  (TDM) 
and*  they  have  one  interstate  leased  line  from  Long  Lines  Dei>artment  They 
signed  a  lease  agreement  with  MCI  effective  Agusut  30, 1973. 

Scientific  Time  Sharing  did  not  sign  an  agency  agreement  with  MCI.  They 
have  ordered  business  lines  dire<*tly  from  New  York  Tel  and  New  Jersey  Tel  to 
be  connected  to  equipment  located  in  si>ace  leased  from  MCI  -  in  our  terminals. 
New  York  turned  us  down  verbally  several  days  ago.  Rich  DeRose  does  not 
know  about  New  Jersey  Tel  (whether  they  have  turned  us  down  or  not)  and 
hesitates  to  inquire  until  you  and  he  visit  Scientific  Time  Sharing  on  Tuesday, 
February  26th. 

Scientific  Time  Sharing  has  a  copy  of  our  license  agreement.  According  to 
Rich  DeRose  they  were  planning  to  sign  it,  but  are  now  holding  back  because 
they  presently  have  reservations  about  going  ahead  with  MCI  due  to  the 
"uncertainties"  between  MCI  and  the  Bell  System  as  to  whether  or  not  inter- 
connection can  be  made  in  si>ace  leased  from  MCI. 

Scientific  Time  Sharing  has  their  own  facilities  in  Washington  and  Dallas. 
They  now  have  one  4K  Plus  circuit  installed  and  operating  between  Washington 
and  Dallas. 
Dialconn 

The  Dialcom  situation  has  been  documented  quite  thorotighly  for  Pittsburgh 
in  my  earlier  memo.  In  brief,  we  decided  to  use  an  already  existing  Dialcom 
facility  in  Pittsburgh  in  order  to  avoid  the  basic  stumbling  block  of  space  for 
equipment  being  leased  in  MCI  terminals.  Pennsylvania  Bell  eventually  agreed 
to  provide  business  lines  to  Dialcom's  multiplexer.  By  that  time,  however,  the 
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Dialcom  customer  had  become  quite  nervous  and  decided  to  go  with  the  Bell 
System  for  its  leased  line  service. 

As  we  have  an  agency  agreement  with  Dialcom.  MCI  placed  orders  for  Bell 
business  lines  in  Philadelphia  and  New  York.  On  February  11.  1974,  Larry 
O'Malley  officially  told  Ed  Braunston  that  Bell  of  Pennsylvania  would  not 
provide  business '  lines  in  Philadelphia  for  two  reasons.  1)  That  equipment 
residing  in  an  MCI  terminal  could  not  be  considered  customer  premises  and. 
2)  that  there  had  to  be  switching  equipment  involved — obviously  meaning  that 
a  TDM  was  not  switching  equipment. 

It  is  my  understanding  (at  this  moment)  that  New  York  Tel  has  also  turned 
down  our  request  for  business  lines.  Rich  DeRose  is  attempting  to  determine 
the  details  of  this  rejection  today. 

In  all  cases  we  have  signed  license  agreements  from  Dialcom.  However,  MCI 
has  not  yet  consumated  them. 

Earlier  Dialcom  placed  an  order  for  a  circuit  from  Washington  to  Baltimore. 
However.  I  have  been  told  that  MCI  decided  to  reject  this  order  because  it  was 
not  profitable.  I  have  not  looked  into  the  details  of  this  particular  situation. 

In  all  cases  circuits  were  to  be  between  Washington  and  the  cities  of  Pitts- 
burgh, New  York.  Philadelphia  and  Baltimore. 

Flash 

I  just  had  discussions  with  Ed  Lowry  concerning  the  placement  of  orders  for 
loops  going  outside  the  local  distribution  area.  He  volunterred  to  have  a  "high 
level"  representative  from  Bell  of  Pennsylvania  go  along  with  MCI  to  visit 
Dialcom  and  to  explain  that  they  would  provide  all  required  business  lines  in 
Pittsburgh  and  assure  Dialcom  that  there  would  be  no  "harassment"  or  delays 
because  MCI  was  involved.  He  ^id  not  however,  make  the  same  offer  for  the 
proposed  Dialcom  installation  in  Philadelphia.  In  fact,  he  said  they  icould  not 
provide  business  lines  because  the  premise  did  not  meet  some  of  the  basic  tests, 
namely  (1)  there  would  be  no  communications  originating  or  terminating  there, 
and  (2)  there  would  be  no  switching  equipment  (on  this  point  I  think  he  is 
confused).  Interestingly  he  did  say  that  Bell  of  Pennsylvania  did  not  object  to 
MCI  bein^  the  landlord.  This  is  the  first  time  I  have  ever  heard  anybody  in  the 
Bell  System  make  that  statement!  Certainly  Charlie  Jackson  does  not  agree 
with  him. 
Call-A-Computer 

Call-A-Computer  placed  an  order  with  MCI  on  October  17,  1973  for  one  4K 
Plus  voice  line  from  Baltimore  to  Washington.  The  Washington  end  was  to  be 
located  in  already  existing  Call-A-Computer  facilities  in  McLean.  The  Balti- 
more space  was  to  be  leased  from  MCI  at  the  Baltimore  terminal  site. 

About  the  end  of  1973.  Call-A-Computer's  equipment  (multiplexer  and 
modem)  had  been  installed  in  the  Baltimore  site.  Call-A-Computer  did  not  sign 
an  Agency  Agreement  with  MCI  and  therefore  requested  the  appropriate  pri- 
vate lines  directly  from  Bell.  In  this  particular  case  a  New  England  Tel 
account  rep  named  Jack  Forrest  was  handling  all  Call-A-Computer  requests. 
New  England  Tel  actually  placed  orders  with  C&P  for  the  business  lines  in 
Baltimore. 

In  Washington  the  only  request  made  by  MCI  of  C&P  was  for  a  local  loop 
from  the  Washington  terminal  to  Call-A-Computer's  premises  in  McLean, 
Virgina.  This  local  loop  was  put  in  without  difficulty  and  has  been  checked  out 
successfully  from  McLean  clear  through  to  Baltimore. 

On  February  8th,  a  letter  was  sent  from  New  England  Tel  to  Call-A-Computer. 
Late  in  the  afternoon  of  February  21st..  Ralph  Johnson  called  in  the  text  of 
this  letter  and  I  have  it  attached  to  this  memo.  I  have  also  attached  a  possible 
draft  letter  to  the  president  of  New  England  Tel  that  you  might  send  after  you 
and  John  Worthington  review  it.  I  have  also  attached  a  copy  of  the  December 
21st  memo  from  Ralph  Johnson  to  you  indicating  that  we  began  to  get  into 
trouble  as  far  back  as  December  of  1973. 

I  believe  the  information  contained  in  this  brief  report  is  accurate.  According 
to  Bill  McGowan's  suggestion  that  we  send  letters  to  telephone  companies  when 
we  think  that  they  might  deny  us  service,  you  might  also  want  to  send  letters 
(similar  to  the  one  attached)  to  New  York  and  New  Jersey  Telcos  re  Scientific 
Time  Sharing,  and  Philadelphia  and  New  York  re  Dialcom. 
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There  must  be  a  better  tcay  of  obtaining:  facts  than  by  going  through  a 
Sherlock  Holmes  type  of  investigation  similar  to  the  one  I  have  jnst  gone 
through  today.  Let's  discuss ! 
Attachments : 

Draft  Letter 
WnxiAM  C.  Mebcer, 
President, 

New  EnpUmd  Telephone  Co. 
Boston,  Mass. 

Deak  Mb.  Mescer:  MCI  has  recently  determined  that  New  England  Telephone 
Companv  has  informed  our  customer,  Call-A-Computer,  that  Bell  System  serv- 
ices will  not  be  provided  in  Baltimore.  Specifically,  you  state  in  your  February  8 
letter  to  Call-a-Computer  that.  "We  (New  England  Tel)  could  not  however, 
provide  service  for  Call-A-Computer  at  a  location  which  is  a  premise  of  an 
Other  Common  Carrier."  You  go  on  to  state  that.  ".  .  .we  (New  England  Tel) 
do  not  connect  Bell  System  services  with  facUties  of  Other  Common  Carriers  on 
the  basis  that  this  configuration  would  constitute  a  joint  through  service." 

Your  statement  that  you  cannot  provide  services  at  a  location  which  is  a 
premise  of  an  Other  Common  Carrier  is  absolutely  not  applicable  to  this  situa- 
tion Our  customer  Call-A-Computer.  has  every  right  to  lease  space  wherever 
he  desires.  The  fact  that  Call-A-Computer  has  in  this  instance  leased  space 
from  MCI  has  absolutely  no  bearing  on  your  contention  that  it's  a  premise  of  an 
Other  Common  Carrier.  It  is  solely  a  business  judgment  on  the  part  of  any 
customer  as  to  where  and  under  what  conditions  he  chooses  to  lease  space. 
Therefore  your  attempt  to  relate  Call-A-Computer's  leased  faciUty  with  MCFs 
activities  as  a  Specialieed  Common  Carrier  is  a  clear  case  of  harassment  and 
cannot  be  tolerated.  .  .  ^  ^,.        ». 

Your  further  claim  that  this  configuration  would  constitute  a  joint  through 
service  is  completely  without  merit.  I  must  bring  to  your  attention  that  Call- 
A-Computer  presently  leases  space  from  several  organizations  throughout  the 
United  States  where  its  modems  and  multiplexers  operate  in  an  unattended 
fashion.  In  every  case  the  local  Bell  company  has  provided  business  lines  and 
the  Long  Lines"  Departrv-nt  has  provided  interstate  private  lines.  AU  time 
sharing  organizations  operate  in  this  manner.  They  lease  space  wherever  possi- 
ble, install  and  operate  their  equipment  and  the  Bell  System  provides  business 
lines  and  interstate  lines  without  question.  The  Bell  System  has  absolutely  no 
right  to  question  from  whom  the  space  is  leased — ^this  has  absolutely  nothing 
to  do  with  the  provisioning  of  their  service. 

This  discrimination  and  treatment  of  MCI  and  its  customers  must  cease 
immediatelv.  The  financial  loses  that  MCI  is  suflFering  due  to  this  type  of 
discrimination  are  substanHal.  The  practice  of  favoring  AT&T  Long  Lines  over 
MCI  is,  on  its  face,  anti-competitive. 

Lakrt  Harris. 
MCI  Telecommunications  Corp., 

December  21, 197S. 
Memorandum  For :  Lany  Harris. 
From :  Ralph  Johnson. 
Subject :  Call-A-Computer. 

Attached  is  the  report  I  faxed  to  you  on  12A4/73  in  reference  to  BeU  refusal 
to  interconne<t  local  dial  central  lines  to  the  customer  modem  and  multiplexer 
equipment  for  eventual  connection  to  an  MCI  line.  Since  the  report  the  following 
information  has  been  obtained.  , 

1  C  &  P  Telephone  has  already  installed  the  dial  lines  into  the  MCI  terminal 
in  Baltimore.  AT&T  has  directed  them  to  not  make  the  connection  to  customer 
equipment  AT&T  policy  was  now  known  by  the  customer ;  New  England  Tele- 
phone (they  represent  Bell  to  the  customer  at  their  Boston  headquarters),  or 
C  &  P  Tel.  Co.  of  Md.  unHl  Wednesday.  December  12, 1973.  Customers  equipment 
has  been  delivered  to  our  Baltimore  terminal. 

2.  Prior  to  Wednesdav  the  12th.  the  customer  had  repeatedly  been  assured  by 
Bell  that  all  was  well.  MCI  had  scheduled  very  early  January  as  the  turn  up 
date.  In  attempting  to  obtain  an  AT&T  line  so  that  he  can  go  into  service,  the 
customer  has  been  notified  that  there  is  a  shortage  of  facUities  on  the  Balti- 
more-Washington route  and  cannot  get  service  before  February. 
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3.  MCI  has  instaUed  customers  with  this  type  of  'through  serrice." 

4.  By  copy  of  this  memo  I  am  asking  the  Washington  Branch  to  obtain 
written  denial  from  G  &  P  of  Md. 

5.  One  of  Call-A-Compater's  major  time  sharing  customers  is  C  &  P  Telephone. 
Please  pursue  vigorously  but  with  discretion. 

K  you  need  more  information  please  let  me  know.  Bert  Roberts  indicated  he 
can  supply  you  with  additional  information  you  might  require.  I  am  looking 
forward  to  an  early  solution. 

Letter  from  New  England  Telephone  Company 

Febbitabt  8. 1974. 
To :  Call-A-Computer 

Deak  Lee:  Regarding  our  telephone  couTcrsation  today,  please  be  advised  of 
the  following : 

( 1)  We  wiU  provide  Bell  System  services,  i.e.,  local  exchange  and  private  line 
facilities  whrai  connected  at  a  premise  of  Call-A-Computer. 

(2)  We  could  not  however,  provide  service  for  Call-A-Computer  at  a  location 
which  is  a  premise  of  an  Other  Common  Carrier. 

(3)  Once  again  as  outlined  in  my  letter  of  December  27.  1973,  "we  do  not 
connect  Bell  System  services  with  facilities  of  Other  Common  Carriers  on  the 
basis  that  this  configuration  would  constitute  a  joint  through  service." 

As  I  get  information  ....  I  wiU  be  in  touch 

Jack  Forbest, 
Account  Representative. 

Bxlubit22 

MCI  TELKKIMMtlfKICATIONB  COBP., 

November  7, 1973. 
Memorandum  For :  Bert  Roberts. 
From :  Anthony  Penna — ^BiU  Bower. 
Subject:  KORVETTES. 

The  customer  is  Korvettes ;  The-  Communications  Manager  is  Charles  CarroU ; 
The  AT&T  Rep  is  Ray  Ellson : 

Problem:  Korvettes  has  suburban  stores  in  Chicago  that  are  coming  into  a 
switch  in  North  Riverside  (which  is  in  Chicago)  that  is  now  being  serviced  by 
AT&T  on  an  interstate  basis.  The  loops  bringing  in  the  suburban  stores  are 
now  considered  interstate  loops.  Charles  Carroll  was  told  by  AT&T  that  if  MCI 
takes  over  this  switch  those  loops  will  be  considered  intrastate.  He  has  28 
circuits  coming  into  the  switcher  from  the  suburban  stores  and  only  15  on  an 
interstate  basis  go  out  of  the  switcher.  As  per  Larry  Harris*  request,  Mr.  Carroll 
has  asked  for  a  letter  from  AT&T  stating  their  position.  The  request  was  made 
4  weeks  ago  and  we  haven't  heard  from  them  as  yet.  They  are  quite  obviously 
stalling.  Our  being  able  to  serve  these  loops  on  an  interstate  basis  is  most 
important  to  the  sale. 

AT&T  Long  Lewes, 
New  York,  N.Y.,  December  21, 1973. 
Mr.  Chables  P.  Casrou.. 
Corporate  Communications  Manager, 
Korrcttrs,  Xeic  York,  y.Y. 

Dear  Charms  :  This  refers  to  your  letter  of  October  5.  1973,  r^arding  policy 
questions  related  to  jurisdiction  Of  private  line  service  when  connected  to  inter- 
state facilities  provided  by  other  Common  Carriers. 

It  is  our  understanding  that  MCI  would  provide  the  interstate  facilities 
lietween  Bell  System  provided  PBX's  located  on  the  customer's  premises  in 
North  Riverside.  lUinois ;  Redf ord,  Michigan ;  Baltimore.  Maryland ;  New  York, 
New  York ;  Newark,  New  Jersey  and  Audubon,  New  Jersey.  Also,  that  Bell  will 
provide  services  from  the  switching  locations  to  stores  located  in  the  same  or 
adjacent  states  and  that  these  services  will  be  connected  only  to  the  interstate 
channels  provided  by  MCI. 
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Based  on  the  above,  the  response  to  your  inquiry  is  as  follows : 

1.  When  the  terminals  of  a  Bell  provided  service  are  in  the  same  state,  the 
service  will  be  provided  by  the  Associated  Company  at  its  intrastate  rates. 
When  the  terminals  of  a  Bell  provided  service  are  in  different  states,  the  service 
will  be  provided  either  by  Long  Lines  or,  in  the  case  of  privileged  business,  by 
the  Associated  Company,  at  interstate  rates. 

2.  Long  Lines  does  not  supply  switching  equipment  or  arrangements  to  other 
carriers.  Whether  or  not  the  Associated  Company  leasing  the  local  distribution 
facilities  to  the  other  carrier  would  provide  29A  or  similar  type  switching 
would  depend  upon  the  lease  arrangement  between  it  and  the  other  carrier. 

3.  The  provision  of  29A  or  similar  type  switching  by  an  Associated  Company 
on  an  intrastate  service  would  be  governed  by  the  intrastate  tariff  of  that 
company. 

4.  Each  Associated  Company  will  be  responsible  for  each  intrastate  or  inter- 
state service  it  provides.  Where  all  interstate  service  is  Long  Lines  business, 
Long  Lines  will  be  responsible  for  that  service. 

Also,  in  reference  to  the  status  of  Korvettes*  83B  Teletypewriter  Switching 
System  and  its  connection  with  service  of  Other  Participating  Carriers,  the 
Tariff  F.C.C.  No.  260  does  not  contemplate  connection  of  chtmnel  types  below 
voice  grade. 

We  would  like  to  emphasize  once  again  that  when  Bell  provided  service  is 
interconnected  with  an  Other  Carrier-provided  service,  Bell  does  not  assume 
responsibility  for  end-to-end  transmission. 

Should  you  have  any  additional  questions  or  would  like  to  discuss   this 
matter  further,  please  call  me,  334-3086. 
Yours  truly, 

R.  F.  Ulson, 
Account  Manager, 
City :  Chicago.  Illinois. 
MCI  Branch :  New  York  ( JCP  NY). 

MCI  Rep. :  Anthony  Penna. 

Bell  Assoc.  Co. :  AT&T  Long  Lines. 

Bell  Rep. :  Ray  Elson. 

Customer :  Korvettes. 

MCI  Type  Service :  4K  Plus  Voice. 

Type  of  Problem  (refusal,  delay,  poor  service,  etc.) :  Favored  treatment  of 
AT&T  Long  Lines. 

Problem :  December  21, 1973. 

Korvettes  weas  told  by  Ray  Bison,  Account  Manager,  that  the  local  loops  from 
a  Korvettes  switch  (701)  located  in  Chicago  to  Korvettes  suburban  stores, 
will  be  charged  intrastate  rates  if  the  long  haul  (interstate)  portion  of  the 
switch  is  taken  over  by  MCI.  If  AT&T  is  servicing  the  interstate  portion  of  the 
switch  the  local  loops  remain  at  interstate  rates. 

Charles  Carroll,  Corporate  Communications  Manager  for  Korvette,  at  our 
request  asked  Mr.  Elson  to  put  AT&T's  stand  in  writing.  The  request  was 
made  on  October  5,  1973  and  a  reply  was  received  by  Mr.  Carroll  on  December 
23, 1973. 

Mr.  Carroll  had  refused  to  give  us  an  order  until  he  had  received  the  letter 
from  AT&T.  Had  the  letter  been  received  sooner,  we  could  have  processed  the 
orders  and  installation  would  have  begun  on  January  2,  1974.  Because  of  the 
delay,  we  won't  be  able  to  begin  installation  until  Mid-February.  We  have  lost 
approximately  1.5  months  of  revenue,  approximately  $30,000.00. 

Anthony  Penna. 
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City :  Chicago. 

MCI  Branch :  Chicago. 

MCI  Rep. :  G.  S.  Brodey/J.  Brilliant. 

Bell  Assoc.  Co. :  Illinois  Bell. 

Bell  Rep. :  Wm.  Smith. 

Customer :  E.  J.  Korvette. 

MCI  Type  Service :  Tandem  tie  trunks  and  OPX. 

BeU  Type  Service:  Service  from  Centres  to  Chicago  stores. 

When  Ordered :  N/A. 

When  Refused :  N/A. 

Type  of  problem  (refusal,  delay,  poor  service,  etc)  :  AT&T  notification  to 
Korvette  of  charges  change  from  inter-state  to  intra-state. 

Problem :  See  attached  letter  to  Korvette  from  AT&T. 

G.  S.  Brodey  spoke  to  Wm.  Smith  on  1/15/74.  and  I  spoke  to  Wm.  Smith 
again  on  1/16/74,  to  verify  some  points.  BiU  indicated  that  he  was  knovrledge- 
able  of  the  factors  relating  to  the  Korvette  configuration  and  rate  change,  and 
he  has  received  no  word  from  AT&T  relative  to  the  impact  of  the  Pa.  court  case 
results.  I  asked  him  to  assume  that  it  was  determined  that  AT&T  would 
accept  the  findings  of  the  court,  what  action  would  be  necessary  to  affect  a 
change  in  billing  position  from  that  referenced  in  the  AT&T  letter  to  Korvette. 
Bill  assumed  that  a  revised  tariff  filing  would  have  to  be  accomplished  by  IBT. 
No  definition  as  to  whether  this  tariff  would  be  filed  with  the  FCC  or  State 
Commission. 

J.  B.  RUTTJ.TAWT- 
KQKVKTX'KS, 

Neir  York.  N.Y.,  February  5, 1974. 
Mr.  'Ebic  Coiaett. 
MCI  Communication*  Corp.. 
Weic  York,  N.Y. 

Dear  Rig:  On  Wednesday.  January  16.  1974,  I  met  with  Rill  Bower.  Tony 
Penna  and  you  to  review  my  letter  to  you  of  January  14,  1974. 

We  discussed  whether  the  circuits  from  outlying  Chicago  stores  to  the  North 
Riverside  switcher  woxild  remain  interstate  or  would  become  intrastate  when 
the  ATT  interstate  tie  lii-  .>  to  Now  York  and  Baltimore  are  replaced  with  MCI 
circuits.  I  was  assured  by  you  that  these  local  circuits  would  remain  interstate 
in  view  of  the  recent  order  73-2499  issued  in  T.S.  District  Court  in  Philadelphia 
by  Judge  Clarence  C.  Newcomer  on  January  3,  1974. 

However,  the  Bell  System  does  not  agree  with  your  interpretation.  Attach- 
ment A  is  a  copy  of  a  letter  from  (Jeoi^e  Marinier,  Communications  Consultant. 
Illinois  Bell  Telephone  Company.  His  letter  lists  monthly  mileage  charges  for 
tie  lines  to  the  outlying  Chicago  stores  from  the  North  Riverside  switcher.  The 
lines  would  be  billed  at  intrastate  rates.  Attachment  B  is  a  copy  of  a  letter  from 
Leonard  A.  Teasdale.  Sales  Supervisor.  A.T.T.  Long  Lines.  It  lists  the  present 
monthly  mileage  charges  for  tie  lines  at  interstate  rates.  The  terminal  charges 
would  be  the  same  in  both  cases. 

The  change  from  inter  to  intrastate  rates  would  cost  Korvettes  an  addi- 
tional $632.7.5  per  month.  That  is  approximately  2-5%  of  the  projected  savings 
for  converting  to  MCI  for  this  segment  of  our  line  network. 

Please  give  this  matter  your  immediate  attention.  I  want  to  see  this  question 
resolved  as  quickly  as  possible. 

Yott.  cooperation  in  this  matter  is  appreciated. 
Sincerely  yours. 

Charles  P.  Carroll. 
Director  of  Corporate  Communication*. 

Attachment  A 

IiAiNois  Bell, 
Hinsdale,  lU..  January  23, 1974. 
Mr.  Charles  Carrol, 
Director  of  Corporate  Communications, 
New  York,  W.Y. 

Mr.  Carrol:  This  letter  will  confirm  our  telephone  conversation  on  Friday, 
January   18  where  we  discus.<5ed   the  Illinois   Bell   charges  for   the  tie  lines 
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between  your  Chicagoland  stores.  I  have  attached  the  monthly  chaises  asso- 
ciated with  these  tie  lines. 

I  will  be  in  contact  with  Ray  Elson  of  A.T.&T  Long  Lines  this  week  to  b^in 
the  necessary  coordination  of  removing  the  A.T.&T  circuits  between  North 
Riverside,  Illinois  and  New  York  and  Baltimore.  Your  Iiong  Lines  contact  will 
be  responsible  for  verifying  due  dates.  If  you  should  have  any  additional 
questions,  I  may  be  reached  on  312-986-9»73. 
Sincerely, 

Geobgk  Makehteh, 
Comtntinications  Consultant. 

Korvelte's  monthly  mileage  charges  per  tie  line  * 

1 .  Mattcson,  lU.,  4200  Lincoln  Highway,  747-3300 $104.  75 

2.  Morton  Grove,  Dempster  St.  and  Waukegan  Rd.,  679-4040 63.  50 

3.  Elmhurst,  575  West  St.,  83.V6900 _         44.75 

4.  Oak  Lawn,  8700  South  acero  Ave.,  636-5110 44.  75 

5.  Arlington  Heights,  1 0  West  Rand  Rd.,  394-4070 8&  00 

These  charges  are  based  on  North  Riverside  being  the  central  point.  These 
above  charges  do  not  include  any  charge  which  may  be  applicable  due  to  the 
North  Riverside  PBX,  such  as  incoming  selectors  or  other  tie  line  features. 

Attachment  B 

AT&T  Long  Lixes, 
3>M?  York,  .V.r.,  Jaruiary  21,  1974- 
Mr.  Chakles  P.  Carkoll, 
Corporate  Communications  Manager, 
Korvettes,  Mew  York,  N.Y. 

Deab  Mb.  Carroll  :  The  following  is  the  information  you  i-equested  from  Mr. 
Kutcher  concerning  the  billing  of  your  existing  Illinois  services. 

Locations  IXC  STA  Total  (each) 
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27 

40 

67 

75 

40 

115 

42 

40 

82 

GO 

40 

100 

If  you  have  any  questions,  please  call  us  on  212-334-3088. 
Respectfully  yours, 

Lbokard  a.  Teasuale, 

Sales  Supervisor. 

City :  Cleveland. 

MCI  Branch :  Cleveland. 

MCI  Rep. :  R.  C.  Fumival. 

Bell  Assoc.  Co. :  Ohio. 

Bell  Rep. :  Charles  T.  MacE:ay. 

Customer :  Hanis-Intertype. 

MCI  Type  Service :  1  line  to  Chicago — 2  lines  to  Newark. 

Type  of  Problem  (refusal,  delay,  poor  service,  etc.)  :  Pricing  of  customer's 
service. 

Problem :  1/30/74, 10 :30. 

Harris-Intertype  presently  has  service  from  Cleveland,  Ohio  to  Dajrton,  Ohio 
that  they  are  receiving  interstate  rates  for.  as  part  of  total  interstate  network. 
Mr.  MacKay  told  Pete  Rowley  that  these  would  be  changed  to  intrastate  rates  if 
the  customer  were  to  switch  to  MCI  circuits  on  the  part  of  their  system  that  in 
interstate. 

R.  C.  i'URWIVAL. 

Exhibit  23 
MCI  Branch :  Cleveland. 
Bell  Assoc.  Co. :  Ohio  Bell  Telco 
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Customer:  Telemart  Consultants  (Harris  Intertype). 

MCI  Type  Service :  Interstate  ckts.  tandemed  to  Intrastate  ckts. 

Bell  Type  Service:  Intertsate  ckts.  tandemed  to  Intrastate  ckts. 

When  Refused :  1/23/74. 

Type  of  problem  (refusal,  delay,  poor  service,  etc.)  :  Charges. 

This  situation  is  similar  to  Korvettes  in  Chicago.  Telemart  has  a  customer 
with  circuits  from  Daytom  to  Cleveland,  Ohio  and  from  Cleveland  to  Newark. 
At  Cleveland  the  circuits  have  dial-tandem  capability ;  therefore,  they  are  now 
billed  under  interstate  rates. 

If  MCI  replaces  the  Cleveland-Newark  ckts.  from  AT&T,  then  the  Dayton- 
Cleveland  ckts.  will  revert  to  intrastate  rates  as  provided  in  OBT  tariffs.  This 
was  stated  by  C.  Mackay  in  response  to  my  question.  He  said  he  talked  to 
"195"  on  this  before  calling  me  back.  Telemart's  customer  is  Harris  Intertype. 
They  have  two  (2)  ckts.  Cleveland-Newark  and  one  (1)  Cleveland-Chicago, 
which  Telemart  would  like  MCI  to  serve. 

In  effect,  OBT  is  stating  that  if  a  customer  does  business  with  AT&T,  they 
will  pay  one  rate  within  the  state  of  Ohio  and  if  they  do  business  with  MCI 
for  an  identical  service,  whey  will  pay  a  different  and  higher  rate. 

Peter  H.  Howlet. 
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MCI  Telecommunications  Corp., 

Fehniary  21,  197^. 
Memorandum  For :  Larry  Harris. 
From  :  Carl  Vorder  Bruegge. 
Subject :  St.  Regis  Paper. 

Arthur  Katz  of  ComputoU,  Inc.,  advised  me  yesterday  that  his  customer  and 
our  prospect,  St.  Regis  Paper,  has  been  told  by  AT&T  and  New  York  Telephone 
that  the  rates  they  will  pay  for  circuits  in  New  York  State  will  go  to  an 
intrastate  rate  if  they  give  MCI  the  intrastate  business  off  the  PBX.  They 
have  refused  to  give  them  this  in  writing. 
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MCI  Telecommunications  Corp., 

Washimgton,  D.C.,  March  29, 1974- 
Mr.  Vincent  J.  Mullins, 

Secretary,  Federal  Communications  Commission, 
Washington,  B.C. 

Dear  Mr.  Mxtllins  :  In  accordance  with  Section  1.716  of  the  FCC  Rules, 
MCI  hereby  forwards  this  informal  complaint  under  Section  208  of  the  Commu- 
nications Act  against  American  Telephone  and  Telegraph  and  Illinois  Bell 
Telephone  Company. 

Korvettes  presently  purchases  services  from  Chicago  to  iwints  such  as  New 
York  City,  Baltimore'  and  St.  Tx)uis  from  AT&T  under  Tariff  FCC  No.  260.  The 
long  haul  portion  of  these  circuits  terminate  in  a  PBX  on  Korvettes  premises  in 
Chicago  and  from  that  point,  by  utilizing  short  haul  facilities,  go  to  various 
Korvettes  locations  in  and  around  Chicago.  The  total  services  are  purchased 
under  Tariff  260  and  both  the  long  haul  and  short  haul  facilities  are  priced  to 
Korvettes  under  interstate  rates  by  the  Bell  System. 

Korvettes  has  placed  orders  with  MCI  for  circuits  between  Chicago  and  New 
York  City,  Baltimore  and  St.  Louis.  On  December  21,  1973,  see  attached  letter, 
AT&T  Long  Lines  informed  Korvettes  that  if  Korvettes  purchased  long  haul 
facilities  between  Chicago  and  New  York,  Baltimore  and  St.  Louis  from  MCI 
rather  than  AT&T  Long  Lines,  the  short  haul  portion  of  that  service  in  the 
Chicago  area  will  be  billed  to  Korvettes  at  intrastate  rather  than  interstate 
rates. 

On  March  20,  1974,  AT&T  reconfirmed  that  it  was  that  carrier's  policy  that, 
if  Korvettes  uses  MCI's  interstate  long  haul  facilities  between  Chicago  and 
Baltimore,  New  York  and  St.  Louis,  Illinois  Bell  Telephone  will  charge  Kor- 
vettes intrastate  rates  for  the  short  haul  facilities. 
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Attached  is  a  diagram  showing  both  the  long  haul  interstate  facilities  and  the 
short  haul  facilities  for  the  Korvettes  requirements.  The  local  facilities  which 
Korvettes  would  utilize  would  be  identical  should  MCI  or  AT&T  Long  Lines 
provide  the  long  haul  portion  of  Korvettes  services. 

If  Korvettes  is  forced  to  purchase  the  short  haul  facilities  from  Illinois  Bell 
Telephone  under  intrastate  rates  in  order  to  accommodate  Korvettes  purchase 
of  long  haul  facilities  from  MCI,  Korvettes  cost  will  be  substantially  increased 
thereby  precluding  Korvettes  from  purchasing  service  from  MCI. 

It  is  Bell's  position  that,  even  though  a  service  is  used  for  interstate  purposes. 
Bell  will  determine  when  the  end  link  of  that  service  will  be  billed  at  intra  or 
interstate  rates.  In  es.sence,  if  Long  Lines  is  providing  the  long  haul  interstate 
facilities,  the  end  link  will  be  billed  at  interstate  rates.  The  Bell  Associated 
Companies  are  using  their  control  of  monopoly  facilities  to  give  AT&T  Long 
Lines  department  a  competitive  advantage  over  MCI. 

MCI  has  already  lost  several  customers  because  of  this  Bell  policy  and  is  in 
immient  danger  of  losing  many  more  customers.  This  Bell  policy  effectively 
denies  communications  users  such  as  Korvettes  the  right  to  choose  the  long  haul 
carrier  most  eflBcient  and  financially  acceptable  to  them. 

Since  MCI  is  presently  losing  substantial  revenues  and  is  in  danger  of  losing 
many  customers  because  of  this  Bell  practice,  we  would  appreciate  expedited 
action  on  the  part  of  the  Commission  in  this  matter. 
Very  truly  yours, 

Laurence  E.  Harris, 

Vice  President. 
Exhibit  26 

City :  NYC. 

MCI  Branch :  N.Y. 

MCI  Rep. :  R.  J.  Doelger. 

Bell  Assoc.  Co. :  N.Y.  Tel. 

Bell  Rep. :  Mike  Dillilo,  212-394-6418. 

Customer :  Metromedia. 

MCI  Type  Service :  4K  Plus  Voice  (4). 

Bell  Type  Service :  2001— Tandem  Tie  Lines  (4). 

When  Ordered  :  November  2,  1973. 

When  Refused :  NA. 

Type  of  problem  (refusal,  delay,  poor  service,  etc.)  :  Additional  Charges. 

NY  Tel  States  that  they  will  provide  a  room  circuit  to  connect  our  equipment 
to  their  frame.  They  will  charge  the  customer  $2.30/mo.  and  assess  a  one-time 
installation  charge  of  $50.00.  It  is  my  understanding  that  they  do  not  charge 
AT&T  for  this  service. 

D.  E.  KiSTLER. 
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MCI  Telecommunications  Corp., 

Chicago,  III.,  March  12,  WIJ,. 
To :  Larry  Harris. 
From :  John  Antanies. 
Subject :  Possible  Illegal  AT&T  Practice. 

Today  during  a  sales  call  at  Regensteiner  Publishing  Enterprises,  1224  W. 
Van  Buren  Street,  Chicago,  Illinois,  Mr.  Eric  Kert,  Corporate  Treasurer, 
advised  William  Carmody  and  I  that  one  of  the  reasons  he  would  probably  not 
replace  his  existing  AT&T  full  period  between  Chicago  and  New  York  with  an 
MCI  service  is  that  when  his  service  fails,  he  upon  advice  of  his  IBT  marketing 
representative  uses  the  DDD  network  and  the  Bell  system  franks  the  charges. 
Mr.  Kert  said  his  line  was  down  a  week  or  so  ago  for  2  hours,  and  that  he 
used  the  DDD  network  for  his  calls  and  that  the  toll  charges  would  be  picked  up 
by  the  telephone  company. 

It  sounds  to  me  like  the  public  network  is  being  made  available  to  private 
line  customers  at  no  charge. 
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Mat  30, 1973. 
To :  Laarence  Harris. 

Reference  the  attached  memo  to  John  Montgomery. 

The  Bell  companies  do  provide  a  traflSc  measurement  arrangement  for  some  of 
their  customers,  but  probably  no  more  than  on  an  annual  basis.  A  CCSA  cus- 
tomer would  probably  get  a  measurement  of  this  type  on  a  semi-annual  basis  if 
requested.  Although  this  problem  does  have  marketing  implications,  it  is  not 
quite  as  serious  as  Ralph  John.son  seems  to  suggest.  I  don't  imagine  that  we 
would  be  in  the  position  to  offer  such  measurements  at  the  beginning  of  our 
service,  but  this  kind  of  traffic  study  could  be  arranged  in  the  future.  I  don't 
think  we  should  get  "exercised"  at  the  comments  in  this  memo. 

ESB. 
May  17,  1973. 

John  Montgomery. 

Ralph  Johnson. 

BeU  Traffic  Measurement  devices  on  Private  Lines. 

We  have  come  across  a  situation  in  a  number  of  accounts  that  needs  clarifi- 
cation. The  Operating  Companies  provide  a  traffic  measurement  service  free  of 
chaise.  The  traffic  measurement  varies  from  a  simple  measurement  of  line 
utilization  to  a  complete  monthly  traffic  analysis  including  holding  time,  num- 
ber of  busies,  p-factors,  etc. 

The  question  is : 

1.  Will  this  service  be  continued  by  Bell  for  MCI  lines  when  an  MCI  line 
replaces  an  AT&T  line? 

2.  Will  MCI  provide  an  equivalent  service  (also  free  of  charge)  if  the  BeU 
Company  chooses  to  discontinue  the  service? 

It  would  appear  that  this  issue  should  be  reviewed  in  marketing  for  its 
potential  implications.  Further.  Larry  Harris  should  be  consulted  to  determine 
if  an  agreement  to  maintain  such  services  can  be  obtained  from  Bell,  or  if 
they  must  maintain  them.  Finally,  an  ilCI  position  should  be  develoi)ed  so  that 
this  situation  can  be  addressed  firmly  in  each  account. 

Some  letters  of  intent  are  being  held  up  and  some  letters  of  intent  may  not 
be  "exercised"  at  installation  time  if  this  situation  is  not  clarified. 

Thank  you  for  your  cooperation. 
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MCI  Teuxjommttnications  Corp.. 

Chicago,  m.,  FeJtrvnry  22,  1974. 
To :  Larry  Harris. 
Prom :  John  Antanies. 
Subject :  Attached  IBT  Memo  Dated  1/28/74. 

Attached  is  IBT's  reply  to  my  request  asking  that  seven  MCI  circuits  for 
Gateway  Transportation  be  diversified  to  avoid  the  impact  of  a  carrier  failure. 
Attachments : 

Illinois  Bell. 
Chicago,  111.,  January  28,  19H. 
Mr.  John  Antanies. 
MCI  Teleeotnmvnicationit, 
Chicago,  Til. 

Dear  Mr.  Antanies  :  In  reference  to  your  letter  of  December  27,  1973,  it  is 
my  understanding  that  the  procedure  you  quoted  is  a  Ixing  Lines  practice.  That 
practice  applies  to  the  routing  of  facilities  between  Long  Lines  toU  offices.  The 
ability  to  provide  that  form  of  diversity  to  your  patrons  rests  solely  within 
your  company.  That  practice  is  not  followed  by  Illinois  Bell. 

If  facilities  are  available  whenever  two  or  more  circuits  are  ordered  to  the 
same  place  at  the  same  time.  Illinois  Bell  will  attempt  to  assign  different  car- 
rier systems.  However,  carrier  systems  are  normally  fiUed  one  at  a  time  and  a 
second  system  is  not  usually  turned  up  until  the  first  is  almost  fuU.  No  attempt 
is  made  to  maintain  this  diversity  in  event  of  a  plant  rearrangement. 

If  you  desire,   we  will  provide  to  you.  at  the  appropriate  rates,  facilities 
diversified  under  the  special  routing  provision  of  the  O.C.  tariff.  Please  advise 
me  if  you  wish  to  pursue  this  option. 
Sincerely, 

Daniel  Kocheb. 
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MCI  Tel«commtjnicatioss  CJobp., 

Chicago,  771..  December  27,  7973. 
Mr.  Daniel  Kochek, 
Illinois  BeJI  Telephone  Co.. 
Chicago,  III. 

Deak  T>Am:  On  Friday.  December  7.  1973.  seven  Gateway  Transportation 
circnits  serviced  from  the  MCI  Chicago  Terminal  were  interrupted  from 
approximately  1:40  p.m.  to  5:05  p.m.  CST.  The  failure  was  caused  by  a  defec- 
tive converter  panel  at  Illinois  BeU's  Superior  Exchange.  We  were  told  that  all 
of  our  service  was  down  because  all  seven  circuits  route  on  this  T-1  carrier 
system.  ^ 

It  is  my  understanding  that  a  minimum  of  25%  of  long  line  circuits  for  a 
given  customer  to  a  given  premise  be  diversified  automatically  at  no  charge  to 
the  customer.  I  request  that  MCI's  customer  be  provided  this  same  kind  of 
diversification.  I  would  appreciate  your  attention  to  this  matter  so  I  can  advise 
our  customer  of  the  steps  we  are  taking  to  protect  his  communications. 
Sincerely, 

JoHW  Ajntajjies. 
District  Operations  Manager. 
Ebdiibit29 
City :  Washington. 
MCI  Branch :  Washtn. 
MCI  Rep. :  Andy  Fulton. 
Bell  Assoc  Co. :  C  &  P  of  Wash. 
BeU  Rep. :  J.  Everett. 
Customer :  T.  Rowe  Price  Ass. 
MCI  Type  Service :  OPX  (2). 
Bell  Type  Service :  Key  EJquipment. 
WTien  Refused :  M/A. 
Problem :  1/30/74.  11 :00  a.m. 

MCI  Rep.  (S.  Steppler)  arrived  at  customer's  wire  closet  to  perform  final 
tests  prior  to  turning  up  circuits.  He  found  an  anonymous  note  written  on 
the  cover  of  our  wescom  package  which  stated,  "This  does  not  belong  here. 
Please  remove." 

I  called  J.  Everett  (C  &  P)  regarding  this.  He  called  the  local  foreman  for  an 
explanation.  The  foreman  said  he  had  not  done  it,  and  he  would  instruct  his 
people  that  MCI's  equipment  has  every  right  to  remain  in  any  wire  closet. 

AwDT  Fulton. 
Ehdiibit  30 

MCI  Telecom MuwTCATiONS  Corp., 

October  23, 197S. 
Memorandum  For :  Fred  Sharp. 
From :  Boyd  Wanzer. 
Subject :  Informative  Phone  Call. 

On  October  18  I  received  a  call  from  a  Mr.  Richard  Duti,  a  representative  of 
the  local  C.W.A.  He  was  calling  to  inform  me  of  a  situation  which  took  place  at 
A-T.&T.  Through  mutual  agreement  Mr.  Steve  Parker,  a  Customer  Service 
Representative  in  the  Washington  Office  was  dismissed  of  his  duties.  Mr.  Parker 
was  a  former  employee  of  A.T.&T.  Long  Lines  in  Washington. 

Upon  leaving  MCI  Parker  went  to  A.T.&T.  and  re-applied  for  a  position  in 
the  Ijous  Lines  Department.  Mr.  Duti  informs  me  that  a  Third  Level  Supervisor 
by  the  name  of  Jim  Alexander  informed  Mr.  Parker  that  it  was  A.T.&T.'s 
Long  Lines  policy  that  anyone  leaving  them  and  going  to  work  for  MCI  was  not 
eligible  for  re-hire.  The  case  has  been  turned  over  to  a  Mr.  C.  Koons  who  is 
an  attorney  for  the  C.W.A.  Duti  stated  that  Koons'  only  interest  in  this  particu- 
lar case  at  the  present  time  is  to  place  Parker  back  in  the  Long  Lines  Depart- 
of  A.T.&T. 

BOTD. 
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Exhibit  31 

Examples  of  customers  for  which  orders  have  been  placed  and  processed  by  the 
telephone  company  but  delays  in  installation  have  been  caused  by  the  telephone 
companj^ 

Customer  name  and  location:  Reason  for  delay 

1.  E.  F.  Hutton,  New  York..     Telco    will    not    provide    Hot    Cut    into 

Centrex;  Telco  will  not  provide  except 
with  dial  access  restrictions. 

2.  F.  S.  Mosely,  New  York..     Wrong  terminating  equipment  provided. 

3.  Standard     Brands,     New       Hot  Cut  into  wrong  appearance. 

York. 

4.  Harry  Alter,  New  York...     Delay  in  notification  of  pair  shortage  until 

due  date — took  2  weeks  to  provide  loops. 

5.  Booz-Allen,  New  York Wrong  interconnect. 

6.  Gateway,  Chicago Loops  open. 

7.  Faulkner  Dawkins,  Unbalanced  loops. 

Chicago. 

8.  Saks  Fifth  Ave.,  Chicago..     No  pairs  available. 

9.  Chicago  Tribune,  Chicago.     Ckt.  termination  delay  (8  weeks). 

10.  McGraw  Hill,  Chicago Do. 

11.  Sears,  Chicago Loops  delivered  late. 

12.  Sears,  Chicago Unordered  restrictions. 

City :  Washington,  D.C. 

MCI  Branch :  Washington. 

MCI  Rep. :  Andy  Fulton. 

Bell  Assoc.  Co. :  C&P  of  Wash  &  Md. 

Bell  Rep. :  John  Everett 

Customer :  Ampex  Corp. 

MCI  Type  service :  Two  Way  dial  repeat  tie  line  (2) . 

Bell  Type  Service :  Dial  repeat  tie  trunks. 

When  ordered :  11/20/73. 

Type  of  problem  (refusal,  delay,  poor  service,  etc.)  :  Delay. 

Problem :  1/21/74. 

MCI  is  requesting  the  interconnect  for  two  new  dial  repeat  tie  lines  into  an 
800A  PBX  located  on  the  customers  premise  in  Bethesda,  Md.  There  is  pres- 
ently no  65718  tie  trunk  equipment  or  24V4's  available  on  the  customers  loca- 
tion. I  have  requested  that  C&P  give  me  a  target  date  when  we  can  expect 
installation  on  this  equipment.  There  was  some  understandable  delay  after  the 
order  was  initially  send  due  to  lack  of  agency  letters  and  other  misunderstand- 
ings, but  this  was  all  resolved  over  a  month  ago,  and  I  have  still  not  received  a 
date  for  installation. 

Andy  Ftn.TON. 

City :  Washington. 

MCI  Branch :  Washington. 

MCI  Rep. :  Andy  Fulton. 

Bell  Assoc.  Co. :  C&P  Telco  of  Wash. 

Bell  Rep. :  John  Everett. 

Customer :  Carrol  McEntee. 

MCI  Type  Service :  Ring  down — SA — 1. 

Bell  Type  Service :  Key  appearances  in  5  call  directors. 

When  ordered  :  12/10/73,  due  12/21/73. 

When  ordered  :  12-10-73,  due  12/21/73. 

Type  of  problem  ( refusal,  delay,  poor  service,  etc. )  :  Delay. 

Problem  :  1/21/74—9 :00  a.m. 

In  the  past  three  weeks  I  have  called  John  Everett  many  times — at  least 
once  or  twice  daily — about  this  interconnect.  He  keeps  promising  action,  but  I 
am  still  waiting.  This  is  the  only  thing  we  are  waiting  for  to  turn  up  this 
service. 

Andy  Fulton. 

City :  Washington,  D.C. 
MCI  Branch :  Washington, 
MCI  Rep. :  Andy  Fulton. 
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Bell  Assoc.  Co. :  C&P  of  Wash. 

Bell  Rep. :  John  Everett. 

Customer :  Metromedia  News. 

MCI  Type  Service :  4 — 2  way  dial  repeat  tie  lines. 

Bell  Type.  Service :  Dial  repeat  tie  trunks. 

When  ordered :  1-10-74 

Type  of  problem  (refusal,  delay,  poor  service,  etc.)  :  Delay. 

Problem  :  1/21/74—11 :00  a.m. 

I  have  requested  C«&P  provide  us  with  a  6-lead  interface  for  the  hot  cut  of 
four  dial  repeat  tie  lines.  John  Everett  feels  that  this  may  require  Western 
wiring  and  will  require  considerable  delay.  He  seems  very  doubtfuli  that  ^e 
work  can  be  done  prior  to  2/11/74  ( our  hot  cut  date. ) .  He  says  he  has  referred 
the  problem  to  his  traffic  department.  NY  JCP  has  gone  to  a  great  deal  of  effort 
to  get  the  2/11/74  date  from  NY  Tel.  We  need  a  commitment  from  C&P  now  in 
order  to  coordinate  activity  with  New  York. 

Andy  Fulton. 

Sample  order  folders  for  customers  that  have  circuit  terminations  in  Pennsylvania 
and  which  are  waiting  for  installation  (i.e.,  loops  and  equipment  are  installed — 
waiting  on  bell  interconnection) 


Account: 


City 


Getty  Oil Philadelphia— New  York. 

PPG Pittsburgh— Cleveland. 

Do Pittsburgh— Detroit . 

Management  Science  Associates,  Inc Pittsburgh — New  York. 

L.  F.  Rot  hschild  &  Co Pittsburgh— New  York. 

Faulker,  Dawkins  &  Sullivan,  Inc Pittsburgh— New  Y^ork. 

City :  Phila. 

MCI  Branch  :  Phila. 

MCI  Rep. :  Bill  Baker. 

Bell  Assoc.  Co. :  Bell  of  Pa. 

Bell  Rep. :  Walt  Brinkman 

Customer:  Shields  (Wellington  Mght.)  MV  129.5-002. 

MCI  Type  Service :  2  way  automatic  riugdown  pvt.  line. 

Bell  Type  Service :  400  Line  Card. 

( Jrdered  bell  service  on  2-.5-74  for  2-27-74  changed  date  to  4-4-74  on  2-27-74 
Informed  by  John  Forunato  that  ciruit  was  ready  3-28-74 — Man  on  site  4-3-74 
said  there  was  no  interconnect.  The  service  was  ordered  as  a  replacement  to 
rP67798  Bell  put  MCI  circuit  on  spare  key.  Circuit  was  turned  up  at  1030  pm 
4-4-74.  There  was  also  problem  with  local  loop. 

William  Bakek,  Jr. 

City :  Phila. 

MCI  Branch :  Phila. 

MCI  Rep. :  Bill  Baker. 

Bell  Assoc.  Co. :  Bell  of  Pa. 

Bell  Rep. :  Walt  Brinkman. 

Customer  :  Loeb-Rhoads  ( Phila  Investment  Co. )  MV  1509-005. 

MCI  Type  Service  :  2-way  Auto  Ring  Pvt.  Line. 

Hot  cut  ordered  2-6-74  for  3-17  Re  new  service  in  service  3-26-74  Bell  equip- 
ment not  ready. 

William  Bakek,  Jr. 

City :  Phila. 

MCI  Branch :  Phila. 

MCI  Rep. :  Bill  Baker. 

Bell  Assoc.  Co. :  Bell  of  Pa. 

Bell  Rep. :  Walt  Brinkman. 

Customer:  Loeb-Rhoads  (Drexel  Burnham)  MV  1309-003. 

MCI  Type  Service :  2  Way  Auto  Ring  Pvt.  Line. 

When  Ordered :  2-8-74. 

Replace  FP  113.34-2  ordered  for  3-18  in  service  3-26-74  Bell  of  Pa  did  not 
bave  USSO  DISCO  date. 

William  Bakeb.  Jr. 

39-887- 
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City :  Phila. 

MCI  Branch :  Phila. 

MCI  Rep. :  Bill  Baker. 

Bell  Assoc.  Co. :  Bell  of  Pa. 

Bell  Rep. :  Joe  Maylish. 

Customer:  Loeb-Rhoads  (Prov.  Nat.  Bank)  MV  1309-004. 

MCI  Type  Senace  :  2  Way  Auto  Ring  Pvt  Line. 

Replace  FP  1256.  Ordered  service  2-8  for  3-18  in  service  3-26-74  Bell  of  Pa. 
did  not  have  USSO  DISCO  date. 

William  Baker,  Jr. 

City:  Phila. 

When  Ordered :  11/27/73. 

MCI  Branch :  Phila. 

MCI  Rep. :  Bill  Baker. 

Bell  Assoc.  Co. :  Bell  of  Pa. 

Bell  Rep. :  Walt  Brinkman. 

Customer:  Loeb-Rhoads  ( Johnson-Lehmon )  MY  1309-006. 

MCI  Type  Service  :  2  Way  Auto  Ring  Pvt  Line. 

Hot  cut  replacing  FP  66208  ordered  for  3-18-74,  in  service  3-25-74.  Bell  of  Pa. 
did  not  have  USSO  DISCO  date. 

William  Baker,  Jr. 

City :  Phila. 

MCI  Branch :  Phila. 

MCI  Rep. :  Bill  Baker. 

Bell  Assoc.  Co. :  Bell  of  Pa. 

Bell  Rep. :  Walt  Brinkman. 

Customer  :  General  Accident  MV  1278-001. 

MCI  Type  Service  :  2  Way  Dial  Repeat  Tie  Line. 

Ordered  service  1-25-74.  Scheduled  for  2-20-74.  Changed  to  3-19-74  (MCI 
change).  Slipped  to  3-25-74  by  Bell.  Interconnect  not  ready.  In  service  3-29-74. 
Bell  installer  did  not  understand  how  he  was  to  install  service.  Operator  dial 
had  to  be  changed. 

William  Baker.  Jr. 

City :  Phila. 

MCI  Branch :  Phila. 

MCI  Rep. :  Bill  Baker. 

Bell  Assoc.  Co. :  Bell  of  Pa. 

Bell  Rep. :  Walt  Brinkman. 

Customer:  Rak  Assoc.  (Booth.  Potter  &  Seal)  MV  1068-001. 

MCI  Type  Service  :  2  Way  Dial  Repeat  Tie  Line. 

Ordered  service  2-21-74.  Bell  first  said  inservice  date  would  be  3-15-74. 
Changed  by  Bell  to  3-26  (W.E.  delivery).  Changed  by  Bell  to  4-1-74  (W.E. 
delivery ) .  Turned  up  4-2-74. 

William  Baker,  Jr. 

MCI  Telecommunications  Corp.. 

March  19,  197-',. 
Memorandum  For  :  Larry  Harris. 
From :  Jim  Ferguson. 
Subject :  Pittsburgh  Plate  Glass. 

This  circuit  was  scheduled  for  4  p.m.  on  2/15.  It  was  originally  scheduled  to 
be  a  4  land  interface. 

When  Bell  arrived  they  started  to  cut  circuit  #1  and  they  ran  into  difBculty. 
It  was  about  this  time  that  the  people  in  Pittsburgh  asked  if  Bell  of  Pa.  could 
cut  the  rest  of  the  circuit  and  go  home.  We  checked  with  Michigan  Bell  and 
they  told  us  they  would  stay  on  this  until  they  were  all  up  and  running.  Bell  of 
Pa.cut  their  end  and  left. 

After  many  hours  Michigan  Bell  determined  that  a  repeat  coil  was  missing 
from  the  63718.  He  led  us  to  believe  that  the  repeat  coil  was  a  stock  item  from 
his  dispatch  location.  We  notified  the  customer  and  asked  the  customer  for 
access  and  were  told  that  the  only  line  we  could  have  access  was  on  2/19  at 
7  a.m. 

Michigan  Bell  said  that  our  presence  would  not  be  necessary  to  finish  the  cut 
and  he  would  be  there  at  7  a.m.  He  arrived  at  7  :15  a.m.  Michigan  Bell  didn't 
arrive  until  8  :10. 
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The  r-oil  was  not  a  stock  item  and  be  had  to  take  coils  from  spare  Michigan 
Bell  equipment  to  the  customer  location.  The  Michigan  Bell  installer  was 
unahle  to  make  the  circuit  work  even  with  this  coil. 

Skip  Knowles  and  the  people  at  MCI  Detroit  decided  to  put  in  4123  modules 
and  use  a  six  land  interface.  Once  we  went  to  this  means,  we  were  able  to  get 
the  circuit  to  work. 

On  the  19th  we  had  worked  with  Michigan  Bell  Engineering  and  Michigan 
Bell  said  they  would  send  an  Engineer  out.  but  the  Engineer  never  arrived. 
Once  we  went  to  the  six  land  interface,  everything  went  okay. 

Bell  Action  Repokt  * 

City :  N.Y.C. 

MCI  Branch :  N.Y.C. 

MCI  Rep. :  Rich  Kane. 

Bell  Assoc.  Co. :  N.Y.  Tel. 

Bell  Rep. :  Chris  Blair. 

Customer :  Metromedia. 

MCI  Type  Service :  2  way  dial  repeating  TL. 

Bell  Type  Service :  2  way  dial  repeating  TL. 

When  Ordered :  1/7/74. 

Type  of  problem  (refusal,  delay,  poor  service,  etc.)  :  delay. 

Problem :  1/15/74. 

Customer  had  requested  billing  quote  on  G  type  tie  line  from  Telco.  Because 
of  this  Telco  didn't  process  order  from  MCI.  Because  of  Telco  failure  to  process 
order  and  give  target  dates,  End  to  End  test  and  In  service  dates  had  to  be 
delayed. 

A.  Wider. 

Bell  Action  Report 

City :  N.Y.C. 

MCI  Branch :  X.Y.C. 

MCI  Rep. :  Rich  Kane. 

Bell  Assoc.  Co.  :  N.Y.  Tel. 

Bell  Rep. :  Chris  Blair. 

Customer :  Genesco. 

MCI  Type  Service :  2  way  dial  repeating  TL. 

Bell  Type  Service  :  2  way  dial  repeating  TL. 

When  Ordered  :  11/27/73  supp  12/3/73. 

Type  of  problem  ( refusal,  delay,  poor  service,  etc. )  :  Delay. 

Customer  requested  price  quote  from  NY  Tel  on  termination  charges.  Because 
of  this  Telco  did  not  process  order.  Thus  the  original  in  service  date  of 
1/14/74  was  missed.  Now  customer  does  not  want  service  until  2/13/74. 

A.  Wider. 
Bell  Action  Report 

City :  N.Y.C. 

MCI  Branch :  N.Y.C. 

MCI  Rep. :  Pat  Bianchini. 

Bell  Assoc.  Co. :  N.Y.  Telephone. 

Customer :  Hayden  Stone. 

MCI  Type  Service  :  Manual  tie  line. 

Bell  Type  Service  :  Manual  tie  line. 

When  Ordered :  10/12/73. 

Type  of  problem  ( refusal,  delay,  poor  service,  etc. )  :  Delay :  poor  service 

Problem :  1/24/74. 

Informed  by  MCI  field  personnel,  having  diflSculty  with  interconnect.  E&M 
leads  were  not  extended  to  demark,  also  NY  Telephone  central  office  wireing 
incomplete. 

A.  Wider. 
Bell  Action  Report 
City :  N.Y.C. 
MCI  Branch :  N.Y.C. 
MCI  Rep. :  Pat  Bianchini. 
Bell  Assoc.  Co. :  N.Y.  Telephone  Co. 
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Bell  Rep. :  Jim  McKeever. 

Customer :  Drexel  Burnham. 

MCI  Type  Service :  2  WDR. 

Bell  Type  Service  :  2  WDR. 

When  Ordered :  12/10/73. 

Type  of  problem  (refusal,  delay,  poor  service,  etc.)  :  Delay. 

Problem  :  1/24/74. 

Inform  by  Telco  that  target  date  of  1/24/74  for  interconnect  will  not  be  met, 
and  will  not  be  ready  until  2/27/74.  The  in  service  date  of  2/4  74  has  been  put  in 
jeopardy  because  of  the  situation. 

A  Wider. 

Exhibit  32 

MCI  Telecommunications  Corp., 
New  York,  N.Y.,  Jamiary  15, 1974- 
Mr.  B.  C.  Hanes, 
Vice  President,  Marketing, 
New  York  Telephone  Co., 
New  York,  N.Y. 

Deab  Mr.  Hanes  :  This  letter  is  to  confirm  our  conversation  of  January  8th 
concerning  severe  diflSculties  that  we  have  had  to  date  in  obtaining  intercon- 
nections to  New  York  Telephone  Company  Centres  CO  equipment.  We  currently 
have  33  of  these  orders  outstanding  with  the  New  York  Telephone  Company, 
some  going  back  as  far  as  August,  1973. 

The  most  recent  interruption  to  our  attempts  to  provide  these  services 
occurred  on  January  7,  1974.  On  that  day.  we  were  abruptly  informed  by  your 
Business  Relations  people  that  all  MCI  orders  of  this  type  were  "on  hold"  until 
additional  information  concerning  the  distant  end  equipment  was  provided  by 
us.  In  addition  to  further  jeopardizing  all  of  these  orders.  This  new  immedi- 
ately impacted  a  scheduled  1/10/74  service  date  for  Reynolds  Securities. 

No  opportunity  was  given  to  us  at  this  time  to  obtain  an  understanding  of 
why  this  additional  data  was  required  or  how  it  would  be  used,  only  that  our 
orders  were  "on  hold"  until  we  provided  it.  Previously,  on  November  27  1973,  a 
NYT  representative  suggested  that  a  technical  conference  call  be  established 
between  our  respective  engineering  people  to  iron  out  what,  if  any,  additional 
information  might  be  required  by  NYT  engineering.  Despite  our  subsequent 
continuing  endeavors  to  establish  this  call,  your  Business  Relations  people  have 
refused  this. 

If  this  information  is  technically  necessary,  it  would  appear  that  is  should 
have  been  so  identified  well  before  now.  I  would  like  to  point  out  that  we  have 
been  successfully  installing  circuits  in  Centrex  CO  equipment  for  some  time  in  a 
number  of  other  locations  without  providing  this  specific  information. 

To  date,  we  have  been  completely  unsuccessful  in  installing  MCI  services 
where  a  NYT  Centrex  CO  is  involved.  A  number  of  the  services  have  been 
awaiting  a  NYT  interconnection  since  September,  1973.  Clearly,  this  is  an  intol- 
erable position  for  us  to  be  in.  Attached  is  a  summary  of  the  MCI  orders  with 
your  company  which  involve  a  Centrex  CO  termination  and  which  NYT  pres- 
ently Ixas  "on  hold". 

The  problem  of  obtaining  a  suitable  interval  and  then  providing  the  service 
within  that  time  frame,  has  been  discussed  on  numerous  occasions  with  NYT 
without  avail.  We  would  appreciate  any  help  you  can  give  in  helping  us  to 
quickly  resolve  this  situation. 

For  our  part,  since  your  people  have  refused  to  allow  us  to  technically  discuss 
additional  requirements  with  the  engineers  who  claim  to  need  it,  we  will 
attempt  to  obtain  and  provide  it  in  the  format  demanded  as  rapidly  as  possible. 
It  is  extremely  important  to  us  that  these  customers'  service  be  no  further 
jeopardized. 

Very  truly  yours, 

Donald  E.  Smith, 
Eastern  Regional  Manager. 
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Date 

Re- 

placed 

quested 

Last  date 

MCI 

Number  of    with 

service 

provided  by 

Customer 

requisition 

circuits    NYT 

date' 

NYT 

Ketchum  MacLeod' 0014 

American  Export 0010 

Bache  &  Co 0013 

Arthur  Anderson' 0022 

G.  H.  Walker 55-003A 

Hayden  Stone 55-007 

Goldman  Sachs' 55-010 

E.  F.  Hutton 55-033 

Management  Associates. 082 

Mitchell  Hutchins 55-051 

G.  H.  Walker. 55-052 

Dean  Witter 55-058 

Goldman  Sachs _ 55-066/7 

Moore  McCormack 55-004/5 

Reynolds 55-039 

Hallgarten 55-040 


2    Aug.  29    Dec.  10    Dec. 


1 

Aug.  27 

Oct.     2 

Feb  8 

Aug.  27 

Sept.  21 

June  1964 

Sept.  11 

Dec.  10 

Dec.  10. 

Oct.     5 

Nov.  16 

Feb.  8 

Oct.    12 

Nov.    8 

Jan.  21. 

Oct.   24 

Nov.  20 

Jan.  21. 

Nov.  19 

Jan.     2 

Feb.  8. 

Dec.    4 

Jan.   28 

None. 

Dec.  12 

Feb.  12 

Do. 

Dec.  13 

Feb.  13 

Do. 

Dec.  13 

Feb.  13 

Do. 

Dec.  17 

Feb.  14 

Do. 

Oct.     5 

Nov.  17 

Feb.  1. 

Nov.  27 

Jan.   10 

Jan.  21. 

Dec.  10 

Feb.    7 

None. 

>  Using  40  business  day  interval,  except  orders  placed  before  Oct.  2,  1973  which  used  18  business  days,  as  directed. 
MCI  will  accept  sooner. 
'  MCI  subsequently  has  placed  on-hold. 
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MCI  Telecommunications  Corp., 
Washington,  D.C.,  January  10.  197Jf. 
Mr.  Angus  S.  Alston, 

President,  Southwestern  Bell  Telephone  Co., 
St.  Louis,  Mo. 

Dear  Mr.  Alston  :  MCI  has  and  continues  to  experience  significant  problems 
with  the  Southwestern  Bell  Telephone  Company  (SWB)  in  securing  local 
distribution  facilities  in  Dallas.  On  June  21.  1973  MCI  forwarded  a  letter  to 
SWB  detailing  our  cable  pair  requirements  in  Tulsa,  Oklahoma  City,  Dallas 
and  Houston  (see  Attachment  I).  After  repeated  attempts  to  get  your'company 
to  provide  local  distribution  facilities  to  MCI  for  these  cities,  MCI  tiually 
received  a  copy  of  a  proposed  agreement  from  SWB  in  mid-October. 

On  October  22,  1973  MCI  forwarded  a  signed  contract  to  your  company  and 
on  October  25,  1973  we  forwarded  another  letter  to  SWB  again  detailing  our 
cable  pair  requirements  for  said  cities  (see  Attachment  II). 

On  November  15.  1973  a  new  contract  was  sent  to  MCI  for  signature.  Mr. 
Claude  Matthews  of  SWB  stated  that  the  contract  MCI  had  signed  on  October 
22,  1973  would  not  be  used  and  that  the  contract  SWB  had  forwarxied  on 
November  15,  1973  would  be  used  (see  Attachment  III). 

November  20,  1973  MCI  signed  the  November  15th  contract  and  returned  it 
to  SWB  (see  Attachment  IV). 

On  December  5,  1973  Mr.  Matthews  said  that  SWB  had  not  returned  the 
signed  contract  to  MCI  because  of  MCI's  request  for  a  thirty  day  interim 
agreement  rather  than  a  two  year  contract.  On  December  7,  1973  SWB  for- 
warded a  revision  to  the  contract.  On  December  10,  1973  MCI  returned  the 
latest  contract,  signed  as  modified,  to  SWB  (see  Attachment  V). 

Approximately  December  13,  1973  Mr.  Matthews  informed  MCI  that  SWB 
would  have  no  cable  pairs  available  for  MCI  in  Dallas  and  that  the  only  way 
we  could  get  such  cable  pairs  would  be  to  order  them  on  a  dedicated  basis.  Mr. 
Matthews  stated  we  would  have  to  put  that  request  in  writing  which  we  did  on 
December  13,  1973  (see  Attachment  VI).  Mr.  Matthews  also  informed  us  that 
there  are  cable  pairs  available  in  MCI's  building  in  Dallas  but  that  they  were 
going  to  be  held  for  SWB's  customers  and  MCI's  only  alternative  was  dedi- 
cated facilities. 

On  December  20,  1973  I  called  Mr.  Matthews  and  he  restated  that  there  were 
cal)le  pairs  available  but  they  would  not  be  available  to  MCI.  I  then  called  Mr. 
William  Sehindele,  Assistant  Vice  President  of  AT&T  discussing  this  problem 
in  detail  and  he  assured  me  that  he  would  get  back  to  me. 
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On  December  26,  1973  Mr.  Schindele  called  me  back  and  informed  me  that 
the  problem  with  SWB  had  been  resolved  and  I  would  be  hearing  from  SWB 
shortly. 

On  December  27,  1973  Mr.  Paul  Shaffer  of  SWB  called  and  informed  me  that 
there  had  been  a  change  in  SWB's  policy  concerning  supplying  MCI  cable  pairs 
in  Dallas.  Mr.  Shaffer  stated  that  Mr.  Schindele  and  others  at  195  Broadway 
had  been  instrumental  in  dictating  the  SWB  policy  change.  Mr.  Shaffer  stated 
that  this  change  in  policy  would  be  that  SWB  would  provide  MCI  cable  pairs  on 
an  as  available  basis  in  Dallas. 

Because  of  SWB's  failure  promptly  to  work  with  us  for  the  provision  of 
interconnections,  MCI  has  been  unable  to  date  to  service  its  customers  in  Dallas. 
As  you  can  see  from  the  facts  stated  in  this  letter  far  more  than  a  reasonable 
amount  of  time  passed  before  SWB  agreed  to  make  cable  pairs  available  to  MCI 
in  Dallas.  As  you  can  well  imagine,  the  financial  damage  to  SiCI  as  a  result  of 
SWB's  actions  and  policies,  as  well  as  the  image  damage  to  MCI  in  the  eyes  of 
its  customers  and  potential  customers,  has  been  substantial. 

As  of  this  date  I  am  troubled  that  we  have  yet  to  receive  written  confirmation 
that  SWB  intends  to  provide  MCI  any  cable  pair  to  our  building  in  Dallas. 

I  am  sure  you  are  aware  that  on  December  31,  1973  the  United  States  District 
Court  in  Philadelphia  granted  MCI  injunctive  relief  against  AT&T.  The  court's 
ruling  requires  all  Bell  System  telephone  companies  immediately  to  provide 
MCI  with  interconnection  for  its  nationwide  business  communications  network 
on  a  basis  equal  to  the  interconnection  these  companies  provide  to  Bell's  own 
Long  Lines  Department.  I  would  appreciate  hearing  promptly  from  you  as  to 
what  action  you  are  taking  to  expedite  the  correction  of  the  harm  done  to  MCI 
by  SWB's  previous  conduct.  I  am  confident  that  SWB's  future  actions  will  be  in 
full  compliance  with  the  District  Court  Order,  and  I  now  look  forward  to  an 
era  of  full  cooperation  between  our  companies  for  our  mutual  benefit,  and  for 
the  benefit  of  our  customers. 
Very  truly  yours, 

Laurence  E.  Harris, 

Vice  Preside)}  t. 
Attachment  I 

MCI  Telecommunications  Corp., 

Washington,  B.C.,  June  21,  1973. 
Mr.  Claude  Matthews. 
General  Marketing  Staff  Supervisor, 
Southtcestcrn  Bell  Telephone  Co., 
St.  Louis,  Mo. 

Dear  Mr.  Matthews  :  MCI  would  like  to  place  the  following  order  for  cable 
pair  facilities  under  the  terms  and  conditions  of  our  Contract  dated  October  18. 
1971.  In  order  to  assist  you  in  processing  this  order  we  will  require  the  following 
number  of  cable  pairs  : 
Tulsa— 4th  National  Bank  Building.  15  W.  6th  St.,  25th  floor :  Aug.  15.  1973.  10 ; 

Sept.  15,  1973,  10. 
Oklahoma  Citv— City  National  Bank  Building,  204  N.  Robinson  Street,  Base- 
ment :  Aug.  15, 1973, 10 :  Sept.  15, 1973, 10. 
Pallas— Brvan  Towers,  2001  Bryan  Street,  39th  floor:  Aug.  20,  1973,  30;  Sept. 

20,  1973.  25  ;  Oct.  20, 1973,  25  :  Nov.  20, 1973,  20. 
Houston — Address  not  confirmed — will  forward  when  available :  Sept.  15,  1973, 

40  :  Oct.  15, 1973,  35  ;  Nov.  15,  1973.  35  ;  Dec.  15, 1973,  40. 
The  cumulative  total  for  each  of  these  cities  are :  Tulsa— 20,  Oklahoma  Cit.y— 20, 
Dallas— 100  and  Houston— 150. 

I  will  provide  you  with  our  six  months  and  one  year  requirements  within 
ninety   days. 

Please  feel  free  to  call  me  if  you  have  any  questions  concerning  this  matter. 
Since  time  is  of  the  essence,  I  would  appreciate  your  prompt  attention. 
Very  truly  yours, 

Laurence  E.  Harris, 

Vice  President. 
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Attachment  II 

MCI    TELECOAfMyNICATIONS    CORP., 

Washinrjton,  DM.,  October  25,  1973. 
Mr.  Claude  Matthews,  '     '  *    '.     o' 

General  Marketing  Staff  Supervisor, 
Sottthicestern  Bell  Telephone  Co., 
St.  Louis,  Mo. 

Dear  Claude  :  As  indicated  in  Larry  Harris's  letter  to  you  of  June  21,  1973, 
we  are  herein  providing  a  more  accurate  and  extended  estimate  of  our  cable 
requirements  including  St.  Louis.  Specifically,  I  have  listed  our  cumulative  cable 
pair  requirements  for  t]ie  months  of  January,  April  and  October  of  1074. 

January  April  October 

:- ,     .      ,"     r-!'V   '       . 

Tulsa . _. 

Oklahoma  City 

Dallas... ... 

Houston 

St.  Louis.. _ 


Our  requirements  are  quite  extensive  and  will  now  increase  rapidly.  It  is 
vital  that  your  company  provide  the  needed  cable  pairs  in  a  timely  manner 
.such  that  we  can  fulfill  customer  orders.  We  will  be  using  these  cables  on  an  as 
available  basis. 

Please  feel  free  to  call  me  if  you  have  any  questions.  Time  is  of  the  essence, 
and  your  prompt  attention  to  this  critical  matter  is  appreciated. 
Very  truly  yours, 

James  W.  McNabb. 

Vice  President. 
Attachment  III 

MCI  Telecommunications  Corp., 
Washington,  D.C.,  November  20,  1973. 
Mr.  C.  Matthews, 
General  Marketing  Supervisor, 
Southwestern  Bell  Telephone  Co., 
St.  Louis,  Mo. 

Deae  Mr.  Matthews  :  Reference  is  made  to  your  letter  of  November  15, 
1973  and  to  the  agreement  enclosed  therewith  (the  "Agreement").  As  you  may 
know,  the  entire  question  of  interconnection  is  now  the  subject  of  litigation  in 
the  United  States  District  Court  for  the  Eastern  District  of  Pennsylvania. 
Pending  the  outcome  of  that  litigation  it  is  impossible  to  foresee  at  this  time 
whether  the  relationship  between  MCI  and  the  Bell  System  will  be  governed 
by  tariff  or  by  contract,  nor  the  form  or  substance  of  either  of  those  vehicles. 
Accordingly.  I  am  sure  you  can  understand  that  MCI  is  reluctant  to  enter  into 
any  form  of  long-term  commitment  as  to  local  interconnection  facilities  under 
circumstances  which  might  preclude  MCI  for  pursuing  any  of  its  rights  or 
enforcing  any  claims  to  which  MCI  believes  it  is  enti  tied. 

While  your  letter  indicates  that  the  Agreement  is  in  fact  interim  since  it  is 
subject  to  being  superseded  by  effective  tariffs,  the  question  of  which  tariff,  if 
any,  is  applicable  to  the  facilities  sought  by  MCI  is  still  open.  As  you  may 
know,  MCI  has  taken  the  position  in  the  foregoing  litigation,  as  it  has  in  the 
past  and  as  has  the  Federal  Communications  Commission  (the  "FCC"),  that 
the  interconnection  facilities  sought  by  MCI  are  the  subject  of  exclusive  federal 
jurisdiction.  Accordingly,  MCI  does  not  wish  to  be  placed  in  a  position  where 
it  is  unable  to  contend  that  any  state  tariffs  which  may  become  effective  are  of 
no  applicability  to  MCI.  To  the  extent  that  Southwestern  Bell  forces  MCI  to  be 
placed  in  that  position,  MCI  must  make  clear  that  it  is  being  so  placed  under 
extreme  duress. 

As  far  as  the  Agreement  itself  is  concerned,  it  appears  to  be  substantially 
similar  to  the  draft  delivered  to  Mr.  McNabb  on  October  16th  and,  therefore, 
the  comments  contained  in  our  letter  of  October  22,  1973  with  respect  thereto 
continue  to  be  applicable. 
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Attachment  IV 

Southwestern  Bell. 
8t.  LouU,  Mo.,  November  15, 1973. 
Mr.  Lattbencb  E.  Hasbib, 
MCI  Telecommunications  Corp., 
Washington,  D.C. 

Dear  Mk.  Harris  :  I  received  your  letter  of  October  22,  1973,  in  my  office  on 
October  29,  1973.  As  indicated  in  my  letter  to  you  of  July  3,  1973,  I  am  respon- 
sible for  negotiation  on  behalf  of  Southwestern  Bell  Telephone  Company  for  the 
provision  of  local  distribution  facilities  to  Common  Carriers.  As  you  can  see  by 
your  failure  to  direct  this  letter  to  my  attention  there  was  a  considerable  delay 
in  receiving  it. 

Several  observations  appear  to  be  in  order  relative  to  your  letter.  First,  it 
was  our  intent  that  the  Agreement  "draft"  which  I  presented  to  Mr.  Jim 
McNabb  on  October  16,  in  Tulsa,  Oklahoma,  be  presented  to  the  appropriate 
officers  of  your  Company  for  review  and  comments  to  our  Company.  It  was 
represented  only  as  a  draft  and  we  specifically  asked  Mr.  McNabb  to  have  the 
appropriate  officials  of  MCI  discuss  this  with  us  so  that  we  might  prepare  a 
final  Agreement  to  provide  local  distribution  facilities  to  be  signed  by  both 
Companies.  Therefore,  we  are  enclosing  Agreements  for  signature  by  the  appro- 
priate officials  of  MCI  Telecommunications  Corporation,  and  MCI  St.  Louis- 
Texas,  Inc.,  in  lieu  of  the  draft  Agreement  which  you  attempted  to  complete 
and  sign.  The  "draft"  which  you  returned  is  not  acceptable. 

Relative  to  your  statement  you  were  advised  that  "until  MCI  entered  into  a 
contractual  relation  substantially  in  the  form  of  a  proposed  Agreement  which 
was  furnished  by  Southwestern  Bell  (hereinafter  referred  to  as  the  'Agree- 
ment'), Southwestern  Bell  would  not  commence  to  modify  its  tariffs  and  submit 
such  modifications  to  appropriate  state  regulatory  authorities  for  approval." 
this  was  not  the  advice  given  to  Mr.  McNabb  in  onr  October  16  meeting.  We 
did  in  fact  advise  Mr.  McNabb  of  your  Company  that  we  would  proceed,  upon 
formal  notification  from  the  appropriate  carrier (s)  of  your  intent  to  provide 
services  terminating  at  locations  served  by  our  Company  and  the  requirement 
for  interconnection  of  your  tariff  services  with  our  tariff  services,  to  take  the 
necessary  steps  to  include  the  carrier (s)  in  our  state  interconnection  tariffs. 
Further,  we  have  undertaken  to  do  so  in  accordance  with  correspondence 
received  from  Mr.  McNabb,  and  are  in  the  process  of  including  MCI  Telecom- 
munications Corporation  in  our  interconnection  tariffs  in  Texas  and  MCI  St. 
Louis-Texas,  Inc..  in  our  Texas.  Oklahoma,  and  Missouri  interconnection  tariffs. 
In  response  to  your  comments  regarding  the  Federal  Communications  Com- 
mission's October  4,  1973,  letter  to  AT&T  and  relative  to  your  comments  on  an 
interim  Agreement,  we  feel  the  enclosed  Agreements  are  in  fact  interim  because 
there  is  a  provision  which  states  that  the  Agreements  would  be  superseded  by 
tariffs  when  they  become  effective  (see  Page  18.  Section  9.  Paragraph  E). 

Regarding  your  comments  in  the  3rd  and  5th  paragraphs  of  your  letter,  we 
are  not  nor  do  we  intend  to  dictate  any  Agreements,  apply  duress  or  in  any 
way  force  MCI  to  sign  an  Agreement  which  you  reject  in  any  way.  Therefore, 
regarding  the  enclosed  Agreements,  please  have  the  appropriate  officers  of 
MCI  Telecommunications  Corporation  and  MCI  St.  Louis-Texas.  Inc..  exernte 
all  copies  if  you  find  them  acceptable  on  an  interim  basis.  Please  then  return 
all  copies  of  these  Agreements  to  my  office  so  that  we  may  have  them  executed 
by  our  Vice  President-Operations.  Also  please  note  that  the  Supplementary 
Undertaking  of  both  Agreements  require  execution. 

If  the  enclosd  Agreements  are  not  acceptable,  we  will  be  glad  to  discuss 
them  with  you  further. 
Sincerely, 

C.  Matthews. 

Enclosures. 

November  20.  1973. 

Mr.  C.  Matthews  :  Since,  however,  there  is  no  alternative  source  of  supply 
for  the  interconnection  facilities  MCI  must  have  to  service  its  customers  in 
Oklahoma  and  Texas,  we  cannot  permit  any  reservations  we  may  have  concern- 
ing the  Agreement  to  interfere  with  our  obtaining  even  the  limited  facilities 
offered   in   the  Agreement   under    whatever   terms  are   available.   Accordingly, 
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pending  the  outcome  of  the  litigation  referred  to  above  and/or  the  effectiveness 
of  a  tariff  filed  with  the  FCC,  MCI  will  order  facilities  under  the  Agreement. 

We  wish  to  advise  Southwestern  Bell,  however,  that  the  execution  of  the 
Agreement  and  the  leasing  of  interconnection  facilities  thereunder  may  not  be 
deemed  to  constitute  the  waiver  by  MCI  of  any  right  it  may  have  to  object  to 
the  terms  of  the  Agreement  nor  the  waiver  of  any  legal,  equitable  or  adminis- 
trative remedies  to  which  MCI  may  be  entitled,  including,  without  limitation, 
those  remedies  obtainable  but  for  the  leasing  of  facilities  under  the  Agreement. 

If  the  foregoing  reservation  is  unacceptable  to  you,  we  would  be  prepared  to 
enter  into  an  agreement  on  substantially  identical  terms  as  the  Agreement  on 
a  30-day  renewable  basis  where  all  parties  reserve  their  rights  as  was  the 
case  with  the  interim  agreements  entered  into  with  other  Bell  System  com- 
panies. In  the  meantime  we  are  returning  all  sis  copies  of  the  Agreement  duly 
executed  by  an  authorized  officer  of  MCI. 
Sincerely  yours, 

Laurence  E.  Harris. 

Vice  President. 

Attachment  V 

MCI  Telecommunications  Corp., 
Washington,  D.C.,  December  10,  1973. 
Mr.  C.  Matthews. 
General  Marketing  Staff  Supervisor, 
Southwestern  Bell  Telephone  Co., 
St.  Louis,  Mo. 

Dear  Mr.  Matthews  :  On  behalf  of  INICI  Telecommunications  Corporation 
and  MCI  St.  Louis-Texas.  Inc.  please  find  enclosed  two  executed  copies  of  an 
Agreement  dated  December  7,  197.3  between  Southwestern  Bell  Telephone  Com- 
pany and  MCI  Telecommunications  Corporation  and  MCI  St.  Louis-Texas,  Inc., 
respectively.  Page  18  of  each  of  the  foregoing  Agreements  was  initialed  as 
retjuested  in  your  letter  of  December  7,  1973. 
Sincerely  yours, 

Cherif  Sedky, 
Assistant  General  Counsel. 

Attachment  VI 

December  13,  1973. 
Mr.  C.  Matthews, 
General  Marketing  Supervisor, 
Southicestem  Bell  Telephone  Co., 
St.  Lauis,  Mo. 

Dear  Mr.  Matthews  :  MCI  hereby  requests  that  you  provide  us  with  a  quote 
for  the  special  construction  of  facilities  in  Dallas  and  Houston,  Texas.  Specifi- 
cally this  quote  is  for  facilities  terminating  at  the  MCI  terminals  in  each  city. 
The  addresses  are  2001  Bryan  Street  in  Dallas,  Texas  and  One  Shell  Plaza  in 
Houston,  Texas. 

We  request  that  you  prepare  special  construction  quotes  for  400  cable  pair  in 
Dallas  and  100  cable  pair  in  Houston.  Further,  it  is  our  understanding  that  if 
MCI  orders  a  dedicated  compliment,  that  prior  monies  spent  for  special  con- 
struction will  be  appropriately  credited  to  the  construction  of  a  dedicated 
compliment. 

We  also  desire  that  you  provide  MCI  with  a  quote  for  dedicated  facilities  in 
both  Dallas  and  Houston.  Specifically,  we  would  like  to  have  you  provide  a 
quote  for  400  and  900  cable  pair  in  Dallas  and  400  cable  pair  in  Houston. 
However,  it  is  extremely  important  that  the  preparation  of  this  quote  for 
dedicated  compliments  not  interfere  with  or  take  precedent  over  the  preparation 
of  the  quote  for  special  construction. 

IMCI  would  also  like  included  in  the  preparation  of  these  quotes,  a  900  pair 
riser  cable  in  Dallas  and  a  600  pair  riser  cable  in  Houston. 

It  is  our  understanding  that  you  will  expedite  the  preparation  of  these  quotes 
and  that  we  can  reasonably  expect  a  response  next  week  on  the  special  con- 
struction quote.  It  is  also  our  understanding  that  you  will  make  every  effort  to 
provide  prices  for  200  cable  pair  under  special  construction  if  it  will"  not:  delay 
the  quote  for  400  cable  pair. 

These  quotes  are  now  holding  up  MCI's  ability  t<>  provide  service  to  its  cus- 
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tomers  and  we  therefore  request  that  Southwestern  Bell  make  every  effort  to 
expedite  this  matter. 
Sincerely  yours, 

James  W.  McNabb. 

Vice  President. 
Exhibit  34 
City :  Wash,  D.C. 
MCI  Branch :  Wash. 
MCI  Rep. :  Nelson  Boyd/ Andy  Fulton. 
Bell  Assoc.  Co. :  C.&P. 
Bell  Rep. :  J.  Everett. 
Customer  :  Chas  Pfizer  &  Co. 
MCI  Type  Service :  FX— MX  1026-007. 
Bell  Type  Service :  FX  18633. 
When  Ordered :  1-7-74 

Type  of  problem  ( refusal,  delay,  poor  service,  etc. )  :  Delay. 

Problem:  C&P  notified  on  3/22/74  that  date  for  cut  was  being  moved  up  to 
3/25/74.  They  said  that  a  call  to  SSMB  was  all  that  was  required.  On  3/25/74 
SSMB  &  J.  Everett  said  could  not  change  without  paper  work.  .TCP  asked 
salesman  to  sup  order  in  a.m.  As  of  2  :20p  C&P  had  not  reed  sup  &  would  not 
do  work. 

Nelson  Boyd. 
Exhibit  35 
City :  Wash,  D.C. 
MCI  Branch  :  Wash,  D.C. 
MCI  Rep. :  N.  Bovd. 
Bell  Assoc.  Co. :  C.&P. 
Bell  Rep. :  Mike  Bradley,  Bill  Swanson. 
Customer  :  Motor  Vehicle  Manufacturers  Association. 
MCI  Type  Service  :  2  WDR. 
Bell  Type  Service  :  2  WDR. 
When  Ordered :  1-3-74. 
When  Refused :  3/29/74. 

Type  of  problem  (refusal,  delay,  poor  service,  etc.)  :  Delay — not  ready  for  cut. 
C&P  SSMB  refuses  to  work  hot  cut  because  LL  SSO  issued  with  4/12  DD. 
LL  won't  authorize  hot  cut  ou  trunk  circuits  prior  to  DD  on  SSO.  C&P  not 
engineer  for  hot  cut. 

N.  Boyd. 
Backlog  Control  Flash 

Date  3/29/74  ;  Time :  3  :45p. 

Originator  N.  Boyd,  Washington  Branch  Operations. 
Customer  Motor  Vehicle  Manufacturers  Association. 
Order :  I  201-0106. 
Circuit :  MV  1287. 
Control  office :  Detroit. 
Destination (s)  Det.-Wash. 
Action :  Deferred  Schedule. 
EE  3/28/74.  INS  3/29/74.  D/D  /4/16/74. 

Jeopardy  description :  C&P  SSMB  wont  hot  cut — LL  won't  authorize  hot  cut 
prior  to  DD  on  SSO  (4/12).  C&P  not  eng  for  hot  cut. 

Communications  media 
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Resolution  responsibility: 

D  Sales 

n  Engineering 

D  Control  terminal ..- 

D  Nonconlrol terminal __ J.Kenyon 

X  Regional  staff J.Ferguson 

n  Regional  manager 

D  District  manager F.Noble _. 

X  Legal  department.  „ L.Harris. 

□  HQ  operations C.  M.  Vomer  Brugge. 

a  Other-.. - 


Resolution  action  rescheduled  to  4:00  p.m.  April  2, 1974. 
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Exhibit  36 

MCI  Telecommunications  Corp.. 

February  19,  1974, 
Memorandum  For :  Larry  Harris 
Subject :  Shewbir  Williams. 

This  circuit  was  scheduled  for  2/15  and  Michigan  Bell  missed  the  due  date. 
The  way  it  was  originally  scheduled,  it  was  to  be  cut  on  2/15  at  4  p.m.  This 
was  a  cold  cut. 

Michigan  Bell  was  supposed  to  perform  their  part  of  the  cut  some  time  prior 
to  4  P.M.  on  2/15.  I  believe  it  was  scheduled  to  be  done  by  the  close  of  business 
on  2/14. 

At  4  P.M.  on  2/15  Michigan  Bell  still  was  not  there.  When  they  finally  sent 
someone  at  4  :30  p.m.  he  had  no  drawings,  no  listing  of  options  and  was  com- 
pletely unprepared  to  perform  the  cut. 

The  circuit  was  rescheduled  for  Monday,  2/19  and  when  Michigan  Bell  came 
and  did  their  part  of  the  cut,  everything  went  fine. 

MCI  Telecommunications  Cop.p.. 

January  22,  1974- 
Memorandum  For  :  L  Harris. 
From  :  E.  L.  Braunston. 
Subject :  Getty  Oil— January  9,  1974. 

0930— Received  call  from  Ed  Weibrecht  saying  he  got  a  call  from  A.T.&T. 
Rep  (Stu  Pearson)  who  received  a  call  from  Bell  Engineer,  saying  that  dates 
of  1/10  couldn't  be  met,  due  to  extensive  rearrangement  of  equipment  at  cus- 
tomer location.  They  are  saying  new  date  will  be  3/15/74. 

1000 — Called  Joe  Rizol.  He  said  that  the  account  was  given  to  Walt  Brinkman. 
Checked  with  Brinkman  and  he  verifies  new  dates.  I  questioned  why  we  weren't 
informed.  He  didn't  know  and  would  try  and  find  out  reason. 

1300 — Called  for  Rizol  or  Brinkman.  They  weren't  available.  (Out  of  the 
office. ) 

1320 — Called  and  reached  Brinkman.  Asked  who  Engineer  was  (Bob  Kinter), 
but  wouldn't  give  me  his  phone  number.  Said  he  would  have  him  call  me. 

1330— Found  Kiuter's  number  (466-2587)  and  tried  to  call  Engleman  or  Green. 
They  are  going  to  call  Bell  Engineer  to  get  straight  story.  Engleman  calls  Bell 
Engineer  who  says  that  operation  is  now  2  wire  D.X.  on  5  of  6  circuits.  Bell 
will  now  meet  us  T-R  E&M  on  5circuits,  001  through  004  and  006.  On  005  they 
will  meet  us  6  leads.  The  new  date  will  be  January  18.  Hot  cut.  To  accomplish 
this  change  we  must  modify  our  station  packages  to  utilize  a  443  rather  than  a 
4123.  Spoke  with  O'Malley  and  he  says  that  the  date  from  Chuck  Johns  was  a 
tentative  date  1/10  -  1/27,  but  they  were  at  fault  in  not  notifying  us  of  the 
problem  involved. 

Exhibit  37 

City :  Philadelphia. 

MCI  Branch  :  Philadelphia. 

Customer :  Getty  Oil. 

Type  of  problem  ( refusal,  delay,  poor  service,  etc. )  :  Delay. 

Problem :  See  log. 

Exhibit  38 

City :  Pittsburgh. 

MCI  Branch :  Pittsburgh. 

MCI  Rep. :  John  A.  Gergely. 

Bell  Assoc.  Co. :  Bell  of  Penna. 

Bell  Rep. :  Mrs.  Cheryl  Decker. 

Customer :  Williams  and  Company,  MV  1149-001,  I2070051A. 

MCI  Type  Service  :  2  way  dial  repeating  tie  line. 

Bell  Type  Service :  Into  a  CO  Centrex 

When  Ordered  :  March  11, 1974. 

Type  of  problem  (refusal,  delay,  poor  service,  etc.)  :  Delay.  ? 
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standard  interval  for  commiting  a  interconnect  date  into  a  CO  Centres  is 
5-7  working  days  after  tlie  order  is  received.  It  was  received  on  March  11, 
1974.  It  has  been  11  working  days  and  we  have  still  not  received  a  commitment 
date  from  Bell  of  Pennsylvania. 

John  Gergely. 

Exhibit  39 

City :  Chicago.  ; 

MCI  Branch :  Chicago. 

MCI  Rep  :  Dee  Lewis. 

Bell  Assoc.  Co. :  IBT. 

^ell  Rep. :  Dan  Kocher. 

'Customer :  J.  Walter  Thompson. 

MCI  Type  Service :  Multipoint  data. 

Bell  Type  Service  :  A  house  pair. 

"When  Ordered :  12/12. 

Type  of  problem  (refusal,  delay,  poor  service,  etc.)  :  Delay. 

Problem :  12/29. 

The  customer  is  located  on  the  26th  floor  of  J.  Hancock  Bldg.,  MCI  terminal  is 
on  the  93rd  floor  of  the  same  building.  We  requested  a  house  pair  on  12/12  to 
connect  the  two  from  Bell  and  was  informed  on  12/19  that  such  an  arrangement 
was  'special"  and  would  require  6  weeks  .iust  to  price  and  an  indefinite  period 
toward  final  installation.  They  offered  to  give  us  a  "normal  loop"  which  would 
run  from  the  26th  floor,  to  the  16th  floor,  to  the  Superior  St.  Central  Office  (a 
1/2  mile  distant),  back  to  the  16th  floor,  and  finally  to  the  93rd  floor.  The  cus- 
tomer has  indicated  he  would  be  extremely  unhappy  with  this  arrangement 
since  it  means  more  distortion  for  his  data  line.  Furthermore,  on  12/7,  at  the 
time  of  the  site  survey  the  customer  stated  that  he  would  seek  his  own  legal 
counsel  if  Bell  refuesd  to  comply  with  his  wish  to  stay  within  the  building. 
Coincidentally,  on  January  4th,  we  sent  a  letter  to  Bell  stating  our  understand- 
ing that  the  loop  would  be  ready  Jan.  9th  and  asking  for  their  comment  if  they 
felt  it  wouldn't  be.  They  did  not  respond.  The  promised  installation  date  of  1/17 
now  seems  out  of  the  question. 

Robert  G.  White. 

City :  Chicago. 

]\ICI  Branch :  Chicago. 

MCI  Rep. :  Dee  Lewis. 

Bell  Assoc.  Co. :  Illinois  Bell. 

Bell  Rep. :  Dan  Kocher. 

Customer :  J.  Walter  Thompson. 

MCI  Type  Service :  Multipoint  data. 

Bell  Type  Service :  A  house  pair. 

When  Ordered :  12/12/73. 

Tvpe  of  problem  (refusal,  delay,  poor  service,  etc.)  :  Delay. 

Problem  :  1/11/74,  2  :30  p.m. 

Called  Dan  Kocher  and  requested  that  he  expediate  the  installation  of  the 
liouse  pair  loop  for  J.  Walter  Thompson  on  the  basis  of  it  not  leaving  the 
Bancock  Building  and  making  our  due  date  of  January  17th.  Mr.  Kocher  safd 
he  would  try  to  do  whatever  was  possible,  and  if  he  was  successful,  we  should 
not  consider  this  a  regular  practice.  We  will  keep  this  report  open  pending 
Bell's  completion  of  the  loop  installation. 

J.  Antanies. 

Exhibit  40 
City :  Chicago. 
MCI  Branch :  Chicago. 
MCI  Rep. :  D.  Lewis/J.  Antanies. 
Bell  Assoc.  Co. :  Illinois  Bell. 
Bell  Rep. :  P.  Overmyer. 
Customer :  Smith-Barney. 
When  Ordered :  11/15/73. 

When  Refused :  See  Narrative.  .     ^  ,  ,<t     ..  ^  ^      .. 

Type  of  problem  (refusal,  delay,  poor  service,  etc.)  :  Delay  -    Lost  Orders  . 

Problem :  See  Attached.  ^    . 

J.  Antanies. 
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MCI  Telecommunications  Coep., 

Chicago,  III. 
To :  John  Antanies. 
From :  Robert  White. 
Date :  January  24, 1974. 
Subject :  Smith  Barney  In  A  NutshelL 

11/15 — Order  loops  and  interconnects.  These  orders  were  communicated  in 
detail  over  the  phone  and  mailed  in  written  form.  They  are  to  replace  verbatim, 
previously  installed  AT&T  full  period  lines. 

11/16 — P.  Overmyer  of  IBT  called  advising  that  order  could  not  be  processed 
due  to  lack  of  SSO  numbers.  ' 

12/10— Delay  at  New  York  MCI  caused  by  New  York  Telephone's  refusal  to 
supply  a  interconnect  due  date  for  CO.  Centrex  service.  SSO  numbers  are  thus 
impossible  to  obtain. 

12/12 — New  York  Telephone  provides  due  dates.  New  York  MCI  provides  SSO 
numbers.  Numbers  given  to  P.  Overmyer  of  IBT  along  with  list  of  the  AT&T 
Long  Line  circuit  designations  of  the  lines  we  are  replacing.  Due  dates  of  1/21 
and  1/22  established. 

01/11  A.M. — A  summary  list  of  outstanding  orders  due  the  next  two  weeks 
verbally  assented  to  by  P.  Overmyer.  The  list  is  sent  to  IBT  as  a  reminder. 
Smith  Barney  is  on  the  list  for  1/21  and  1/22. 

01/11  P.M. — Dee  Lewis,  MCI,  was  informed  by  P.  Overmyer  that  IBT  market- 
ing wrote  up  interconnect  order  for  1/31  (F.D.D.  date  of  SSO)  and  thus  the 
order  wasn't  written  until  today.  Thinks  there  is  little  possibility  of  making 
1/21  and  1/22.  Will  check  work  load  with  PBX  foreman  and  call  back. 

01/12 — P.  Overmyer  says  he  has  verbally  contacted  everyone  involved  in  the 
IBT  installation  and  now  believes  all  will  go  as  scheduled. 

01/15 — A  second  summary  list,  advanced  one  week  from  the  first,  is  verbally 
assented  to  by  P.  Overmyer.  He  still  believes  Smith  Barney  will  go  1/21  and 
1/22. 

01/17— -P.  Overmyer  says  that  the  SSO  number  for  F.I'.  21149-079  (3136- 
8065)  is  not  any  good.  The  order  must  be  held  up. 

01/17— Upon  advisement  from  MCI  New  York,  Chicago  MCI  gave  IBT  the 
appropriate  AT&T  representative  who  verified  that  the  number  in  question  was 
indeed  good. 

01/18  A.M.— Dee  Lewis,  MCI,  calls  P.  Overmyer  of  IBT  to  verify  Smith 
Barney  cut  dates.  P.  Overmyer  says  he's  not  positive;  but  will  be  in  the 
afternoon. 

01/18  2  :30  P.M. — Dee  Lewis,  MCI,  receives  a  call  from  P.  Overmyer  who  says 
he  "thinks  it  will  go". 

01/18  4:15  P.M.— P.  Overmyer  of  IBT  called.  We  will  not  be  able  to  hot  cut 
any  of  the  eight  circuits  on  either  1/21  or  1/22.  This  was  because  the  original 
order  was  lost  between  the  IBT  representative  and  IBT  marketing.  A  new 
order  had  to  be  issued  by  IBT.  He  said  because  the  second  order  was  so  late  in 
arriving,  the  work  could  not  be  completed  in  time. 

01/21— John  Antanies  and  Scott  Brodey,  MCI,  called  Dick  Smith  of  IBT  to 
escalate  trouble. 

01/21— P.  Overmyer  of  IBT  called  back  and  gave  us  new  dates  of  1/30  and 
1/31. 
City :  Chicago. 
MCI  Branch :  Chicago. 
MCI  Rep. :  J.  Antanies. 
Bell  Assoc.  Co. :  Illinois  Bell. 
Bell  Rep.  P.  Overmyer. 
Customer :  Smith-Barney. 
When  Ordered :  11/15/73. 
When  Refused  :  See  Narrative. 

Type  of  problem  (refusal,  delay,  poor  service,  etc.) :  Delay  -  "Lost  Orders". 

J.  Antanies. 

1/30/74 — 11:03am:  James  Speirs,  MCI  CSR,  performing  installation  cut  at 
Smith-Barney  advised  Robert  White,  Operations  Manager  -  MCI,  that  the 
Illinois  Bell  Telephone  installer  would  not  perform  the  4  circuit  cut  on  Janu- 
ary 30,  1974,  since  his  orders  specified  cutting  all  8  circuits  on  January  31 
1974. 
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1/30/74 — 11:35am:  I,  John  Antanies,  attempted  to  call  Richard  Beal,  Dis- 
trict Staff  Supervisor  -  IBT,  and  William  Smith,  Division  Marketing  Manager  - 
IBT,  both  of  M^hom  w^ere  at  lunch.  I  contacted  Richard  Smith,  Assositant  Vice 
President  Marketing  -  IBT,  and  advised  him  that  the  installer  had  incorrect 
orders  and  said  the  cut  would  not  be  performed  today,  January  30.  I  explained 
all  of  the  previous  problems  Illinois  Bell  had  experienced  attempting  to  meet 
the  installation  date  and  asked  for  his  help. 

1/30/74 — 1:30am:  James  Speirs  advised  Robert  White  that  tvFO  Illinois 
Bell  installers  and  an  Illinois  Bell  supervisor  were  on  site  and  would  cut  the 
first  4  circuits  per  agreement. 

1/30/74 — 5:00pm:  James  Speirs  called  in  and  asked  for  help— the  Illinois 
Bell  installers  were  still  unable  to  make  the  first  circuit  they  had  cut  at  about 
1:30pm:  work. 

1/30/74 — 5:00pm  to  9:10pm:  William  Munday  and  myself  related  optioning 
instructions  via  James  Speirs  to  the  installers. 

1/30/74 — 9:10pm:  Illinois  Bell  installers  advised  us  they  were  going  home  for 
the  night  and  that  they  had  to  catch  their  trains.  We  asked  for  the  telephone 
number  of  their  foreman  or  how  we  might  make  arrangements  for  Illinois  Bell 
to  carry  on  with  the  job.  The  Illinois  Bell  installer,  Jim  Steffrins,  advised  us 
there  was  no  help  available.  William  Munday  and  I  went  to  the  customer's 
premise  and  determined  that  approximately  1  hour  would  be  required  to  make 
the  circuits  operational.  I  called  Larry  Harris  and  advised  him  that  Bell  had 
abandoned  the  job  with  4  of  Smith-Barney's  circuits  inoperative  and  requested 
his  concurrence  for  us  to  make  the  connections  required  in  the  Bell  equip- 
ment. I  connected  the  leads  on  the  2nd,  3rd  and  4th  SD65718-02  in  a  very 
temporary  manner,  and  we  checked  the  operation  of  the  equipment^the  circuits 
worked.  The  leads  were  temporarily  connected  in  such  a  manner  so  that 
Illinois  Bell's  regularly  paid  employees  would  not  be  denied  any  work  and 
would  be  required  to  permanently  connect  the  leads. 

1/31/74 — 9:.'f0am:  G.  Scott  Brodey,  Jerry  Brilliant  and  John  Antanies  visited 
Richard  Smith  to  advise  him  of  the  problems  experienced  with  Illinois  Bell 
and  to  explain  what  work  I  had  done  at  the  customer  location  with  Illinois  Bell 
equipment  and  why.  Mr.  Smith  said  he  would  investigate  why  Illinois  Bell's 
orders  carried  the  wrong  installation  dates. 

1/30/74 — 10:10am:  At  the  conclusion  of  our  meeting  with  Mr.  Smith,  we  had 
a  short  meeting  with  William  Smith,  Phil  Overmyer,  Dan  Kocher  and  Dick 
Beal,  none  of  whom  could  explain  why  the  orders  carried  the  wrong  dates. 

1/31/74 — 11:15am:  G.  Scott  Brodey,  Jerry  Brilliant  and  John  Antanies 
visited  the  customer  location  and  were  advised  by  James  Speirs  that  the 
Illinois  Bell  installer  had  removed  all  temporary  wiring  on  all  circuits  simulta- 
neously at  approximately  8:00  a.m.  that  morning  thus  making  all  4  circuits 
inoperable.  The  Illinois  Bell  union  representative  threatened  a  walk-out  if 
Illinois  Bell  and  MCI  worked  simultaneously  in  the  same  equipment  space 
provided  by  the  customer.  We  agreed  therefore  to  leave  the  area  while  Illinois 
Bell  was  working  and  to  return  when  they  completed  their  portion  of  the  work 
and/or  took  a  coffee  break  or  went  to  lunch. 

The  first  time  we  re-entered  the  space  to  perform  our  tests  on  the  now 
rewired  circuits,  we  found  the  telephone  installed  on  the  customer's  switching 
equipment  for  test  pvirposes  disconnected  by  Illinois  Bell  so  we  had  no  way  to 
communicate  with  our  terminal  except  to  use  a  customer  phone  located  in  his 
office  space.  We  were  advised  by  Illinois  Bell  that  this  phone  had  been  installed 
at  no  cost  to  the  customer  for  Illinois  Bell  testing  purposes,  and  MCI  would 
not  be  permitted  to  use  it. 

Exhibit  41 

Memorandum 

MCI  Telecommunications   Corp., 

September  25,   1973. 
For:  Bill  McGowan. 
From:  Bert  Roberts. 
Subject :  Bell  refusal  to  provide  service— PUC  approval. 
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Dick  Furnival,  MCI  Cleveland  Branch  Manager,  has  related  to  me  that  he  has 
placed  the  following  orders  for  local  loops  and  interconnection  with  Ohio  Bell : 

Circuits 

SCM 10 

PPG 11 

Gateway  3 

Rothschild   1 

Midland   Ross 1 

Addressograph    3 

Total    29 

Ohio  Bell  will  not  terminate  MSI's  leased  facilities  on  the  Ohio  Bell  terminating 
equipmenr  in  a  manner  that  will  provide  for  interconnection  until  such  time  as 
they  receive  approval  of  the  revised  tariffs  from  the  PUC  of  Ohio.  ( see  attached 
letter) 

Tom  Mullaney,  MCI  Pittsburgh  Branch  Manager,  indicated  that  he  has  the  fol- 
lowing local  loops  on  order  for  Bell  of  Pennsylvania  : 

Circuits 

PPG 18 

Rothschild   2 

Management  Sciences 1 

Merck 2 

Ketchum    Macleod 2 

Faulkner,  Dawkins 1 

Dean  Whitter 1 

Pittsburgh   National 2 

Total 29 

Mr.  Larry  O'Malley  of  Bell  of  Pennsylvania  stated  on  August  28,  1978,  that 
Bell  of  Pennsylvania  would  not  interconnect  MCI's  leased  facilities  on  their  ter- 
minating equipment  until  such  time  as  the  Pennsylvania  PUC  approves  their 
tariff  modifications.  It  should  be  noted  that  on  August  28,  1973,  Bell  of  Pennsyl- 
vania had  yet  to  file  this  tariff  modification  according  to  Messrs.  Larry  Harris 
and  Jim  McXabb. 

Exhibit  42 

City :  Baltimore. 

MCI  Branch :  Towson. 

MCI  Rep. :  Warren  Davis. 

Bell  Assoc.  Co. :  C.  &  P.  of  Md. 

Bell  Rep. :  Bill  Davis. 

Customer  :  Koppers,  Maryland,  MD1198001. 

MCI  Type  Service  :  2400  data. 

Tvpe  of  problem  (refusal,  delay,  poor  service,  etc.)  :  Movement  of  demai-k. 

Problem :  03-22-74.  1530. 

C  &  P  placed  demark  for  36MC54  in  requested  space  then  moved  demark  to 
inaccessible  room  100'  away.  Will  cause  MCI  two-three  hours  additional  work 
to  meet  demark. 

Move  was  in  accordance  with  Bill  Davis  (SSMB)  Installation  Practices  for 
single  occupany  building  and  coam  equipment. 

W.  Davis. 

MCI  Telecommxtxicatioxs  Corp.. 
Washington,  D.C.,  March  26,  1974. 
Mr.  Thomas  E.  Bolger. 
President, 

Chesapeake  d  Potomac  Telephone  Co., 
Washington,  B.C. 

Dear  Mr.  Bolger:  On  Thursday,  March  21,  1974,  your  company  took  certain 
actions  which  adversely  affected  our  valued  relations  with  Koppers  Maryland, 
an  MCI  customer. 

On  March  18,  1974,  C&P  installed  a  loop  demarcation  point  in  the  space 
requested  by  MCI.  On  March  21,  1974,  C&P  moved  that  demarcation  point  to  a 
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boiler  room  approximately  100  feet  away.  When  MCI  inquired  into  why  C&P 
moved  the  demarcation  point,  Bill  Davis,  C&P,  stated  that  this  is  C&P's  instal- 
lation practice  for  a  single  occupany  building  involving  COAM  equipment. 

On  Friday,  March  22,  1974,  MCI  complained  to  your  Business  Relations  Rep- 
resentative, Jack  Reams,  about  the  moving  of  the  demarcation.  On  the  following 
Monday,  Jack  Reams  informed  MCI  that  the  demarcation  point  would  be  moved 
back  to  a  satisfactory  location.  However,  as  we  had  made  a  commitment  to 
our  customer  to  provide  service  on  March  25,  1974,  we  had  no  choice  but  to 
proceed  with  cabling  to  the  boiler  room  demarcation  point. 

As  the  installation  was  nearing  completion  on  March  25,  1974,  C&P  arrived 
on  our  customer's  premise  and  moved  the  demarcation  point  back  to  its  original 
location.  Our  customer  was  inconvenienced  and  MCI  incurred  additional 
expenses  for  added  cable  and  extra  man  hours. 

Not  only  did  your  action  cause  financial  harm  to  MCI,  but  it  also  severely 
impacted  our  image  in  the  market  place.  It  is  quite  interesting  that  while  you 
personally,  in  your  speeches,  complain  about  the  financial  impact  of  competition 
on  your  monopoly  service  subscribers,  you  are  spending  their  money  to  move 
demarcation  points  that  are  already  in  place  in  order  to  cause  MCI  as  much 
aggravation  and  financial  harm  as  possible. 

Your  reasons  for  these  actions  are  irrelevant  except  insofar  as  they  result  in 
implications  of  antitrust  violations  and  spending  of  rate  payers  money  to  fight 
competition.  I  would  like  to  know  what  actions  you  and  your  company  are  tak- 
ing to  stop  this  harassment  of  MCI  and  its  customers. 
Very  truly  yours, 

Laurence  E.  Harris. 

Vice  President. 


Exhibit  4. — Statement  of  Telecommunication  Association  of  Neic  Jersey 
Re  Intercormect  Industry 

Telecommunication  Association  of  New  Jersey. 

West  Paterson,  N.J.,  June  W,  WliJt. 
Mr.  G.  Hellerman. 

Senate  Suhcommittce  on  Antitrust  and  Monopoly, 
Washington,  D.C. 

Dear  Mr.  Hellerman  :  The  Telecommunication  Association  of  New  Jersey,  a 
consumer-oriented,  dues-paying  association,  was  established  to  protect  the 
consumer  against  the  anticompetitive  policy  of  AT&T.  Pursuant  to  that  aim,  we 
have  established  our  position  vis-a-vis  the  interconnect  industry  and  I  am 
enclosing  a  copy  of  this  for  your  records. 

We  firmly  believe  that  a  regulated  monopoly  is  unnatural  in  our  economy  and 
the  size  is  detrimental  to  the  individual  consumer  requiring  telecommunication 
services. 

If  you  have  any  questions  concerning  our  position,  please  do  not  hesitate  to 
contact  me. 

Tours  very  truly, 

Martin  F.  McDermott  III. 

President. 

Enclosure. 

An  Interconnect  Industry 
Position  Statement 

The  Bell  System  considers  that  it  is,  of  necessity,  and  because  of  the  nature 
of  its  service  as  a  public  utility,  different  from  all  other  public  utilities.  The 
premises  for  their  argument  is  that  all  the  other  utilities  are  feeding  water, 
transportation,  electricity,  etc.,  to  the  consumer,  whereas  it  must  receive  input 
from  its  customers'  premises  in  the  form  of  electrical  voice  and  pulse  informa- 
tion, as  well  as  deliver  such  services  to  it.  This  premise  has  been  used  to 
justify  the  manufacture  of  all  its  exchange  and  terminal  equipment  solely  by 
Western  Electric,  and  the  installation,  rental  and  servicing  of  same  on  its 
customers'  premises,  excluding  all  competition.  In  fact,  we  respectfully  submit 
(and  the  Carterfone  Decision  confirms  our  position)  that  the  Bell  System  has 
extended  itself  far  beyond  what  are  truly  common  can-ier  functions  which 
justify  the  creation  of  a  natural  regulated  monopoly.  The  result  has  been  the 
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regulation  of  many  services  that  do  not  require  regulation  because  the  best 
interests  of  the  public  from  all  standpoints  can  be  better  served  through  the 
mechanism  of  competition  and  unregulated  free  enterprise. 

The  only  function  of  our  communications  network  that  is  truly  a  common 
carrier  function  and  therefore  requires  regulation  is  the  transmission  in  both 
directions  of  electrical  voice  and  pulse  information  within  certain  established 
parameters.  The  conversion  of  voice  and  sound  waves  and  the  mechanical 
switching  into  electrical  energy  need  not  and  should  not  be  regulated,  so  long  as 
they  satisfy  the  need  to  protect  the  integrity  of  the  common  carrier  network. 
Neither  does  the  reconversion  of  that  energy  into  mechanical  functions  by 
means  of  transducers,  etc.  at  the  other  end  of  the  network  require  regulation. 
That  is  basically  what  Carterfone  is  saying.  Therefore,  the  public  should  h^ve 
the  choice  of  what  equipment  they  want  installed  on  their  private  premises, 
and  from  whom  they  wish  to  purchase,  rent  or  lease.  The  result  has  been  the 
birth  of  the  interconnect  industry. 

The  major  problem  that  Carterfone  does  not  solve  is :  how  can  private,  unreg- 
ulated free  enterprise,  under  the  best  of  circumstances,  compete  on  any  kind  of 
an  even-handed  basis  with  a  giant,  regulated  common  carrier  enjoying  a  guar- 
anteed profit  and  all  the  power  and  influence  that  belongs  of  necessity,  to  such 
a  pseudo-governmental  type  of  entity?  Its  revenues  are  almost  a  form  of  taxa- 
tion without  representation. 

We,  in  the  interconnect  industry,  submit  that  the  responses  of  the  Bell  System 
to  the  Carterfone  Decision  make  it  impossible  for  private  industry  to  compete. 
We  refer  to : 

1.  The  Bell  System's  insistence  on  providing  whatever  protective  devices  may 
be  required  instead  of  permitting  its  customers  to  purchase  same  as  an  inte- 
gral part  of  equipment  manufactured  under  a  certificated  or  licensing  program ; 

2.  The  predatory,  anti-competitive  pricing  changes  it  has  made  cloaked  under 
the  legality  of  tariffs  approved  by  regulatory  bodies  ; 

3.  The  expansion  of  its  business  into  areas  such  as  voice  paging  on  customer's 
premises  (certainly  not  a  common  carrier  function  by  even  the  greatest  stretch 
of  the  imagination)  again  cloaked  under  the  legality  of  state  utility  commission 
approved  tariffs ; 

4.  The  remendously  expensive  advertising,  public  relations,  and  quasi-legisla- 
tive programs  it  has  launched  aimed  at  killing  off  the  infant  interconnect 
industry  (subsidized  from  the  assured  revenues  it  enjoys  as  a  regulated 
monopoly)  ; 

5.  The  thousands  of  subtle  pressures  it  has  exerted  to  discourage  its  cus- 
tomers from  exercising  their  legal  rights  under  Carterfone  resulting  in  the 
understandable  and  very  real  (even  if  unfounded)  fears  that  the  subscriber 
experiences  when  faced  with  an  interconnect  choice ; 

6.  The  delaying  and  confusing  tactics  it  has  pursued  to  hinder  and  complicate 
the  interconnect  industry  in  its  attempts  to  serve  the  customer  ; 

7.  The  cross-subsidization  of  its  services  to  enable  it,  on  the  one  hand,  to 
lower  the  tariffs  on  those  services  which  compete  with  the  Interconnect  indus- 
try, and  on  the  other  hand  to  raise  the  tariffs  on  interconnect  arrangements 
and  those  services  it  alotie  can  render  as  a  network  common  carrier ; 

8.  The  pressures  it  has  exerted  on  all  the  state  regulatory  bodies  to  assist  in 
its  combative  efforts  by  approving  its  tariff  petitions  and  by  issuing  •auti- 
interconnect"  regulations  (at  least  insofar  as  so-called  intra-state  communica- 
tion is  concerned)  ; 

9.  The  argument,  without  a  shred  of  evidence,  that  the  economic  impact  of 
interconnect  will  be  contrary  to  the  best  interests  of  the  public  because  it  is 
bound  to  result  in  increased  prices  on  its  service  to  compensate  for  the  reduc- 
tion in  its  revenues. 

Mr.  Kleinert,  President  of  New  Jersey  Bell,  in  the  September  1972  issue  of 
"new  Jersey  Business",  as  a  solution  to  the  interconnect  problem,  stated : 
'"Either  we  have  to  be  deregulated  in  competitive  areas,  or  the  competition  has 
to  come  under  the  regulatory  agency".  This  statement  is  a  public,  official 
admission  that  where  competition  exists,  regulation  is  abhorrent  in  our  politico- 
economic  philosophy,  and  for  this  reason  (with  this  glaring  exception)  has 
been  restricted  to  natural  public  utility  monopoly  functions  and  services. 
Therefore,  Mr.  Kleinert's  suggestion  that  "we  have  to  be  deregulated  in  com- 
l)etitive  areas"  Is  appropriate.  But  just  how  does  one  deregulate  a  monopoly  in 
the  competitive  area  of  its  activities':'  The  question  itself  emphasizes  the 
39-887 — 74 — Pt.  5 22 
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paradox.  We  submit  that  the  ouly  way  this  can  be  done  is  by  a  total  divestiture 
of  all  plant,  facilities,  functions,  capital  and  staff  that  comprise  such  "com- 
petitive areas".  The  interconnect  industry  is  ready  to  compete  with  such  a 
newly  formed,  unresulated  entity.  Mr.  Kleinert  may  have  unwittingly  suggested 
the  solution  to  this  massive,  complex  and  difficult  problem.  All  of  the  Bell 
System's  antagonistic  responses  to  the  Federal  interconnect  policy  would  evapo- 
rate. Cross-siTbsidization  would  become  impossible.  Since  such  a  newly  formed 
entity  or  entities  would  become  a  part  of  the  unregulated,  competitive  rela- 
tionships to  exist  as  in  the  rest  of  our  economy. 

Although  :\Ir.  Kleiner t's  alternative  solution  may  be  viewed  by  many  as 
"nonsense",  it  obliges  our  industry  to  reply  : 

1.  As  suppliers  of  equipment  we  are  no  more  a  common  carrier  than  Western 
Electric  or  anv  other  manufacturer  that  supplies  a  public  utility. 

2.  The  installation  and  maintenance  of  terminal  equipment  on  subscriber 
premises  is  no  more  a  public  nlility  common  carrier's  function  than  the 
installation,  protection  and  repair  of  electrical  appliances,  gas-fueled  heaters 
and  refrigerators,  water  pumps,  pressure  reducers,  sprinklers  and  other  on- 
premises  distribution  and  use  equipment.  The  definition  of  the  telephone  com- 
mon carrier  function,  as  set  forth  above,  supports  this  contention.  Our  industry 
should  no  more  be  regulated  than  electrical  contractors  and  appliance  installers 
and  reriairmen  who  connect  to  and  use  power  provided  by  regulated  electric 
public  utilities. 

XoTE. A   case  in  point  is   the   interconnection   of   teletype   equipment   over 

telephone  lines.  Conversion  of  electrical  energy  to  voice  waves  is  basically  no 
different  than  conversion  to  operation  of  a  typewriter. 

All  of  the  above  convinces  us  in  the  interconnect  industry  that  the  Federal 
Government  must  further  implement  Carterfone  by  establishing  a  definite 
transition  period,  at  the  end  of  which  time,  the  Bell  System  must  be  limited  to 
performing  strictly  common  carrier  functions.  In  other  words,  just  as  the 
electric  utility  cannot  manufacture,  sell,  install,  maintain  or  rent  motors, 
appliances,  lights,  etc..  the  phone  company  natural  monopoly  must  also 
terminate  at  the  building  line.  It  also  convinces  us  that  the  Western  Electric 
should  no  more  be  the  sole  supplier  of  telephone  exchange  equipment  than  any 
one  electrical  manufacturer  should  be  the  sole  source  of  supply  of  generators  to 
the  electric  public  utilities.  Divestiture  of  Western  Electric  would  then  result  in 
its  becoming  another  member  of  the  interconnect  industry  competing  to  supply 
all  the  table  and  equipment  needs  of  the  regulated  Bell  System,  as  well  as  all 
the  needs  of  the  users  of  its  national  network.  Only  in  such  an  environment 
would  the  state  regulatory  bodies  have  yardsticks  to  compare  the  efficiencies 
and  costs  of  the  telephone  companies  they  regulate  in  the  various  states.  Dis- 
tributions of  revenues  differentiating  between  interstate  and  intra-state  would 
be  "reatly  simplified.  Finally,  the  common  carrier  would  be  stripped  of  the  least 
effiHent  and  highest  cost  parts  of  its  operations:  namely,  Western  Electric 
Companv  monopolv  manufacture  and  on-subscriber-v)remises  sales,  installation 
and  maintenance.  It  would  retain  the  most  highly  automated  portion  of  its 
operation  where  close  supervision  of  costs  and  personnel  is  feasible.  The  new 
capital  reqiurements  would  be  decentralized  so  that  AT&T  would  not  have  the 
impact  on  the  capital  markets  resulting  from  the  fact  that  its  requirements 
alone  account  for  one-fourth  of  the  total  needs  of  the  country.  Finally,  there  is 
much  evidence  to  support  the  contention  that  the  public  w^ould  enjoy  markedly 
reduced  communication  costs. 

If  this  suggested  Federal  action  and  power  are  not  brought  to  bear  immedi- 
atelv  on  this  vitallv  important  segment  of  our  economy,  the  interconnect  indus- 
trv  "is  doomed  to  fail,  even  before  it  gets  on  its  feet.  We  have  had  just  a  glimpse 
of"  the  marvelous  systems  and  features  that  competition  has  brought  to  the 
voice  communications  industry.  Are  we  to  let  it  die,  and  never  know  either  its 
blessings  or  the  economies  that  would  result  from  the  Bell  System's  tending 
strictly  to  its  trully  common  carrier  functions? 


Exhibit  5.—Minvtcs  of  ACCTS  Meeting  of  April  18.  1912  (Excerpts) 

Airlines  Coordinating  Committee  for  Telephone  Service, 

Annapolis,  Md.,  June  15,  1972. 
To  •  \irlines  Coordinating  Committee  for  Telephone  Service. 
Subject :  :Minutes  of  the  Twentieth  Meeting— April  18,  1972. 
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Open  Session 

The  Open  Session  of  the  Airlines  Coordinating  Committee  for  Telephone 
Service  (ACCTS)  was  held  at  the  Radisson  South  Hotel,  Minneapolis,  Minne- 
sota, on  April  18.  1972.  Chairman  R.  L.  Kirkpatrick  opened  the  Meeting  at 
9  A.M.  with  the  following  in  attendance  : 

AC— A.  McCleerv 

AT^W.  A.  Ryder,  Jr. 

BA — P.  Freeman 

BN— J.  R.  McCoy 

CO— C.  M.  Huntley 

CP— D.  Fraser  , 

EA— P.  A.  Orton 

NA— W.  E.  Morris 

NC— S.  N.  McLeod 

NE— P.  W.  Sewall 

NW— R.  L.  Kirkpatrick  ;  W.  Piper 

OZ— J.  L.  Stone 

PA— T.  Ferrero 

QF— R.  D.  Benjamin 

RW— B.  F.  Donohoe 

SO— S.  L.  Perry.  Jr. 

TT— W.  C.  Wirth 

TW— R.  W.  Peterson 

UA — W.  F.  Johu.son  ;  (J.  Sparks 

WA— F.  L.  Reilly 

XA— S.  H.  Ewell :  P.  A.  Luxiou  ;  T.  H.  Taylor 
The  following  of  the  communications  common  carriers  and  manufacturing 
organizations  were  present : 

ADR — J.  Richardson,  Princeton,  New  Jersey 

AT&T — T.  J.  DeWitt,  New  York,  New  York;  C.  Jaeger,  Minneapolis.  -Min- 
nesota ;  R.  G.  Oanes.  Minneapolis.  Minnesota ;  J.  W.  Vitt.  jMinneapolis, 
Minnesota  ;  N.  Zander.  Minneapolis.  Minnesota 

GTE  Service  Corp. — W.  B.  Sherlock,  New  York,  New  York 

GT&E  of  the  Southwest — A.  Brown.  Irving,  Texas 

General  Telephone  Company  of  Florida — E.  Clary,  Tampa,  Florida 

General  Telephone  of  the  Scmthwest — B.  Strickland.  Arlington.  Texas 

Hawaiian  Telephone  Company — G.  Montgomery,  Honolulu,  Hawaii 

IBM— M.  Tilley,  White  Plains,  New  York 

ITT  Worldcom — L.  Palmer,  New  York,  New  York 

Megadata — C.  Stock,  Deer  Park,  L.I.,  New  York;  R.  Richards,  Deer  Park, 
L.I..  New  York 

Milgo  Electronic  Corporation — R.  Fraser.  Miami,  Florida 

Northwest  Bell — D.  B.  Bridenstine.  Minneapolis,  ^Minnesota  ;  C.  R.  Cooke, 
Minneapolis.  Minnesota :  D.  W.  Hammond.  Minneapolis.  Minnesota ; 
B.  L.  Hill,  Omaha,  Nebraska ;  R.  J.  Lindgren,  Minneapolis,  Minnesota  ; 
D.  A.  Stuermer.  Minneapolis.  Minnesota ;  L.  Swanson.  Minneapolis,  Min- 
nesota ;  C.  Traver,  Minneapolis.  Minnesota 

PhiUo-Ford — C.  Sletto,  Houston,  Texas ;  S.  Grooms,  Houston.  Texas 

Phonplex  Corp. — M.  Slavin,  Huntington,  L.I..  New  York 

Teletype  Corp. — D.  J.  Jakovich,  Skokie.  Illinois 

rnite'd  Utilities — W.  Halford,  Shawnee  Mission,  Kansas 

United  Telco  of  Missouri — I.  Oestreich.  Platte  City,  Missouri 

OPENING  KEMAKKS 

Mr.  G.  Holmes,  General  Marketing  Manager  for  Northwestern  Bell  Telephone 
Company  welcomed  x\CCTS  to  Minneapolis  on  behalf  of  Northwestern  Bell  and 
the  Bell  System. 
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ADMINISTRATIVE  SESSION 

The  Administrative  Session  of  ACCTS  convened  at  the  Radisson  South  Hotel, 
Minneapolis,  Minnesota,  as  scheduled  on  April  19,  1972.  Chairman  R.  L.  Kirk- 
patrick  opened  the  Meeting  at  8:30  a.m.,  with  the  following  in  attendance: 

AC— A.  McCleery 

AL — W.  A.  Ryder,  Jr. 

BA — P.  Freeman 

BN— J.  R.  McCoy 

CO— C.  M.  Huntley 

CP— D.  Fraser 

EA— P.  A.  Orton 

NA — W.  E.  Morris 

NC— S.  N.  McLeod 

NE— P.  W.  Sewall 

NW— R.  L.  Kirkpatrick ;  W.  Piper 

OZ— J.  L.  Stone 

PA— T.  Ferrero 

QF— R.  D.  Benjamin 

RW— B.  F.  Donohoe 

TT— W.  C.  Wirth 

TW— R.  W.  Peterson 

UA— W.  F.  Johnson  ;  G.  Sparks 

WA— F.  L.  Reilly 

XA— J.  L.  Bartlett ;  S.  H.  Ewell ;  P.  A.  Luxion ;  T.  H.  Taylor 

Bell  system  special  report 

T.  DeWitt,  AT&T,  outlined  Bell  System's  future  plans  regarding  ACD  and 
PBX  units.  In  broad  terms,  he  related  telco's  consideration  of  providing  equip- 
ment purchase  arrangements.  To  the  consternation  of  many  members,  AT&T 
related  that  a  decision  regarding  new  generation  ACD  units  would  not  be  made 
before  1975,  and  if  affirmative,  units  would  not  be  available  until  19^0. 

Minutes 

It  was  moved  by  W.  Johnson,  UA,  and  seconded  by  P.  Orton,  EA,  that : 
The  reading  of  the  minutes  for  the  previous  meeting  be  waived. 
Motion  carried  unanimously. 

It  was  moved  by  B.  Donohoe,  RW,  and  seconded  by  W.  Morris,  NA,  that : 
The  distributed  minutes  of  the  previous  meeting  be  approved. 
Motion  carried  unanimously. 
Report  of  the  nominating  committee  for  vice  chairman 

The  Committee  nominated  Mr.  J,  McCoy,  BN,  for  the  one  year  term  of  Vice 
Chairman  beginning  July  1.  1972. 

There  being  no  further  nominations,  Mr.  R.  Benjamin,  QF,  moved  and 
W.  Ryder,  Al,  seconded  that : 

Mr.  J.  Mc  Coy  became  vice  chairman  of  ACCTS  for  a  one  year  term 
beginning  July  1,  1972. 
The  vote  was  unanimous. 

The  Nominating  Committee  further  reported  that  as  a  result  of  Mr.  McCoy's 
election  there  was  a  vacancy  on  the  Steering  Committee.  They  proceeded  by 
nominating  Mr.  P.  Orton,  EA.  for  this  unexpired  Steering  Committee  term. 
There  being  no  further  nominations,  W.  Ryder,  AL.  moved,  and  J.  Stone.  OZ, 
seconded  that : 

The  nominations  for  a  new  steering  committee  member  be  closed. 
Mr.  P.  Orton,  EA,  was  unanimously  elected  to  the  Steering  Committee  for 
the  term  expiring  December  31,  1972. 

General  PLIN  items 

Mr.  S.  H.  Ewell,  XA.  reviewed  various  PLIN  related  subjects  and  commented 
on  the  recent  ARINC  reorganization. 

Regulatory 

Mr.  J.  Bartlett.  XA,  gave  an  excellent  presentation   regarding  active  FCC 
Dockets  affecting  the  air  transport  industry. 
Disposition  of  tvorking  group  reports 
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COMMUNICATIONS  MANAGEMENT  INFORMATION  WORKING  GROUP 

Mr.  C.  M.  Huntley,  CO,  announced  that  his  group  was  moving  ahead  accord- 
ing to  the  dictates  of  ALCAC  and  would  now  be  referred  to  as  the  Communica- 
tions Management  Information  Working  Group.  He  further  polled  the  full  com- 
mittee on  the  value  of  the  group's  proposed  undertaking  to  develop  an  optimized 
trunk  program  as  well  as  MT/FT  WATS  mix  program. 

It  was  moved  by  W.  Morris,  NA,  and  seconded  by  S.  McLeod,  NC,  that : 

The  plans  and  report  of  the  communications  management  information 
working  group  be  accepted. 
Motion  carried  with  UA  abstaining. 

PRODUCT  AND  SERVICE  EVALUATION  WORKING  GROUP 

Mr.  p.  Orton.  EA,  stated  that  in  light  of  Bell  System's  apparent  concern 
reuardinj,'  the  introduction  of  new  generation  ACD  units  it  seemed  timely  to 
review  and  reissue  to  interested  vendors  the  ACCTS  guidelines  for  future  ACD 
installations. 


THE  INDUSTRIAL  REORGANIZATION  ACT  (S.  1167) 
(The  Communications  Industry) 


TUESDAY,   JUNE   25,    1974 

U.S.  Senate, 
Subcommittee  ox  Antitrust  and  Monopoly 

OF  the  Comimittee  on  the  Judiciary. 

Washington,  D.C. 
The  STibcommittee  met  at  10  a.m.  in  room  EFIOO.  the  Capitol,  the 
Honorable  Philip  A.  Hart  (chairman  of  the  subcommittee)  presiding. 
Present :  Senators  Hart  and  Hruska, 

Staff  present :  Charles  E.  Bangert,  general  counsel ;  Gerald  Heller- 
man,  special  financial  adviser ;  Janice  Williams,  chief  clerk ;  Peter  N. 
Chumbris,  minority  chief  counsel;  and  Michael  Granfield,  minority 
economist. 

Senator  Hart.  We  will  come  to  order. 

I  Tvill  announce  for  the  peace  of  mind  of  everybody  that  tomorrow 
Ave  will  be  meeting  in  another  room. 

Our  first  witness  this  morning  is  Mr.  Thomas  L.  Kelly,  Jr.,  and 
we  welcome  him. 

STATEMENT  OF  THOMAS  L.  KELLY,  JE.,  PRESIDENT. 
TIE/COMMUNICATIONS,  INC. 

Mr.  Kelly.  Mr.  Chairman,  ladies  and  gentlemen,  I  would  like  to 
take  this  opportunity  to  thank  the  committee  for  granting  me  this 
opportunity  to  express  my  vievvs  on  the  condition  of  competitive 
services  in  the  communications  industry  in  the  United  States. 

I  am  Thomas  L.  Kelly,  Jr.,  and  I  am  president  of  TIE/Communi- 
cations.  Inc.,  an  independent  manufacturer  of  telephone  connnuni- 
cations  equipment. 

I  have  given  a  brief  background  of  my  communications  experience 
in  the  prepared  statement,  and  I  will  just  say  that  after  graduation 
from  college  I  went  into  the  Navy  in  comnumications  and  then 
worked  for  the  New  York  Telephone  Co. 

[Mr.  Kelly's  prepared  statement  appears  as  exhibit  1  at  the  end  of 
his  testimony.] 

I  was  then  president  of  a  private  telecommunications  consulting 
firm  in  Xew^  York. 

In  1968,  while  w^orking  for  the  firm,  the  FCC  made  its  historic 
Carterfone  decision  which  declared  that  the  operating  telephone  com- 
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panies  could  not  refuse  to  allow  the  connection  of  nontelephone- 
company  equipment  to  the  national  telephone  networks. 

In  the  ensuing  6  years  this  decision  has  led  to  the  development  of 
major  innovations  in  terminal  equipment. 

In  1969,  while  at  Professional  Telephone  Consultants,  I  undertook 
an  additional  consultancy  working  for  Allen  &  Co.,  an  investment 
house,  and  was  asked  to  assist  a  small  communications  importing  firm 
in  which  they  had  invested  to  market  their  PABX  telephone 
equipment. 

After  completing  my  work  with  Allen,  I  became  interested  in  and 
studied  the  new  market  for  innovative  communications  equipment  in 
the  United  States. 

These  studies  rapidly  convinced  me  that  the  needs  of  small  to 
medium  size  business  firms  were  being  largely  overlooked  by  all  cur- 
rent manufacturers  of  telephone  equipment. 

As  a  result,  after  hiring  a  team  of  communications  design  engineers, 
I  founded  TIE/Communications  in  order  to  create  and  offer  new, 
innovative  products  to  the  business  user. 

Since  1971  I  have  been  employed  as  president  of  TIE/Communica- 
tions, Inc.,  an  independent  nonaffiliated  telephone  manufacturer. 

The  philosophy  of  innovation  is  a  guiding  principle  of  TIE/Com- 
munications since  its  inception,  and  remains  the  cornerstone  of 
growth. 

From  the  very  first  system  offered  by  the  company  we  have  offered 
features  unavailable  in  equipment  manufactured  by  other  establish- 
ment manufacturers. 

Our  sales  reflect  the  interest  the  public  had  for  this  type  of  equip- 
ment. In  1971  our  sales  were  approximately  $490,000.  They  grew  in 
1972  to  over  $4  million.  And  in  1973  to  over  $16  million. 

There  were  three  major  markets  for  TIE  products  at  the  start  of 
our  company  in  1971.  There  still  are  those  today :  the  Bell  operating 
companies  which  consisted  of  about  85  percent  of  the  telecommunica- 
tions market  in  the  United  States;  the  independent  telephone  com- 
panies, which  consist  of  about  14  percent  of  the  telecommunications 
market  in  the  United  States;  and  the  new  interconnect  market  with 
about  1  percent  of  the  market. 

Taking  them  in  order,  the  independents  were  one  of  our  first  cus- 
tomers for  TIE  systems.  However,  because  of  the  large  capital  outlays 
and  the  mandate  for  public  service,  the  independents  were  justifiably 
conservative  in  making  large-scale  purchases. 

However,  they  did  install  trial  systems  in  the  year  of  our  inception 
in  1971.  They  have  been  ordering  our  equipment  in  increasing  amounts 
in  succeeding  years. 

We  understand  that  a  number  of  additional  orders  are  coming 
where  they  will  result  in  being  a  significant  section  of  our  business. 

Our  relationships  with  the  Bell  System  are  a  little  different,  how- 
ever. Curiously  enough,  TIE's  relationship  has  not  been  so  straight- 
forward with  the  Bell  operating  companies. 

Wishing  to  penetrate  this  market  we  have  sent  a  number  of  trial 
systems  to  various  Bell  organizations. 

In  contrast  to  the  reception  given  TIE  products  by  the  independ- 
ents, comments  from  Bell  were  lukewarm  at  best,  and  in  many  cases 
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the  products  were  given  fleeting  appraisals  and  then  not  even  installed 
for  technical  or  field  trials. 

One  could  legitimately  conclude  that  Bell  had  found  some  flaws  or 
defects  in  TIE  products,  except  for  one  major  contradiction. 

The  attached  report  to  my  testimony,  popularly  called  the  Fenton 
report,  was  issued  by  Bell  Laboratories  in  1972.  This  evaluation  indi- 
cates that  our  product  was  superior  at  that  time  in  features  and  over- 
all performance  and  recommends  modification  of  the  proposed 
Western  Electric  products  along  similar  lines. 

Contrast  this  to  the  New  York  Telephone  statement  in  my  enclosu're 
that  claims  TIE's  systems  offer  no  significant  advantages  to  the 
company. 

In  light  of  this  fact,  and  the  Bell  operating  companies'  stated 
policies  to  buy  the  best  equipment  at  the  best  price,  it  is  a  little 
curious  to  me. 

Earlier  this  year  Bell  began  a  national  introduction  of  a  new 
system  called  Com  Key  718.  This  bears  a  surprising  resemblance  to 
FentoH'S  recommendations. 

However,  in  the  meantime,  TIE  has  offered  a  far  more  advanced, 
less-expensive  system  called  the  Econ-0-Key  which  added  a  number 
of  new  features. 

Thus,  with  added  costs  of  years  of  development  time  and  consider- 
able effort  the  Bell  Laboratories'  Western  Electric  Bell  operating 
company  combination  succeeded  in  developing  a  product  which  was 
obsolete  as  it  was  being  trial  marketed  from  a  cost  as  well  as  per- 
formance standpoint,  as  our  comparisons  will  show. 

Yet  Bell  continues  to  evaluate  but  never  buy,  unlike  the  more 
independent  relatives. 

As  you  no  doubt  know,  the  1968  Federal  Communications  Commis- 
sion landmark  Carterfone  decision  paved  the  way  for  a  new  system 
called  "interconnect." 

By  1973  some  286,000  lines  of  communications  services  had  inter- 
connected across  the  country. 

In  a  difficult  climate  the  interconnect  industry  has  prospered  by 
dint  of  hard  work,  by  offering  the  business  customer  more  features 
and  performances  for  this  hard-earned  dollar. 

Since  TIE  equipment  has  always  been  in  the  forefront  of  features 
and  performance,  the  interconnect  market  has  been  so  far  the  most 
active  for  us. 

This,  I  believe,  is  because  all  interconnect  customers  have  the  free- 
dom to  choose  the  supplier  whose  products  and  services  best  meet 
their  needs,  unlike  the  Bell  customers,  who  lack  this  option. 

But  TIE'S  sales  are  increasing  in  both  the  independent  and  inter- 
connect segments  of  the  market.- 

Wliat  therefore  is  the  problem  and  why  am  I  here  ? 

The  problem  is  that  recently  A.T.  &  T.,  in  the  person  of  its  chair- 
man of  the  board,  John  D.  deButts,  is  concerned.  He  is  concerned,  as 
I  quote,  about  "the  degree  to  which  competition  should  obtain  in  a 
field  that  has  been  brought  to  its  state  of  development  through  the 
application  of  common  carrier  principle.'" 

For  this  reason  he  asks  "for  a  moratorium  on  further  experiments 
in  economics,  a  moratorium  sufficient  to  permit  systematic  evaluation 
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— not  merely  of  the  questions  of  whether  competition  might  be  feasi- 
ble in  this  or  that  segment  of  the  telecommunications  area,  but  of  the 
more  basic  question  of  the  long-term  impact  on  the  extension"  of 
interconnect. 

It  is  my  contention — and,  incidentally  one  which  is  shared  within 
the  telephone  operating  industry  personnel  itself,  as  I  will  show  later 
— that  Mr.  deButts  is  at  the  very  least  operating  with  hidden 
intentions. 

In  contrast  to  his  statement,  I  believe,  first,  that  compellnig  facts 
presently  exist  which  provide  clear  indications  of  the  impact  of  com- 
petition on  the  industry  now;  the  moratorium's  real  purpose  is  to 
exhaust  the  resources  of  any  real  "competition";  and  the  moratorium 
will  give  BelIenou2:h  time  to  play  "catch-up  ball." 

But  why  does  J^-Ir.  deButts  feel  we  need  a  moratorium  ? 

Let's  examine  his  speech  to  the  regulatory  agencies. 

One,  he  says  it  is  a  harm  to  the  U.S.  telecommunications  network 
which  A.T.  &  T.  oversees. 

This  harm  could  be  due  to  everything  from  incompatible  design 
and  ndded  technical  complexities,  to  shoddy  workmanship,  poor 
installation,  poorer  services,  or  a  combination  of  all  of  the  above. 

It  is  also  a  question,  he  says,  of  harm  to  the  consumer;  first,  because 
if  the  national  network  is  harmed,  of  course,  everybody  is  hurt, 
including  the  consumer. 

Second,  because  if  competitive  equipment  sources  deprive  A.T.  &  T. 
of  what  it  claims  is  a  major  source  of  profitable  revenue,  then  the 
businesses  which  constitute  the  major  customers  for  A.T.  &  T.  will 
require  greater  resources  on  the  part  of  A.T.  &  T.,  and  they  will  not 
be  able  to  now  finance  the  residential  services  that  the  customers  are 
actually  paying  for  at  a  subsidized  low  cost. 

Last,  that  there  will  be  a  halt  to  progress  in  telecommunications 
since  lost  revenues  to  A.T.  &  T.  and  its  subsidiaries  will  slow  Western 
and  Bell  Laboratories  need  to  compete  and  innovate. 

Let's  look  at  the  other  side  of  the  truth. 

Contrasting  with  Mr.  deButts'  claim  of  harm  are  the  realities  of 
life  in  the  interconnect  and  independent  sectors  of  the  telecommuni- 
cations industry. 

Non-Bell  equipment :  harmful  or  helpful  ? 

There  is  nothing  more  powerful  in  the  United  States  than  word  of 
mouth  advertising.  Surely,  if  a  nonestablishment  source  of  telephone 
equipment  had  produced'  any  kind  of  major  problems  the  producers 
of  such  equipment  would  already  have  been  driven  out  of  the  business 
by  a  groundswell  of  public  complaint,  large  numbers  of  lost  custom- 
ers ;  and  as  a  result  they  would  not  be  a  factor  in  the  business. 

Yet  the  opposite  is  true.  The  interconnect  field  has,  in  19T3,  the 
fifth  year  since  its  formation,  had  sales  of  $150  million;  with  projec- 
tions of  sales  of  $340  million  for  1975  according  to  a  source  in  the  Wall 
Street  Journal. 

The  next  point  of  view  is  whether  the  non-Bell  equipment  is  caus- 
ing harm  to  the  consumer  ? 

If  the  last  argument  was  a  bit  confusing  this  one  will  seem  even 
more  so.  In  claiming  that  independent  manufacturers  like  ourselves 
harm  the  customer,  Mr.  deButts  flies  blindly  in  the  face  of  logic,  and 
an  act  of  Congress,  I  might  add. 
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First,  if  there  is  no  harm  to  the  network,  the  argument  at  hand 
becomes  an  economic  one.  Innovations  by  companies  other  than 
A.T.  &  T..  ]Mr.  del^utts  argues,  will  cost  the  consumer  more.  Let's  see 
why  he  thinks  so. 

One  argument  is  that  increased  competition  provided  by  companies 
like  ourselves  make  it  more  expensive,  and  less  profitable,  for 
A.T.  &  T.  to  innovate.  The  truth  is  ahnost  too  ridiculous  for  words. 
In  a  sense,  Mr.  deButts  is  absolutely  right.  Now^  it  does  cost  more  for 
A.T.  &  T.  to  innovate.  Simply  because,  for  the  first  time  in  years, 
A.T.  &  T.  must  innovate. 

If  there  is  no  competition  there  is  little  pressure  to  innovate. 

Consider  the  key  telephone  systems  area  in  which  we  operate.  More 
properly  symbolized,  to  most  businesses,  as  the  six-button  telephone. 
It  is  used  by  85  percent  of  the  small  business  entities  in  the  United 
States. 

It  was  first  introduced  in  1938.  Its  essential  operation  and  capabili- 
ties had  remained  unchanged  until  Bell  first  offered  the  Com  Key 
telephone  system  just  last  year. 

The  technology  for  such  a  system  was  available  years  ago — as  was 
the  basic  design,'  as  in  one  of  our  earliest  systems.  But  the  competi- 
tion from  indepen.dent  manufacturers  such  as  us  had  not  become 
heavy  until  recently ;  ergo,  no  alternative  until  now. 

Independent  equipment  suppliers  are  harming  the  market,  says  Mr. 
duButts.  Perhaps,  then,  the  harm  is  in  another  area. 

Let  us  consider  it  as  a  hardship  to  Bell  revenues.  Certainly  that  is 
where  the  harm  is  being  felt.  In  the  years  since  Carterfone,  however, 
BelFs  declared  dividends  have  never  once  dropped,  but  increased 
steadily.  Their  total  company  profits  are  up  in  every  year.  Last  year 
they  had  an  all-time  record  of  better  than  18  percent.  If  somebody  is 
hurting  it  definitely  is  not  Bell;  now  offering  a  broader  range  of 
equipment  and  services  than  ever  before,  and  making  more  money 
doing  it. 

The  last  and  perhaps  most  effective  of  the  arguments  used  against 
interconnect — and  indirectly,  against  independent  manufacturers  such 
as  ourselves — is  IMr.  deButts'  assertion  that  a  competitive  market  for 
terminal  equipment  will  ultimately  increase  the  average  consumer's 
cost  for  residential  service. 

This  argument,  which  has  been  expounded  at  length  by  various  foes 
of  competition,  conjures  up  images  of  an  impoverished  senior  citizen 
whose  meager  income  will  no  longer  suffice  to  permit  him  to  make  a 
telephone  call  to  a  doctor  in  times  of  emergency. 

But  the  reasoning  is  as  deceptive  as  it  is  melodramatic. 

In  essence,  here  is  how  the  Bell  argument  goes. 

Business,  the  largest  user  of  teleconnnunications,  pays  the  lion's 
share  of  the  costs  to  support  the  national  network. 

By  buying  more  communications,  often  at  higher  rates,  as  a  result 
they  are' able  to  keep  the  residential  subscribers  rates  down  at  levels 
presently  enjoyed  by  the  public  at  large. 

Should  this  source  of  revenues  be  diminished  by  allowing  business 
to  own  its  terminal  equipment,  or  rent  it  from  telephone  companies  at 
a  lower  rate,  this  subsidy  will  be  eliminated. 

Well,  this  reasoning  might  bring  a  tear  to  everyone's  eyes,  but  it  is 
demonstrably  false.  Commonsense  tells  us  that  business  telephone 
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equipment  is  more  complex  than  the  resident  variety.  It  is  used  in 
larger  quantities ;  it  is  far  more  complex,  requires  more  maintenance 
and  repair,  in  other  words,  greater  dollar  outlays  by  Bell  for  people 
and  material  to  keep  the  thing  running. 

Contrast  this  with  residential  equipment  which  costs  less  originally, 
is  far  simpler,  and  it  becomes  inevitable  that  the  position  that  Mr. 
deButts  expounded  does  not  seem  to  hold  up.  How  often  do  you  see 
Bell  people  making  house  calls  in  your  home?  Contrast  this  with  the 
armies  of  telephone  personnel  who  are  virtually  permanent  residents 
in  office  buildings  and  in  Government  facilities,  and  the  logic  of  Mr. 
deButts'  argument  gets  more  and  more  difficult  to  swallow. 
Who  really  supports  whom  ?  That  is  the  question. 
Mr.  Bernard  Strassburg,  former  chief.  Common  Carrier  Bureau  of 
the  FCC,  has  said  he  feels  there  is  evidence  that  the  residential  and 
rural  service  revenues  actually  subsidize  business.  Interestingly,  this 
has  been  validated  by  a  348-page  report  by  Dittberner  Associates  pre- 
pared for  the  Government's  Office  of  Telecommunications  Policy, 
which  indicates  that  in  truth  residential  service  actually  does  support 
business  service.  Consequently,  the  report  suggests,  the  threat  of  inter- 
connection has  been  grossly  overstated.  Yet  the  fact  remains  that 
the  independent  telephone  operating  companies  are  being  short- 
changed, but  in  a  slightly  less-obvious  way. 

The  main  problem  is  the  way  that  the  revenues  are  doled  out  among 
the  Bell  operating  and  various  independent  operating  telephone  com- 
panies who  feed  their  calls  through  A.T.  &  T.'s  netw^ork.  It  is  this  pro- 
cedure of  allocating  revenues  that  is  called  "toll  separation,"  and  it 
creates  more  hardship  than  it  solves. 

I  believe  that  this  method  of  compensation  is  outmoded  and  unfair. 
It  automatically  gives  the  most  revenue  to  the  largest  network 
involved.  And  we  know  which  one  that  is,  regardless  of  the  extent  the 
network  is  involved  on  a  particular  call.  xA-11  in  all,  the  points  I  have 
just  discussed  strongly  suggest  that  serious  thought  be  given  to  major 
modifications  of  the  existing  rate  structure  so  that  the  image  of  the 
impoverished  senior  citizen  who  cannot  afford  the  telephone  service 
does  not  become  a  reality  at  all. 

A  few  decades  ago,  when  the  electric  utility  industry  was  in  its 
formative  years,  appliances  were  primarily  manufactured  by  and 
available  from  electric  utilities,  who  considered  these  activities  natu- 
ral :  A  bit  later  Congress  passed  the  Public  Utility  Holding  Act  of 
1935  which  said,  in  essence,  that  utilities  could  not  be  affiliated  with 
manufacturers  of  products  which  used  their  services.  ^Yhy  did  they 
make  this  decision?  If  you  were  an  electric  utility  desiring  to  maxi- 
mize profits  would  you  design  an  appliance  which  consumed  more  or 
less  power  ? 

Would  you  tend  to  innovate  or  introduce  new  features  or  amortize 
the  development  and  manufacturing  costs  by  extending  the  marketing 
of  the  products  that  you  have  in  the  field  ? 

Would  you  encourage  competition  from  unaffiliated  manufacturers 
or  would  you  stifle  that?  Would  you  offer  a  wide  variety  of  products 
or  a  limited  range  ? 

The  answers  are  obvious.  Obviously  Congress  didn't  like  the 
answers  it  was  getting  to  these  questions  at  that  time;  and  a  marvel- 
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ous  thing  happened  when  it  legislated  an  open  market :  the  consumer 
profited.  One  look  at  the  array  of  appliances  on  the  market,  the 
infinite  varieties  and  models  and  features  and  prices  and  the  continual 
infusion  of  the  latest  technologies  will  tell  you  the  answer.  Once  the 
consumer  acquires  the  right  to  vote  with  his  dollar  for  products  he 
prefers,  almost  every  such  vote  is  a  vote  for  progress.  Free  to  choose, 
people  will  invariable  choose  dynamics  over  stasis;  and  in  this  case 
the  choice  created  a  multibillion  dollar  business  with  all  the  jobs,  tax 
revenues,  and  higher  standards  of  living  that  were  the  inevitable 
result. 

At  this  point,  unless  A.T.  &  T.  is  stopped  there  seems  to  be  some 
problems.  There  has  been  ample  progress  in  interconnect  by  independ- 
ent manufacturers  such  as  ourselves,  larger  ones  such  as  Stromberg 
Carlson,  and  I.T.  &  T.  Bell's  sole  argument  in  this  domain  can  be  that 
by  halting  the  new  competitive  products,  that  it  makes  it  more  costly 
for  A.T.  &  T.  to  compete  by  necessitating  competition ;  and  it  is  possi- 
ble that  A.T.  &  T.  might  choose  not  to  compete  or  innovate  more 
slowly. 

This  argimient  does  not  hold  water:  BelFs  new  Com-Key,  the 
Denver  project  for  new  PABX  systems  represent  active,  viable  com- 
petition by  A.T.  &  T.  to  produce  new  products  quickly  because  these 
responses  have  been  produced  faster  than  ever  before,  and  marketed 
more  aggressively. 

One  of  the  main  problems  related  to  this  competition  we  are 
inclined  to  believe  has  to  do  with  the  problem  of  disclosure.  When 
A.T.  &  T.  and  its  operating  subsidiaries  ask  for  new  rates  or  new  rate 
increases  they  are  required  to  disclose  certain  information  about  their 
costs,  such  as  equipment  costs,  which  play  an  important  part  in  what 
subscribers  pay  for  the  use  of  Bell  equipment;  but  more  about  that 
later. 

By  this  time  you  have  heard  a  lot  about  my  viewpoints.  You  may  be 
understandably  concerned  that  I  am  somewhat  biased,  because  my 
firm  is  a  competitor  of  A.T.  &  T. 

However,  there  are  others  who  have  voiced  opinions  such  as  mine, 
that  Bell  does  not  always  know  best.  Mr.  Paul  H.  Henson  is  chairman 
of  United  Telecommunications,  Inc.,  the  country's  second  largest 
independent  telephone  operating  company. 

Yet  in  a  speech,  Mr.  Henson  remarked : 

I  submit,  however,  that  interconnect  does  not  represent  the  death  knell  of  the 
telephone  industry.  Rather,  the  telephone  industry  need  lose  no  more  of  the 
terminal  equipment  market  than  it  deserves — or  feels  it  can  afford  to  lose. 

I  quote  again : 

The  industry  is  composed  of  an  important  group  of  companies  providing  vital 
services,  and  our  combined  construction  budgets  consume  a  significant  portion 
of  the  Nation's  available  investment  capital.  There  is  no  competition  in  sight 
that  threatens  the  continued  viability  of  our  basic  transmission  and  switching 
business  or  the  direction  it  will  take  in  the  years  to  come.  What  competiton  we 
have  is  very  small.  With  the  traditional  American  penchant  for  rooting  for  the 
small  guy.  I  doubt  we  can  convince  many  regulators — or  the  public— that  we, 
the  utilities,  need  protection. 

Another  industry  source,  Mr.  Nicholas  Johnson,  former  FCC  com- 
missioner, put  it  more  strongly.  In  a  speech  before  the  Digit ronics 
Users  Association  Conference,  he  said : 
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Bell  management  has  been  urging  policies  that  don't  even  serve  the  company's 
interest.  I  mean,  I  could  understand  how  Bell's  pursuit  of  its  own  interests 
would  not  always  serve  the  public  interest.  That  probability  was,  after  all.  the 
original  reason  for  regulation.  *  *  * 

If  Western  Electric  is  as  competitive  as  A.T.  &  T.  claims,  it  would  be  in  the 
interest  of  the  company  and  its  stockholders  to  divest  Western  Electric  from  its 
A.T.  &  T.  parent.  *  *  * 

If  Western's  prices  are  as  low  as  A.T.  &  T.'s  arguments  say,  the  company 
would  hud  immediate  success. 

Eeferring  to  A.T.  &  T.'s  relationship  with  non-Western  manufac- 
turers, Mr.  Johnson  said : 

If  the  phone  company  would  only  encourage  the  use  of  its  system  by  innova- 
tive equipment  manufacturers,  rather  than  discourage  them,  it  would  suddenly 
And  200  million  Americans  working  for  Bell  on  their  own  time,  rather  than 
working  against  it.  The  increase  in  communications  traffic  in  this  country  ought 
to  be  Bell's  principal  concern  and  measure  of  effectiveness.  It  would  jump 
enormously,  because  200  million  people  can  think  of  a  lot  more  to  do  with  a 
communications  network  for  themselves  than  one  corporation  can  think  up  for 
them — particularly  if  it  is  not  working. 

Up  to  now  I  have  devoted  my  testimony  to  an  analysis  of  the  prob- 
lems our  industry  faces.  Because  of  the  enormity  and  immediacy  of 
these  problems,  I  feel  we  should  consider  with  urgency  a  number  of 
possible  solutions. 

First,  the  nonlegislative  solutions. 

Right  now  it  is  possible  to  take  a  number  of  positive  steps  without 
even  the  necessity  of  legislation.  Simply  by  exercising  your  rights 
and  discharging  your  obligations  you  can  begin  to  diminish  the  com- 
munications crisis. 

ADVISE  AND  CONSENT  :  A  DEFENSE  OF  FREE  ENTERPRISE 

In  the  selection  of  the  Federal  Communications  Commission  mem- 
bers, careful  consideration,  whether  or  not  they  activel}-  support  free 
enterprise,  should  be  a  paramount  question.  Their  answers  to  the 
following  lines  of  questioning  should  help  establish  whether  or  not 
they  will  bring  this  positive  approach  to  telecommunications : 

Do  they  favor  competition  within  the  telecommunications  industry  ? 

Do  they  believe  in  an  equitable  toll  separation  and  revised  rate 
structure  based  on  actual  cost  of  service  rather  than  an  artificially 
imposed  rate  structure '? 

If  we  ask  tlie  right  qnestions^ — rpiestions  sucli  as  do  you  favor  the 
use  of  nonconsolidated  repoiling  throughout  tlie  telecommunications 
industry,  to  help  regulatory  agencies,  and  permit  closer  supervision  of 
interstate  practices — if  we  ask  the  right  question  and  refuse  to  ap- 
prove nominees  who  lack  the  right  answers  we  will  be  on  the  road  to 
real  progress. 

I  also  recommiend  an  industry  board  of  advisers,  I  respectfully  sug- 
gest that  Congress  consider  assembling  its  own  blue  ribbon  panel  of 
advisers,  paid  advisers  of  impeccable  credentials  to  aid  the  FCC  or 
the  Congress  in  making  telecommunications  decisions. 

Whatever  price  we  pay  for  these  telecommtmications  experts  will 
be  little  enough  compared  to  the  harm  which  their  absence  may 
encourage. 
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Now  legislative  solutions.  In  my  opinion,  liowever,  the  most 
needed  changes  in  our  system  will  not  happen  without  legislation, 
because  of  their  scope  and  impact. 

The  first  legislative  move,  I  suggest,  will  be  fought  tooth  and 
nail.  The  facts  demand  the  divestiture  of  Western  Electric  from 
A.T.  &  T. 

It  is  a  move  Avhich  will  be  good  for  A.T.  &  T.,  good  for  Western 
Electric,  good  for  A.T.  &  T.'s  shareholders,  good  for  the  general 
public,  and  in  fact  good  for  the  Nation. 

Let  me  show  you  why : 

With  1972  revenues  exceeding  $6.6  billion.  Wester-^.  Electric  would 
rank  as  one  of  the  top  10  industrial  corporations  in  the  United  States. 
The  company  is  equally  involved  in  all  areas  of  telecommunications, 
from  dials  and  components  to  giant  electronic  switching  systems, 
and  everything  in  between.   ■ 

According  to  the  1972  .\.T.  &  T.  annual  report  its  products  aver- 
age 65  percent  of  prices  of  like  products  that  could  be  purchased 
from  other  manufacturers.  If  this  last  statement  is  true  Western 
would  have  phenomenal  advantage  in  the  U.S.  telecommunications 
marketplace.  Were  Congress  to  initiate  legislation  requiring  divesti- 
ture of  Western  by  A.T.  &  T.  the  stocldiolders  vrou.ld  benefit  enor- 
mously from  the  returns,  which  would  certainly  be  very  high. 

Once  separated  from  A.T.  &  T.,  Western  would  be  free  to  com- 
pete with  independent  telephone  manufacturers  for  independent  tele- 
phone operating  dollars.  ]Moreover,  and  even  more  important,  West- 
ern's products — if  they  are  as  advanced  as  A.T.  &  T.  says  they  are — 
could  make  substantial  contributions  in  the  international  market  for 
this  country's  balance  of  payments.  Providing  the  best  products  at 
competitive  prices  in  the  worldwide  industry,  whose  function  is  so 
vital  to  every  nation  of  every  size  could  bring  enormous  amounts 
of  money  into  this  country  in  a  period  when  we  need  every  edge  we 
can  fiet. 

Furthermore,  AVestern  Electric  equipment  sold  throughout  the 
world  Avould  fulfill  a  moral  o^>li<iation  as  well  by  providing  cheaper, 
better  communications,  especially  to  developing  nations.  We  would 
help  progress  faster  by  speeding  the  dissemination  of  information 
in  such  necessary  areas  as  health  and  education. 

Ironically,  there  seems  to  be  only  one  major  obvious  drawback  to 
this  proposal,  the  problems  created  for  companies  like  ourselves, 
no-  to  mention  giants  such  as  I.T.  &  T..  Automatic  Electric,  et  cetera. 

"Why  do  I  advocate  these  proposals? 

First,  I  believe  that  independent  manufacturers  can  hold  their' 
own  even  with  a  liberated  Western  Electric.  Perhaps  Western  Elec- 
tric's  much  vaunted  expertise  is  somewhat  overrated,  or  perhaps  I 
nm  ovprconfident.  Either  way.  "free  competition  will  let  the  people 
i'each  their  own  verdict  by  voting  with  their  dollars;  and  I  believe 
that  the  American  public  deserves  this  opportunity  to  vote. 

Second,  regardless  of  the  points  just  mentioned,  people  would 
benefit  from  the  divestiture  of  Western  in  another  way :  In  the  en- 
vironment of  competition  Western  would  have  much  more  incentive 
to  innovate. 
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Third,  an  independent  Western  would  finally  give  regulators  and 
the  public  the  opportunity  to  see  what  telephone  equipment  actually 
costs  the  Bell  operating  company.  On  the  basis  of  A.T.  &  T/s  pres- 
ent vertically  integrated  corporate  structure  it  is  difficult  to  deter- 
mine these  figures,  since  costs  may  be  dumped  into  whatever  pigeon- 
hole is  most  convenient  at  the  time. 

Fourth,  since  Western  Electric  manufacturers  such  an  immense 
varietv  of  products  it  just  may  be  that  the  company  is  far  more 
adept  in  making  some  types  of  equipment  than  others,  and  it  could 
specialize. 

Overall,  there  is  another  section  in  the  legislative  area  that  I  think 
needs  action.  That  is  in  the  area  of  cost  accounting  by  the  Bell 
Systems.  I  believe  Congress  should  act  to  require  that  Bell  divulge 
complete  information  and  the  supporting  statistics  relative  to  how 
it  arrives  at  the  cost  of  service  underlying  its  rate  base. 

This  proposed  congressional  legislation  would  require  that  ac- 
curate cost  of  service  figures  be  provided  on  a  nonconsolidated  basis 
to  regulators  for  use  in  determining  fair  rates  for  equipment  and 
services.  Properly  used  in  rate  determination  this  data  would  foster, 
I  believe,  a  more  equitable  method  of  compensating  A.T.  &  T. 

Let's  consider  the  alternatives.  In  light  of  all  that  I  have  said  it 
seems  likely  that  barring  congressional  action,  sooner  or  later  legal 
proceedings,  either  antitrust,  class  action,  or  otherwise,  will  ulti- 
mately produce  the  divestiture  and  the  actions  that  I  have  asked  for. 

In  the  meantime,  however,  our  country  could  well  lose  its  present 
lead  in  the  telecommunications  industry  worldwide. 

A\niile_it  might  be  uncomfortable  to" take  Bell  by  the  horns;  it  is 
an  emotional  price  we  must  pay  by  tackling  the  problem  now  when 
it  is  less  expensive  than  later  when  it  will  be  more  expensive. 

I  believe  that  if  my  recommendations  are  adopted  A.T.  &  T.  and 
its  operating  companies,  the  independent  telephone  industry,  and 
the  new  interconnect  industry,  will  expand  and  prosper  together, 
and  the  public  will  be  able  to  vote  with  their  dollar  for  the  equip- 
ment and  services  of  their  choice. 

Thank  you. 

Senator  Hart.  Thank  you  very  much.  That  statement  was,  I  think, 
a  veiT  powerful  one. 

Mr.  Kelt.y.  Thank  you. 

Senator  Hart.  You  confess  it  comes  from  a  selfish  point  of  view 
as  well  as  a  public  point  of  view,  but  making  appropriate  allowances 
for  self-interest  I  still  think  the  case  you  make  is  a  very  appealing 
one.  I  should  have  known,  but  if  I  did,  I  had  forgotten,  the  enormity 
of  your  growth  over  a  period  of  3  years. 

I  think  you  gave  a  very  strong  indication  of  the  opportunity  that 
is  available. 

Mr.  Kellt.  Well,  I  feel  the  people,  if  given  the  choice  to  vote 
with  their  dollars,  will  choose  the  right  path. 

Senator  Hart.  Well,  I  meet  myself  coming  around  the  corner  on 
that  one.  It  is  not  very  appealing  for  a  politician  to  get  up  and  say, 
"I  think  you  are  dumb"  in  public.  We  never  say  it  like  it  is.  We 
always  succumb  to  the  temptation  to  say  it  like  we  want  to  hear  it. 
I  would  modify  your  claim  about  the  wise  vote  of  the  consumer  by 
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sayino-  that  if  thoroughly  informed,  fully  informed,  he  votes  ^visely. 

Yon  have  got  some  intriguing  questions  that  you  want  us  to  ask 
nominees  to  the  Federal  Communications  Commission.  You  skipped 
those,  but  I  noted  them. 

Mr.  Kelly.  Thank  you. 

Senator  Hart.  The  hangup  there  is  that  a  nominee  responsibly 
■would  have  to  sa3^  "Until  I  hear  the  evidence  I  ought  not  to  com- 
mit myself."  You  love  to  get  a  juror  who  is  going  to  vote  to  acquit 
you,  if  you  are  a  defendant's  attorney. 

You  have  very  strong  ideas  about  what  the  Commission's  position 
should  be,  but  in  certain  of  those  questions  wouldn't  it  be  true  that 
a  nominee  would  be  answering  the  question  in  advance  of  the  evi- 
dence? 

Mr.  Kelly.  The  things  I  am  proposing  in  no  way  suggest  that 
A.T.  &  T.,  its  operating  subsidiaries,  the  independent  industry, 
should  stop  competing  in  any  manner.  All  I  am  saying  is  that  the 
competition  should  be  present.  I  agree,  Mr.  Henson's  position  is 
correct :  That  if  they  decided  to  offer  innovative  products,  they  have 
nothing  to  fear  from  competition. 

Senator  Hart.  I  buy  that.  I  am  talking  now  to  the  point  of  these 
questions  you  asked  of  us  to  ask  of  nominees  to  the  Commission. 
While  I  would  love  to  have  a  commission  tliat  would  wind  up  in 
the  position  your  questions  imply  they  should,  I  am  not  so  sure  that 
a  nominee  can  be  expected  to  give  you  the  answer  before  he  goes  on 
the  Commission,  and  before  the  Commission  takes  evidence  in  some 
of  tliese  tested  areas. 

Mr.  Kelly.  I  am  not  saying  tliat  lie  sliould  make  any  decision 
before  he  gets  to  be  a  nominee,  "\^'^lat  I  am  saying  is  that  on  the 
basic  principle  of  this  country,  of  free  enterprise,  the  nominee 
should  affirm  that  principle  in  tliis  fiekl  as  in  any  other. 

Xow  he  might  change  it  because  of  practical  considerations  in. a 
network  policy,  he  might  have  to  alter  it:  we  are  considering  a  lot 
of  factors.  Basically  he  should  b%  asked  the  question  of  whether  he 
is  for  free  enterprise;  and  he  should  affirm  that  in  this  industry  as 
well  as  in  every  other  industry. 

Senator  Hart.  That  is  an  easy  one.  Everybody  is  for  free  enter- 
prise. 

Mr.  Chumbris.  Mr.  Kelly,  there  is  a  danger  witli  your  proposition 
here  that  the  Senate  should  ask  eacli  nominee  to  FCC  certain  ques- 
tions— if  he  will  actively  seek  ways  to  provide  competition,  best 
equipment  service,  et  cetera  in  the  telecommunication  industry  as  is 
presented  in  these  hearings. 

I  have  read  all  three  statements,  yours  and  the  two  other  Avit- 
nesses  who  will  testify.  In  those  statements  you  make,  in  some  in- 
stances, rather  strong  assertions  against  both  the  Federal  as  well  as 
the  State  commissioners  who  have  jurisdiction  in  this  matter. 

Let's  assume  for  the  sake  of  argument  that  you  feel  that  those 
Commissioners  are  voting  against  your  philosophy.  Let's  assume  we 
follow  your  advice  and  the  Senate  says  we  will  not  confirm  any 
Commissioner  of  the  Communications  Commission,  or  the  States  say 
we  will  not  approve  any  commissioner  on  the  State  commission 
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unless  they  believe  in  your  theory,  then  you  have  locked  those  com- 
missioners into  a  view  that  pleases  you,  but  it  may  not  please  the 
rest  of  the  country. 

It  may  not  please  the  problems  that  might  face  your  industry. 
For  example,  maybe  full  competition  isn't  the  best  answer  in  an  in- 
du^ry  which  is  partly  public  utility  and  partly,  as  you  contended, 
should  be  competitive,  which  is  a  different  situation  from  the  com- 
puter business  that  we  may  have  hearings  on  later,  where  it  is  com- 
pletely competitive  and  TB]M  has  to  compete  against  the  software, 
the  hardware,  and  everything  else. 

Here  you  have  an  industry  that  is  a  public  utility.  As  part  of  that 
public  utility,  the  history,  as  we  have  read  it  and  as  people  have 
testified  to  it,  shows  definitely  that  they  themselves  had  to  develop 
much  of  their  component  parts;  whether  it  is  telephones,  PBX's, 
and  so  forth,  they  have  to  develop  it. 

There  wasn't  an  industry  ready  to  take  Western  Electric's  place. 
Now  you  come  along  and  with  the  Carterforie  decision  you  have 
entered  the  market.  You  have  done  well.  You  go  from  $400,000,  to 
$4  million,  to  $16  million.  You  increased  10  times  in  1  year  and 
another  4  times — which  is  40  times  you  have  increased  from  1971 
to  1973.  Evidently  you  have  gotten  pretty  well  into  the  market.  Now 
to  try  to  say  that  the  Senate  in  confirming  a  nominee  must  follow 
your  views," then  you  will  lock  those  commissioners  into  almost  as 
bad  a  position  as  you  are  contending  the  commissioners  are  now  in, 
whether  at  the  State  level  or  Federal  level. 

That  is  the  dancrer  of  your  suggestion. 

Mr.  Ket.ly.  Well,  first,  I  have  not  said  anything  in  my  statement 
critical  of  any  of  the  commissioners  or  any  of  the  regulatory  agen- 
cies at  the  State  level.  It  rpight  be  somebody  else. 

Senator  Hart.  Well,  I  raised  this  point,  having  noticed  it  as  T 
deliberated  your  testimony:  We  don't  want  to  go  off  on  to  what  is 
almost  a  diversion.  I  was  just  reacting  to  your  suggestion  as  to  the 
kinds  of  questions  to  ask,  againsl  my  own  experience  and  discom- 
fort when  I  confront  a  nominee,  when  any  of  us  do.  There  is  no 
need  of  kidding.  Virtually  everybody  in  the  Senate  has  ideas  of 
what  would  be  best  if  he  were  king.  You  love  to  think  that  every 
nominee  shares  your  point  of  view,  and  you  move  to  lock  them  in 
on  the  question  and  answer. 

Mr.  Keixt.  I  looked  at  my  statement  from  this  viewpoint :  Not 
that  we  were  locking  in  a  policy  for  the  man  but  that  Ave  were  lock- 
ing in  a  look  at  the  industry,"  at  this  industry  as  I  believe  in  all 
industries,  that  the  competitive  function  of  our  country  has  kept 
prices  and  business  moving.  I  think  we  can  do  it  in  this  industry. 

Mr.  Chumbris.  ISIr.  Chairman,  while  we  are  on  this  point,  and 
the  only  reason  I  raised  it,  I  spent  a  lovely  weekend  reading  three 
thick  volumes.  In  one  of  them  is  the  exhibit  of  Mr.  Ronald  B.  Fox, 
one  of  the  witnesses  to  be  heard.  On  page  5810,  exhibit  number  54, 
the  examiner,  Mr.  Sheridan,  in  the  Michigan  Bell  case,  pointed  out 
his  dilemma.  He  says : 

I  might  as  well  make  a  statement  on  the  record.  I  don't  want  the  fact  that  I 
niicht  rule  a  little  hit  loosely,  at  least  from  my  viewpoint,  in  regards  to  allow- 
ing this  type  of  testimony  in.  as  an  endorsement  of  me  of  its  validity.  As  I  stated 
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from  the  beginning  of  this  case,  I  had  a  great  deal  of  difficulty  with  even  the 
presence  of  the  interconnect  people  in  here  as  competitors.  I  have  doubt  in  my 
mind  whether  the  Commission  should  even  concern  itself  with  my  competitive 
effect  of  the  rate  structure  presented  by  the  applicant.  In  other  words,  I  have 
a  lot  of  doubt  that  we  don't  really  care  what  the  competitive  effect  is,  at  least 
as  serious  a  question  in  my  mind  what,  and  a  serious  question  whether  we 
should  care  what  the  competitive  effect  is  if  we  find  the  rates  to  be  reasonable. 

In  other  words,  his  thought  was  that  is  his  job  to  determine  rea- 
sonableness of  the  rates. 
Mr.  Kelly.  I  agree. 
Mr.  Chumbris.  Quoting  again: 

Now,  as  I  stated  in  ruling  on  the  interconnect  position  for  intervention,  I  said 
that  I  was  allowing  them  in  this  case  in  order  to  make  a  more  full  and  complete 
record  in  this  case,  and  I  just  don't  want  any  of  my  rulings  along  this  line  to 
possibly  lull  them  to  sleep. 

If  I  may  comment  on  that,  at  least  this  particular  examiner  felt 
that  rather  than  denying  them  the  right  to  intervene,  let  them  pre- 
sent their  case  and  then  determine  what  impact  it  should  have  on 
his  ruling. 

So  evidently  there  is  probably  a  very  serious  question  around  the 
country  in  some  State  commissions,  and  maybe  even  in  the  Federal 
Communications  Commission,  as  to  what  impact  competition  should 
have  in  the  regulation  phase. 

As  I  understand  it  the  State  of  Xebraska,  through  the  attorney 
general,  the  State  of  North  Carolina  through  its  commission,  dis- 
agree with  the  Federal  Communications  Commission  on  whether 
you  should  be  able  to  interconnect  into  the  public  utilities  line. 

The  FCC  has  ruled  on  that  now,  and  they  have  just  told  Xorth 
Carolina  'Sve  are  just  going  to  disregard  your  decision." 

That  show^s  that  there  is  this  issue  raging. 

The  State  might  have  a  different  view  from  the  Federal  Govern- 
ment. That  is  why  I  raised  the  point  earlier.  If  you  force  every 
man  who  comes  before  the  Senate  for  confirmation  to  say  "I  am 
for  full  competition,"  then  how  do  you  define  full  competition,  how 
are  you  going  to  define  it,  where  do  you  draw  the  line,  and  who 
should  draw  a  line? 

Are  you  going  to  make  it  full  competition  for  certain  items,  but 
leave  aside  the  public  utilities  aspect? 

That  is  the  reason  I  brought  up  the  point  about  a  Commissioner 
being  locked  in  such  a  position. 

Thank  you,  Mr.  Chairman. 

Senator  Hart.  The  staff  has  developed  a  series  of  questions,  but 
let  rne  ask  a  couple  more  that  have  occured  to  me  while  you  were 
reading. 

I  have  developed  an  awareness  that  strong  argument  is  being 
made  that  if  we  permit  you  and  other  independents  to  take  away 
from  the  Bell  System  commercial  users,  business  users,  that  we  will 
wind  up  applying  a  heavier  cost  to  the  home  user;  and  I  have  never 
heard  it  described  as  tears  for  the  widow,  as  you  put  it. 

It  is  an  argument  that  bothers  me. 

In  theory,  in  concept,  I  think  logic  suggests  every  user  should 
bear  his  fair  share. 

Just  how  solid  is  your  opinion  that  the  residential  rates  w-ould 
not  be  adversely  affected?  On  what  do  you  base  it? 
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Mr.  Kelly.  Well,  I  base  it,  as  I  said,  personally  on  my  observa- 
tion in  the  industry,  and  a  368-page  report  from  the  Office  of  Tele- 
communications Policy,  by  Dittberner  Associates,  that  basically 
comes  to  the  same  conclusion  that  I  have  in  my  time  in  the  industry. 

In  reality  it  is  the  residents  and  the  resident  subscriber  that  is 
subsidizing  the  business  terminal  market.  I  am  not  alone  in  that 
position. 

I  am  not  saying  that  my  position  is  absolutely  correct,  but  I 
would  say  that  there  is  an  awful  lot  of  supporting  documentation 
to  the  point  that  it  is  the  reverse:  That  the  residents  are  really 
subsidizing  the  business  terminal  market,  now,  right  today,  not  in 
the  future. 

Senator  Hart.  If  you  hadn't  told  me  how  many  pages  that  report 
was  I  would  have  immediately  ordered  it  in  the  record. 

[Laughter.] 

Senator  Hart.  Let  me  ask  the  staff  to  see  if  there  are  appropriate 
exerpts. 

In  any  event,  let  us  receive  it. 

[For  the  report  referred  to  see  exhibit  27  at  the  end  of  Mr.  Kelly's 
oral  testimony.] 

Senator  Hart.  Just  my  last  point.  Western  Electric  is  owned 
virtually  by  A.T.  &  T.? 

Mr.  IvELLY.  Yes. 

Senator  Hart.  You  urged  divestiture  as  a  step,  and  you  remind 
us  that  it  would  be  fought  tooth  and  nail  if  we  tried  to  legislate  it. 

Of  course,  you  are  correct. 

You  do  make  the  point  that  if  divestiture  occurred  Western  Elec- 
tric would  be  one  of  the  10  largest  companies  in  this  country? 

Mr.  Kelly.  Industrial  corporations  in  the  United  States.  On 
Fortune's  list  of  the  top  500  industrial  corporations. 

Senator  Hart.  And  earlier  testimony  made  the  point  that  Western 
Electric  as  a  corporate  policy  matter  elects  not  to  compete  overseas? 
Am  I  correct  on  that? 

Mr.  Kelly.  That's  correct,  Senator.  I  personally  object  to  that. 
I  feel  that  not  only  from  the  basis  that  it  would  create  more  jobs 
but  also  more  income  to  assist  our  country's  payments.  Also  I  think 
when  you  look  at  the  underprivileged  and  underdeveloped  sections 
of  the  world,  that  we  have  a  moral  obligation  if  we  have  all  of  this 
advanced  equipment,  at  very  reasonable  prices,  to  offer  it  to  the  rest 
of  the  world,  not  only  from  an  economic  viewpoint,  which  I  think 
will  be  very  substantial,  but  also  from  a  moral  viewpoint. 

This  is  the  basis  on  which  these  countries  are  going  to  be  able  to 
develop  in  the  future. 

I  feel  that  there  is  a  very  strong  reason  that  this  should  be  done. 

]\Ir.  CnuMBRis.  ]\Ir.  Chairman. 

On  this  last  point,  if  the  legislation,  as  you  point  out,  is  successful 
in  divesting  Western  Electric  away  from  A.T.  &  T.  as  you  suggest, 
then  Western  Electric  will  be  an  independent  company :  then  imder 
Senator  Hart's  bill,  S.  1167,  Western  Electric  would  be  forced  to 
split  because  it  would  be  so  big  that  it,  with  any  two  or  three  other 
companies,  would  dominate  more  than  50  percent  of  the  market. 

If  Senator  Hart's  bill  doesn't  become  law  then  the  Justice  Depart- 
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ment  or  the  FTC  would  probably  take  a  look  at  Western  Electric 
— if  it  becomes  a  noniitility  company — just  like  we  have  been  look- 
infj  at  IBM,  and  as  the  courts  have  in  other  cases. 

You  would  break  Western  Electric  into  a  lot  of  little  Western 
Electrics. 

Mr.  Kelly.  I  am  saying  Congress  did  pass,  in  dealing  with  Com- 
sat, an  interim  step  that  probably  could  be  enacted  without  much  con- 
troversy; and  that  was  requiring  Comsat  to  take  competitive  bidding 
on  all  equipment  that  they  purchased.  I  believe  there  is  argument 
on  both  sides  of  this  question.  I  think  there  are  great  advantages 
to  this  comitry  of  having  Western  as  an  independent  entity  for  tKe 
country  as  a  whole. 

Mr.  Chumbkis.  I  might  point  out,  your  equipment  was  bought  from 
North  Electric,  is  that  right? 

Mr.  Kelly.  No. 

My.  Chtjmbris.  One  of  the  witnesses  equipment  came  from  North 
Electric.  The  reason  I  bring  that  out  is  that  Mr.  Hellerman  and  I, 
and  Mr.  O'Leary,  in  order  to  be  able  to  understand  the  type  of 
equipment  many  manufacturers  make,  went  to  about  four  or  five 
different  ones.  We  went  to  North  Electric,  to  Northern  Electric,  to 
A.T.  &  T.,  Western  Electric  plants,  and  others  that  we  may  have 
visited  separately  such  as  I.T.  &  T.,  so  we  could  be  able  to  make 
comparisons  of  "their  products  for  possible  discussion  during  the 
course  of  these  hearings.  We  do  that  for  the  purpose  of  trying  to 
give  this  subject  matter  as  broad  and  as  objective  an  understanding 
as  we  can. 

You  are  raising  very,  very  serious  questions.  I  am  sure  that  when 
A.T.  &  T.  has  its  turn  it  will  have  something  to  say  as  to  the  state- 
ment you  have  made  and  to  the  statements  the  two  following  gentle- 
men will  make  as  we  proceed. 

Mr.  Kelly.  I  am  sure  that  they  will  and  I  think  it  is  a  good  thing. 

Senator  Hart.  One  thing  they  will  tell  us,  I  am  sure — and  it  is 
one  of  those  self-evident  facts  that  we  have  all  grown  up  to  believe 
— is  that  we  have  the  best  communications  system  in  the  world; 
even  if  we  do,  that  doesn't  mean  legislative  changes  are  not  per- 
missible. 

How  do  you  rate  our  communications  system  with  the  rest  of  the 
world  ? 

Mr.  Kelly.  First  I  would  say  we  have  one  of  the  best  telecom- 
munications networks  in  the  world.  I  don't  think  that  that  is  at  all 
surprising  if  you  consider  the  telecommmiications  network  or  in- 
dustry that  we  have  was  built  up  over  a  period  of  70-some  years. 
You  take  New  York  City,  for  example:  the  first  central  office  that 
was  going  to  be  taken  out  service  was  an  office  put  in  in  1903.  What 
they  did  was  move  it  to  another  building. 

It  is  cumulative  investment  and  makes  this  telecommunications  in- 
dustry what  it  is,  and  plant  what  is  is;  I  will  say  yes,  it  is  the  largest 
and  one  of  the  best  in  the  world.  However,  we  have  had  the  largest 
gross  national  product  to  support  this.  We  have  put  an  awful  lot 
of  our  dollars  in  this  telecommimications  network  as  a  country. 

I  think  we  should  end  up  with  a  very  substantial  telecommunica- 
tions network. 
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Also,  you  must  consider  that  if  you  look  at  the  larger  industrial 
countries  in  the  world  you  will  see  that  the  advanced  ones  such  as 
Germany  and  Japan  have  a  telecommunications  network  that  is 
similar  to  our  own.  But  you  will  find  that  during  the  Second  World 
War  they  were  pretty  well  destroyed ;  also  a  goodly  portion  of  their 
inA'estment — ^the  first  40-some  years — was  destroyed. 

I  would  say  we  have  the  best  telecommunications  network,  or  one 
of  them  now.  I  think  that  the  Japanese,  the  Germans,  the  Swiss, 
and  the  Swedish  network,  are  comparable  to  ours  and  in  some  ways 
may  be  even  superior. 

I  believe  that  we  have  invested  in  this  network  over  a  period  of 
time  with  great  tranquility,  and  that  it  should  continue. 

Mr.  Hellerman.  We  are  talking  residential  rates.  I  think  we  ought 
to  put  in  the  i-ecord  at  this  time  a  motion  before  the  Public  Utilities 
Commission  of  the  State  of  California  dated  June  19,  1974,  sub- 
mitted by  R.  G.  Fair,  staff  counsel,  which  indicates  that  the  New 
York  Public  Service  Commission's  staff  report  found  a  5.2  percent 
rate  of  return  for  basic  services  and  "only  a  0.6  percent  return  for 
the  vertical  services." 

]\Ir.  Kelly,  you  mention  divestiture  of  Western  Electric  as  a  solu- 
tion to  permitting  fair  competition.  What  other  alternatives  do  you 
have,  perhaps  as  an  interim  step  to  achieve  an  environment  for  com- 
j)etition  in  this  terminal  market  ? 

Mr.  Kelt.t.  I  think  when  you  look  at  the  terminal  equipment  mar- 
ket, from  the  Federal  viewpoint,  it  is  hard  for  the  Federal  Gov- 
ernment to  take  a  position  in  this.  The  terminal  equipment  is  used 
at  a  State  level. 

I  would  suggest  something  similar  to  arrangements  Congress  set 
up  in  dealing  with  Comsat  in  allowing  that,  and  in  requiring  that 
all  the  public  utilities  buy  their  equipment  at  the  best  competitive 
price.  I  believe  that  way  you  would  soon  find  out  the  best  price  and 
the  best  equipment.  That  would  be  an  alternative  which  I  think 
would  do  a  lot  for  the  public. 

^fr.  Hellerman.  Much  has  been  said  and  written  about  Mr. 
deButt's  speech  at  the  meeting  in  Seattle.  What  was  your  reaction 
to  that  speech? 

Mr.  Kelly.  Well.  I  quoted  it  a  little  bit  in  my  testimony.  About 
some  of  my  reactions  I  would  say,  though,  that  I  feel  that  in  looking 
at  the  profits,  in  looking  at  the  growth,  and  in  looking  at  almost 
everything  that  A.T.  &  T.  has  done,  which  I  say  is  pretty  substantial, 
I  believe  it  was  a  little  bit  of  an  overreaction  to  a  field  that  is  really 
fairly  insignificant  to  the  general  well-being  of  A.T.  &  T, 

Mr.  Hellerman.  In  your  statement  you  indicated  that  some  of 
the  Bell  Telephone  operating  companies  expressed  an  interest  in 
your  equipment.  Do  you  think  pressure  was  put  on  them  by  A.T.  & 
T..  195  BroadAvay,  not  to  purchase  non-Bell  equipment;  and  do  you 
think  that  has  anything  to  do  with  trying  to  keep  costs  confused 
so  that  regulators  might  have  a  problem  finding  out  what  the  actual 
cost  of  equipment  really  is? 

Mr.  Kellt.  Of  course,  my  opinion — and  this  is  an  opinion — I 
really  don't  testify  in  this  area  very  often — I  try  to  stay  out  of  it. 
I  would  say  that  the  case  so  far  indicates,  with  reports  of  their  own 
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which  I  have  showed  you,  the  Fenton  report,  tliat  they  did  not  buy 
my  product  for  2  or  3  years.  It  was  a  better  product  at  a  better 
price;  I  don't  know  whether  that  was  for  other  reasons  or  whether 
they  just  did  not  want  the  public  to  have  that  equipment.  I  cannot 
answer  your  question  other  than  to  state,  as  I  did,  that  they  evahiated 
the  equipment  as  better,  less  expensive,  but  they  didn't  want  to  buy 
it.  I  don't  know  why. 

Mr.  Hellemian.  Has  A.T.  &  T.  attempted  to  obtain  your  equip- 
ment by  getting  cross-licensing  through  Nippon  Electric? 

jNlr.  ivELLT.  Let's  explain  how  my  equipment  is  made. 

Originally,  all  of  our  equipment  was  produced  for  our  compariy. 
It  has  all  been  designed  in  the  United  States.  Starting  in  1970.  In 
1971,  100  percent  of  our  equipment  was  manufactured  for  us  by 
Nitsuko  Ltd.  in  Japan  under  our  designs.  In  1972,  it  was  90  per- 
cent. In  1973,  it  was  65  percent.  By  the  year  end,  we  expect  it  to  be 
58  percent.  By  1979,  we  expect  all  of  the  manufacturing  facilities  to 
be  in  the  United  States. 

The  only  reason  we  started  the  manufacturing  facility  there  is 
that  you  need  economy  of  scale  to  start  a  production  facility.  So, 
therefore,  we  had  our  products  manufactured  originally  in  Japan. 

We  are  also  beginning  to  take  this  product  now,  ourselves,  and 
open  up  markets  for  it  in  Canada,  South  America;  and  we  are  going 
to  start  selling  it  in  Europe. 

To  get  back  to  your  question,  which  is  on  cross-licensing,  yes,  a 
team  of  AVestern  patent  attorneys  did  go  to  our  manufacturer  and 
ask  them  to  cross-license  the  product.  They  were  not  in  a  position 
to  do  so  because  the  patents  on  that  equipment  are  held  by  TIE. 

Mr.  Hellerman.  TIE  is  your  company? 

Mr.  Kelly.  Yes. 

Mr.  Hellerman.  When  your  company  started  to  achieve  some  suc- 
cess in  marketing  your  equipment,  what  was  Bell's  reaction?  Did 
they  come  out  on  a  crash  program,  to  your  knowledge  ? 

Mr.  Kelly.  Well,  I  testified  in  my  testimony  that,  of  course,  after 
the  Fenton  Eeport,  in  1972,  they  put  into  practice  the  features  and 
capabilities  of  my  equipment  in  the  new  product  they  introduced 
during  the  latter  part  of  last  year  and  the  first  part  of  this  year, 
which  is  Con-Key.  Yes,  they  have  responded  quickly,  I  think.  I  see 
nothing  the  matter  with  their  responding  and  getting  out  there 
and  competing.  That  is  what  I  am  basically  for, 

I  do  believe,  though,  I  should  have  the  opportunity  to  sell  them 
equipment  as  any  other  manufacturer. 

Mr.  Hellermajst.  I  have  A.T.  &  T.  internal  memorandums  indicat- 
ing in  one  case,  because  the  equipment — this  is  the  Com-Key  equip- 
ment—prices out  at  about  $300  higher  than  the  initial  price  objec- 
tive, BTL  has  reviewed  the  design  to  see  what  could  be  done  to  re- 
duce the  price.  It  goes  on  to  indicate  changes  that  occurred. 

Are  you  familiar  with  this? 

Mr.  Kelly.  Yes.  I  have  seen  it. 

[The  memo  referred  to  appears  as  exhibit  2  at  the  end  of  ]\Ir. 
Kelly's  testimony.] 

ISIr.  Hellerman.  Have  some  of  those  changes  been  instituted? 

Mr.  Kelly.  Yes,  some  of  them  have. 
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Mr.  Hellerman.  In  your  opinion  what  is  tlie  effect  of  those 
changes  ?  Did  they  improve  the  equipment  ? 

Mr.  Kelly.  Mostly  when  you  do  things  to  reduce  price  you  de- 
crease the  features  or  the  quality  of  the  equipment.  I  don't  believe  it 
hurt  anything,  but  it  reduced  slightly  some  of  the  features  in  the 
equipment.  I  don't  think  it  did  it  appreciably.  It  was  a  reaction 
to  a  cost  problem  that  they  were  confronted  with  and  that  they  were 
trying  to  compete  with  my  pricing. 

Mr.  Chtimbris.  In  answer  to  the  previous  question  by  Mr.  Heller- 
man, you  answered  that  you  would  just  like  to  have  the  opportunity 
of  being  able  to  sell  your  equipment 

Mr.  Hellerman  and  I  did  visit  some  of  these  officials  at  A.T.  &  T., 
as  well  as  some  of  the  competitors,  and  I  think  the  record  will  show 
that  A.T.  &  T.  buys  from  other  manufacturers  well  over  a  billion 
dollars  a  year  in  component  parts  and  equipment. 

Mr.  Hellerman.  I  think  the  record  also  should  be  clear  that  they 
buy  raw  materials — including  sand — in  that  figure.  ^ 

Mr.  Chumbris.  Of  $1  billion?  They  have  two  figures.  One  is  a 
billion  dollars  and  the  other  is  $21/2  billion  a  year.  I  think  the  $21/2 
billion  figure  will  take  in  what  you  added.  They  actually  buy  $1 
billion  a  year  in  actual  parts  and  components  that  they  either  use 
in  manufacturing  or  buy  in  toto  and  then  will  furnish  it  to  the  per- 
son who  wishes  to  be  served. 

Mr.  Kelly.  I  don't  doubt  the  figures.  All  I  am  saying  is  in  my 
experience  in  dealing  with  my  product,  which  is  limited  to  several 
of  the  Bell  operating  companies,  A.T.  &  T.,  and  Western,  it  hasn't 
been  the  case.  That  doesn't  necessarily  mean  it  might  not  be  the  case. 
Mv.  Chumbris.  The  opportunity  is  there.  In  other  words,  there  is 
a  billion-dollar  market  that  maybe  you  or  some  other  manufacturers 
can  get  a  slice  of? 
Mr.  Kelly.  Yes. 

Mr.  Hellerman.  To  your  knowledge  is  another  manufacturer  sup- 
plying key  system  equipment  to  A.T.  &  T.  ? 
"Mr.  Kelly.  That  is  a  big  question. 

'Mv.  Hellerman.  Narrow  it  down  to  the  key  equipment  of  the  type 
that  vou  offer? 

Mr.  Kelly.  If  you  mean  a  full  featured  key  telephone  systeni  such 
as  our  equipment,  and  others  manufactured  by  other  companies,  I 
would  sav  the  answer  is  no. 

Mr.  Hellerman.  The  previous  document  we  put  in  the  record  in- 
dicates concern  with  the  price  of  the  equipment.  I  have  another 
A.T.  &  T.  memo,  from  C.  J.  Nickelsen  to  Mr.  Schiavoni,  discussing 
the  Com-Key  and  the  pricing  of  it.  It  is  a  concern  that  they  are 
coming  out  $200  over  your  equipment.  It  has  an  interesting  line  in 
here.  "Experience  with  other  systems  which  have  been  artificially 
lowered  to  meet  initial  price  objectives  has  not  been  good." 
Have  you  seen  that  document? 
Mr.  Kelly.  No. 

[The  document  appears  as  exhibit  2.] 
Mr.  Hellerman.  It  is  about  half-way  down  the  page. 
Mr.  IvELLY.  Yes.  I  think  it  is  a  problem  for  them.  I  have  not  really 
read  this  document  before. 
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Mr.  Chumbris.  Mr.  Cliairman.  for  the  record,  as  you  indicated 
last  week,  whatever  exhibits  Mr.  Hellerraan  will  be  referring  to  will 
be  made  available  to  the  witnesses  who  will  be  coming  in  next  week 
and  toward  the  end  of  the  month  for  their  observations,  for  any 
'Comment  they  wish  to  make. 

!Mr.  HELLER^rAX.  ]\Ir.  Chairman,  most  of  these  documents  have 
been  provided  by  A.T.  &  T. 

Senator  Hart.  They  will  be  provided. 

^Ir.  Hellerman.  I  would  like  to  introduce  another  document  from 
Mr.  Xickelsen  to  ISIr.  Schiavoni  indicating  a  series  of  problems 
tind/or  suggestions  to  the  Com-Key  equipment,  and  another  mem© 
dated  October  24,  1973,  concerning  key  service  unit,  the  fact  that  a 
551-BQ  service  unit  for  Michigan  Bell  apparently  had  experienced 
a  severe  fire,  and  a  competitive  analysis  on  the  key  equipment  pro- 
vided by  A.T.  &  T.  indicating  that  of  the  total  competitive  key  cases 
in  1972^  the  Bell  System  losl  48  percent  of  them,  and  that  among 
the  most  specific  causes  of  the  loss  of  these  cases  to  A.T.  &  T.  were 
price,  features,  ownership,  maintenance,  and  availability. 

]Sfr.  Chumbris.  Mr.  Chairman,  may  I  make  another  suggestion? 
Mv.  Hellerman  has  given  us  about  45  different  exhibits.  Now  these 
are  not  included  in  those  exhibits  you  have  given.  We  would  like  to 
have  copies. 

iNIr.  Hellermax.  Yes.  We  will  provide  coi^ies. 

[For  the  documents  referred  to,  see  exhibits  2-12  at  the  end  of 
Mr.  Kelly's  oral  testimony.] 

]Mr.  Hellermax.  Would  you,  offliand,  know  the  price  of  your 
equipment  for  the  14-line,  19-station  system  ? 

]Mr.  Kellt,  I  could  not  give  it  to  you  off  the  top  of  my  head. 

]Mr.  Hellerman.  That  is  in  connection  with  a  document  dated 
March  22,  1973,  indicating  a  cost  for  a  12-A  system  of  A.T.  &  T.  of 
$5,000  installed. 

]Mr,  Chairman,  there  are  a  series  of  other  documents  I  would  like 
to  have  submitted  in  the  record.  To  save  time,  I  will  not  ask  that 
they  be  each  identified.  I  would  like  to  show  to  Mr.  Kelley  a  letter 
from  the  State  of  New  Jersey  Department  of  Public  Utilities,  dated 
November  9,  1973,  and  a  letter  from  Fassler  &  Oestreicher,  dated 
October  1,  1973,  and  ask  Mr.  Kelly  if  he  is  familiar  with  those 
documents? 

]Mr.  Kelly.  Yes,  I  have  seen  these  documents.  They  are  from  inter- 
<:'onnect  companies  in  New  Jersey  and  were  submitted  by  their 
attorney  for  review  of  the  New  Jersey  Bell  operating  tariff  require- 
ments which  was  denied. 

[See  exhibit  4  for  the  letters  referred  to  above.] 

Mr.  Hellermax.  I  would  like  to  read  one  sentence  from  the  letter 
from  the  public  service  commission : 

Further,  to  properly  evaluate  the  merits  of  your  contentions,  such  hearings 
■woulrl  be  practicable  only  upon  the  expressed  representation  that  your  clients 
would  submit  to  this  board's  jurisdiction. 

Is  it  your  understanding  that  the  Com-Key  equipment  is  only 
offered  in  competitive  situations  by  A.T.  &  T.  operating  companies? 

Mr.  ICelly.  There  are  a  lot  of  things  I  might  have  feelings  about 
or  anybody  might  have  feelings  about,  but  basically,  I  am  one  place 
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removed.  I  sell  telephone  equipment  to  operating  companies  and 
nonoperating  companies,  with  the  exception  of  Bell.  I  have  heard 
reports  to  that,  but  I  can't  say  one  way  or  the  other. 

Mr.  Hellerman.  I  would  like  to  introduce  into  the  record  a  mar- 
keting memorandum  from  Pacific  Telephone  dated  December  1973, 
concerning  Com-Key  718 : 

Our  sales  policy  is  to  minimize  product  churning.  It  would  be  that  this  equip- 
ment would  be  used  to  offset  competition. 

Senator  Hart.  It  will  be  received.  With  respect  to  the  unidentified 
documents  you  offered  for  the  record  I  would  ask  the  minority  and 
majority  staff  to  view  them. 

Mr.  Hellerman.  Fine. 

One  further  document  I  would  like  to  specifically  identify.  It  is 
a  New  Jersey  Bell  Telephone  document,  subject:  "Negotiation  Guide- 
lines, Concerning  Package  Rate  Introduction." 

The  first  paragraph,  the  first  sentence,  reads: 

On  the  effective  date,  customers  will  be  billed  the  new  "package  rates"  for 
key  telephone  service,  but  in  fact  may  not  have  all  the  features  which  are 
included  in  a  monthly  package  rate. 

Then  there  is  advice : 

Recommended  negotiation  procedure  :  Negotiators  should  not  initiate  discussion 
of  the  package  rates  nor  offer  to  add  missing  features.  Do  not  stimulate  changes. 

[For  the  document  referred  to,  see  exhibit  3  at  the  end  of  Mr. 
Kelly's  oral  testimony.] 

Mr.  Hellerman.  In  your  statement  you  talk  about  separations 
and  that  they  may  be  as  a  more  rational  method  of  doing  this.  I 
will  introduce  documents  into  the  record  indicating  there  are  people 
at  A.T.  &  T.  who  feel  the  same  way. 

In  view  of  the  time,  I  think  I  will  end  my  questions  here. 

Senator  Hart.  Those  will  also  be  received.  Have  the  minority 
counsel  view  them,  please. 

Mr.  Granfield  ? 

Mr.  Granfield.  Mr.  Kelly,  I  am  still  somewhat  confused.  Maybe 
that  is  because  I  don't  understand  tl\e  guts  of  the  issues  here.  Could 
you  trace  out  again  why  you  think  it  is  so  very  important  for 
A.T.  &  T.  to  divest  itself  of  Western  Electric  in  terms  of  the  viability 
of  your  telecommunications  industry? 

Mr.  Kelly.  I  went  through  with  you  about  five  or  six  reasons  why 
I  though  it  was  a  good  idea.  I  will  go  over  them  again  with  you. 

I  would  say  first  that  Western  Electric,  when  divested,  would  be 
a  company  with  $6.6  billion  in  sales  and  would  be  one  of  the  largest 
corporations  in  the  United  States;  and  that  it  could  offer  its  equip- 
ment, which  it  says  it  makes  at  significantly  less  cost  than  other 
manufacturers  in  the  United  States  or  otherwise,  to  other  telecom- 
munications sources  in  the  United  States,  thereby  assisting  the  con- 
sumer in  getting  their  products  at  a  lower  price.  That's  the  first 
reason. 

Second,  the  reason  would  be  that  when  separated  from  A.T.  &  T., 
Western  would  be  able  to  bring  in  and  go  into  new  areas  that  they 
are  now  excluded  from.  In  other  words,  into  new  product  areas, 
using  the  expertise  and  background  that  they  now  say  they  have 
available  in  the  wider  industry  that  they  would  be  able  to  compete 
in. 
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Mr.  Granfield.  For  example? 

Mr.  Kelly.  For  example,  equipment  for  CATV,  which  they  have. 
Lots  of  other  areas.  Rifrht  now  they  are  not  allowed  to  be  in  them, 
I  feel  it  would  be  fjood  if  they  have  all  of  this  less  costly  equipment 
to  get  it  out  to  the  American  public. 

I  also  believe  that  were  Western  on  its  own  and  independent  it 
would  be  able  to  make  significant  new  innovations  of  all  types,  not 
only  in  new  industries  but  in  the  present  type  equipment  that  has 
been  held  back,  I  believe,  by  the  telephone  operating  company  itself 
at  this  point  due  to  the  fact  that  I  don't  believe  they  are  as  inter- 
ested, let's  say,  in  new  innovative  products,  when  you  have  out,, 
as  an  operating  company  on  a  set  rental,  products  already  in  place. 

I  believe  they  would  innovate  and  bring  more  new  products  to 
the  American  public. 

The  next  reason  would  be  that  I  would  feel  that  an  independent 
Western  would  be  able  and  would,  as  almost  all  other  independent 
industrial  corporations,  compete  in  the  international  world  market  of 
telecommunications  which  is  very  substantial  and  could  add  im- 
mensely to  the  jobs,  to  the  income  of  the  United  States  as  a  nation, 
the  people,  personally. 

Next,  I  feel  it  would,  by  doing  this,  fulfill  some  moral  obligations 
that  we  have  to  the  world  also,  in  addition  to  economic. 

I  feel  that  these  would  be  the  main  points,  although  I  mentioned 
others,  such  as  I  think  the  new  competition  would  give  the  regulatory 
bodies  of  the  United  States,  no  matter  who  they  be.  Federal,  State, 
or  local,  better  handles  on  what  equipment  i-eally  costs,  since  it  would 
be  done  on  a  competitive  bidding  situation. 

Mr.  Graxfield.  Let's  pursue  this.  If  somehow  Western  Electric 
is  divested  from  A.T.  &  T.  and  becomes  a  more  efficient,  innovative 
firm,  isn't  this  going  to  hurt  your  firm? 

Mr.  Kelly.  Well,  I  mentioned,  yes,  that  it  has  a  substantial  chance 
to  hurt  my  firm.  I  believe,  however,  that  we  are  a  small  firm.  I 
think  innovation  is  one  of  our  keys  to  success.  If  Western  is  divested, 
I  still  feel  that  there  is  a  market  for  a  new,  innovative  product  that 
we  are  producing.  Yes,  we  would  get  much  stronger  competitor. 

Mr.  Granfield.  Why  are  you  so  magnanimous  in  wanting  a 
stronger  competitor? 

Mr.  Kelly.  I  am  not  magnanimous.  I  believe  the  logic  of  the  sit- 
uation will  come  to  the  position  anyhow.  If  you  are  familiar  with 
the  recent  I.T.  &  T.,  G.T.  &  E.  legal  development,  you  will  under- 
stand it  is  coming  to  the  position,  anyhow. 

"WTiat  I  am  saying  is  that  if  it  was  done  with  more  dispatch, 
from  a  legislative  viewpoint,  where  the  people  would  discuss  this, 
rather  than  wait  for  the  inevitable  through  the  courts,  it  would 
benefit  the  Nation  by  having  this  problem  discussed  and  having  it 
resolved.  I  feel  it  would  help  A.T.  &  T.  and  the  country  generally. 

Mr.  Granfield.  In  efi"ect,  you  state  one  of  the  reasons  you  have 
been  able  to  innovate  and  succeed  in  this  industry  is  because  you  are 
facing  a  lethargic  monopolist. 

Mr.  Kelly.  I  didn't  say  that. 

Mr.  Granfield.  You  indicated  in  the  beginning  you  saw  gaps  in 
this  market  and  you  thought  A.T.  &  T.  had  strong  technical  and 
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economic  reasons  for  so  doing.  I  thought  I  read  that  in  your  state- 
ment. 

Mr.  Kelly.  That's  right. 

Mr.  Granfield.  I  am  rather  curious  as  to  why  you  want  to  spin 
off  Western  Electric  and  in  essence,  as  you  yourself  admit,  at  least 
potentially  close  off  these  potentials  for  your  firm. 

Ml'.  Kelly.  If  it  was  spun  off,  as  you  say,  first  of  all,  it  would 
open  our  business,  our  products,  to  85  percent  of  the  business  that  we 
now  are  unable  to  offer  our  products  to.  That  isn't  a  bad  opener. 

Second,  I  believe  that — and  maybe  I  am  wrong — the  competitive 
environment  in  the  country  will  prove  whether  I  am  right  or  wrong. 
I  believe  that  we  will  survive  and  that  we  will— against  the  strong 
new  spun-off  Western  Electric — be  innovative  and  continue  to  bring 
on  new  products  and  new  ideas  that  will  be  marketable. 

I  believe  that  it  will  eventually  resolve  itself  in  the  way  these 
problems  should  resolve  themselves,  anyway :  In  the  marketplace. 

;Mr.  Granfieli:*.  If  I  read  you  correctly,  then,  what  you  really 
want,  what  you  would  hope  by  spinning  off  Western  Electric,  is  that 
A.T.  &  T.  would  then  be  buying  their  equipment  from  a  vvhole 
variety  of  potential  suppliers? 

INIr."  Kelly.  I  believe  they  would  be  buying  it  from  us  if  we  were 
offerin<r  the  best  products.  They  would  be  buying  from  Western,  or 
I.T.  &'T.,  or  G.T.  &  E.,  or  anybody  else,  also. 

Yes:  I  believe  that  they  would  be  more  inclined  to  do  so  as  an 
independent  entity.  I  believe,  though.  Western  would  do  very  well. 
]Mr.  Granfield.'  "\^niy  do  you  think  we  need  new  legislation  to  ac- 
complish this  goal? 

]\Ir.  Kelly.  As  I  stated,  I  gave  you  the  five  or  six  reasons  why  I 
felt  it  was  a  very  good  idea.  I  can  reiterate  them  again. 

Mr.  Granfield.  No.  You  indicated  why  you  think  it  is  a  good 
idea.  Why  not  let  the  courts  handle  this  problem  through  the  anti- 
trust statutes? 

Mr.  Kelly.  I  think  that  the  telecommimications  industry  is  a 
great  national  asset.  I  believe,  as  I  stated  in  my  testimony,  that 
drae-ging— as  vou  mentioned  I.T.  &  T.,  G.T.  &  E.— through  the  courts 
for  the  next  t  don't  know  how  many  years,  is  not  the  real  way  to 
look  at  the  problem. 

I  believe  the  representatives  of  the  Government  should  look  at 
the  problem  and  should  resolve  the  problem  legislatiA^ely  rather  than 
waiting  for  it  to  go  through  the  courts  and  get  a  judicial  decision 
and  opinion  on  it. 

Senator  Hart.  That  is  shared  by  others. 

I\Ir.  Kelly.  Whatever  way  they  resolve  it.  I  feel  that  it  should 

be  done  by  the  representatives  of  the  people  of  the  United  States. 

]\[r.  Granfield.  Is  it  possible  as  an  alternative  that  A.T.  &  T. 

rather  than  divest  itself  of  Western  Electric,  be  compelled  to  accept 

competitors'  bids  ? 

J^Ir.  Kelly.  That  is  the  other  alternative  I  offered  not  enthusi- 
astically, but  what  was  required  by  Congress  of  Consat,  which  was 
that  at 'least  on  equipment  that  they  were  purchasing,  they  would  go 
competitive  and  ask  for  bids  on  it. 

Mv.  Granfield.  Is  it  your  opinion  that  State  regidatory  agencies 
could  compel  A.T.  &  T.  to  do  this?  Could  they  do  it  without  passing 
a  Federal  law? 
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]Mr.  Kellt.  This  is  a  very  hard  thino;.  That  brings  up  a  whole 
question  which  I  didn't  cover  in  my  testimony.  I  felt  it  hadn't  been 
resolved  and  was  hard  for  legislative  action  to  be  taken. 

The  State  and  Federal  Government  have  a  board,  a  joint  board, 
which  in  my  opinion  should  soon  come  into  action  because  it  makes 
it  very  hard  for  a  State  regulatory  agency  to  say,  "OK,  now  A.T. 
&  T,  you  take  a  look  and  you  make  sure  you  place  all  jour  equip- 
ment competitively";  A.T.  &  T.  comes  back  and  says  they  are  not 
under  that.  That  part  is  under  the  FCC. 

I  think  it  is  a  very  hard  question  for  both  the  State  and  the 
FCC  to  decide  who  is  regulating  what. 

Again.  I  still  believe  that  the  marketplace  is  the  best  place  to 
regulate  it. 

Mr.  Graxfield.  Ultimately  what  you  really  want  is  for  A.T.  &  T. 
to  buy  their  equipment  competitively.  You  think  divesting  itself  of 
Western  Electric  is  the  quickest  means  to  achieve  that  end.  Is  that 
correct? 

]Mr.  Kellt.  Among  other  things. 

Mr.  Graxfield.  Your  goal  is  really  to  get  A.T.  &  T.  to  buy  their 
equipment  competitively,  which  does  not  necessarily  involve  the 
spinning  oif  of  Western  Electric?  There  are  other  Avays  this  could 
be  achieved? 

Mr.  Kelly.  I  gave  wiiat  I  thought  was  the  best  solution.  I  also 
gave  a  second  solution,  which  I  said  isn't  so  good,  but  it  is  still  a 
second  solution. 

]Mr.  Graxfield.  It  seems  to  me  your  second  solution  is  superior  to 
your  first,  if  your  goal  is,  in  fact,  to  get  A.T.  &  T.  to  buy  their 
equipment  competitively? 

]Mr.  Kellt.  That  is  one  goal.  I  mentioned  four  or  five  other  goals 
that  I  thought  not  only  would  get  A.T.  &  T.  buying  their  equip- 
ment competively,  which  could  be  done  by  either  of  those  two  goals, 
but  also  that  there  would  be  some  benefits  basically  for  the  countrv 
of  doing  it  in  the  first  manner  I  suggested;  however,  both  manners 
would  get  the  equipment  bought  competitively  and  would  do  a  lot 
for  the  industry. 

]\Ir.  Graxfield.  Are  you  prevented  from  going  into  these  inter- 
national markets  that  you  state  we  have  a  moral  commitment  to 
enter  ? 

Mr.  Kellt.  Am  I? 

Mv.  Graxfield.  Your  firm? 

]\rr.  Kellt.  Xo.  AVe  are  not  prevented;  neither  is  A.  T.  &  T. 

]Mr.  Graxfield.  Thank  you  very  much. 

Senator  Hart.  ]Mr.  Kelly,  thank  you  very  much. 

[The  following  was  received  for  the  record.  Testimony  resumes  on 
p.  3288.] 

MATERIAL  RELATING  TO  THE  TESTIMONY  OF  THOMAS  L.  KELLT,  JR. 

Exhibit  1. — Prepared  Statement  of  Mr.  KeUy 

Prepared  Statement  of  Thomas  L.  Kelly,  Jr.,  Presidejjt, 
TIE  Communications,  Inc. 

introduction  and  precis 
I  am  here  because  I  believe  that  our  country  faces  a  problem  as  serious  as 
either  the  energy  or  political  crisis.   We  face  a  commnnicalions  crisis  whose 
direct  consequences  affect  the  entire  economic  viability  of  our  nation. 
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Some  would  have  you  believe  that  the  differences  we  are  discussing  here  are 
nothing  but  an  intra-industry  squabble.  One  economic  faction  versus  another.  A 
question  of  technical  judgement.  Or  maybe  simply  selfishness.  It  is  none  of 
these.  In  both  the  narrowest  and  broadest  senses,  we  are  dealing  with  a  matter 
of  national  survival  .  .  .  with  far-reaching  economic,  political  and  social  impli- 
cations, including: 

Preservation  of  Free  Enterprise. — The  continued  viability  of  free  enter- 
prise as  a  national  way  of  life ; 

Corporate  AmMtion  Above  National  Interest. — The  possibility  of  an  insti- 
tution (or  even  a  single  individual)  acting  with  indifference  to  the  authority 
of  the  congress,  the  courts,  and,  ultimately,  the  public  itself ; 

Corporate  Goals  vs.  National  Growth. — The  possibility  that  a  single  cor- 
poration could,  w"_hout  restraint,  severely  limit  the  economic  progress  of  a 
nation  our  size,  by  restricting  one  of  the  most  basic  functions  of  business — 
communications ; 

An  End  to  U.S.  Economic  Leadership. — The  possibility  that  defiance  by 
a  single  busnesis  entity  could  significantly  and  detrimentally  affect  such 
major  indicators  as  the  country's  gross  national  product  and  balance  of 
payments ; 

Large-Scale  Economic  Blackmail. — The  potential  power  of  a  single  cor- 
porate structure  to  subject  major  groups  of  the  American  people  to  financial 
blackmail — actually  forcing  them  to  subsidize  the  status  quo  while  paying 
a  penalty  for  progress. 
Unfortunately,  these  aren't  the  projections  of  some  yet-to-come  1984.  These 
problems  are  here  today,  in  the  world  of  telecommunications.  And  unless  we 
act  to  correct  them  today,  we  may  tomorrow  find  ourselves  paying  some  costly 
national  dues. 

I  think  it  is  time  for  some  major  changes  in  telecommunications.  Changes 
designed  to  benefit  every  sector  of  our  economy,  including  the  shareholders  of 
the  company  that  ostensibly  has  the  most  to  lose. 

I  ask  you  to  consider  taking  a  number  of  steps — several  requiring  no  legis- 
lation at  all— to  streamline  the  industry  :  to  help  it  function  most  effectively  for 
all  concerned : 

AdiHse  and  Consent  to  Reaffirm  Free  Enterprise:  Recognizing  that  the 
principles  of  competition  that  made  this  country  great  are  no  less  valid  in 
telecommunications  than  any  other  industry.  Using  your  power  of  'Advise 
and  Consent'  to  question  nominees  to  the  Federal  Communications  Com- 
mission regarding  their  attitudes  towards  free  competition — and  rejecting 
those  who  do  not  explicitly  favor  strong,  aflirmative  action. 

Congressional  Independence  in  the  Public  Interest:  Rejecting  both  vocally 
and  with  your  vote,  the  overtures  of  individuals  sympathetic  to  AT&T's 
heavy   lobbying   for   anti-competitive   legislation    and   other    favors    which 
would  severely  restrict  competition. 
Is  it  not  unfortunate  that  we  now  find  ourselves  having  to  legislate  in  the  de- 
fense of  free  enterprise,  which  has  been  an  integral  part  of  our  way  of  life  since 
our  country's  inception? 

Antitrust  Surgery  to  Restore  Competition:  Using  the  precedent  of  the 
1935  Public  Holding  Act  to  divest  AT&T  of  its  wholly-owned  Western  Elec- 
tric manufacturing  facilities,  to  the  benefit  of  everyone,  including  AT&T 
shareholders,  customers,  the  public  at  large,  and  ultimately,  the  nation. 
While  these  may  sound  like  strong  remedies,  I  believe  they  are  consistent  with 
the  dimensions  of  the  problems  they  seek  to  correct.  Especially  when  we  consider 
the  alternatives. 

CREDENTIALS 

Chairman,  Senators,  Ladies  and  Gentlemen,  I  would  like  to  take  this  oppor- 
tunity to  thank  the  committee  for  granting  me  this  opportunity  to  express  my 
views  on  the  condition  of  competitive  services  in  the  communications  industry 
in  the  United  States.  My  name  is  Thomas  L.  Kelly,  Jr.,  and  I  am  President  of 
TIE/COMMUNICATIONS,  INC.  an  independent  manufacturer  of  telephone 
communications  equipment.  _  _  . 

The  following  is  a  brief  background  of  my  activities  in  the  communications 
field  After  graduating  in  1959  from  Lehigh  University,  I  went  directly  to  the 
United  States  Navy  Officers  Candidate  School  in  Newport,  Rhode  Island.  Upon 
completion  of  my  studies  at  OCS,  I  was  commissioned  an  Ensign  in  the  United 
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States  Navy  Reserve,  and  assigned  as  communications  officer  to  U.  S.  S.  Thomas 
J.  Gary,  DE  326,  operating  out  of  the  Newport,  R.  I.  Naval  Base.  During  the 
next  three  years,  from  January  1960  to  February  1963,  I  held  various  positions 
in  the  communications  and  electronics  field  on  Gary  including  Communications 
Officer,  Combat  Information  Officer,  Electronics  Material  Officer,  and  finally 
Operations  Department  Head.  Gary  was  a  specially-equipped  radar  picket  shijp 
which  operated  on  the  GUIK  barrier  with  sophisticated  electronic  communica- 
tions and  radar  equipment,  which  linked  it  directly  to  the  United  States  air 
defense  network  (NORAD).  The  ship  was  also  radar  raid  report  ship  during 
the  Cuban  Missile  crisis.  During  my  entire  tour  aboard  Gary,  I  attended  nu- 
merous advanced  communications  and  electronics  schools  run  under  Navv 
auspices,  providing  me  the  opportunity  to  broaden  my  knowledge  of  sophisticated 
communications  and  detection  systems,  and  as  a  result,  enhance  our  ship's 
ability  to  accomplish  its  mission,  which  was  not  only  detection,  but  timely 
reporting  by  radio,  telegraph  and  teletype  throughout  the  Atlantic  Ocean  oper- 
ating area. 

Upon  leaving  the  Navy,  after  the  Cuban  Missile  Crisis  in  1970,  I  returned  to 
civilian  life  and  was  employed  by  the  New  York  Telephone  Company  in  1963  as 
a  Sales  Representative  for  communication  products.  During  the  next  three-and- 
one-half  years,  I  held  a  variety  of  responsible  positions  in  the  New  York  Tele- 
phone Company,  culminating  in  the  responsibilities  of  Executive  Account  Repre- 
sentative of  major  firms  with  multi-city  operations  (e.g..  Government  Employees 
Insurance  Company,  etc.).  During  my  career  at  New  York  Telephone,  I  at- 
tended numerous  schools  on  Communications  equipment  and  procedures  which 
gave  me  a  broad  background  in  the  general  needs  of  business  users,  and  the 
offerings  Bell  Systems  made  available  to  meet  these  needs. 

During  my  three  years  of  employment  with  New  York  Telephone,  I  became 
firmly  convinced  that  it  would  be  extremely  useful  for  business  customers  to 
olttain  exi)ert,  independent,  non-prejudiced  advice  on  their  communications 
needs.  Therefore,  I  left  New  York  Telephone  and  became  President  of  a  private 
telecommunications  consulting  firm,  Professional  Telephone  Consultants,  Inc., 
in  New  York  City.  During  the  next  five  years.  1965  through  1970,  I  consulted 
with  such  major  institutional  and  business  clients  as  the  Rockefeller  Institute, 
Hartz  Mountain  Products,  Herman  I.  Siegal  (HIS),  E.  F.  Hutton,  and  many 
other  prestigious  national  organizations.  My  activities  in  this  capacity  consisted 
of  revising  in-place  communications  systems  as  well  as  planning  and  in  many 
cases,  actually  designing,  new  installations  for  these  organizations'  national 
headquarters,  plus  many  branch  plants  and  offices.  Although  at  this  time  we 
could  only  recommend  service  and  systems  offered  by  the  operating  telephone 
telephone  companies  and  AT&T,  our  clients  implemented  recommendations 
which  saved  them  many  thousands  of  dollars  yearly,  while  improving  their 
communications  efficiency.  Our  firm's  largest  problem  was  the  lack  of  flexible, 
innovative  systems  and  services  in  the  areas  of  voice  and  data  transmissions, 
specifically  in  terminal  equipment. 

In  19GS,  the  FCC  made  its  historic  Carterfone  Decision  which  declared  that 
the  operating  telephone  companies  could  not  refuse  to  allow  the  connection  of 
non-teli>ehone-company  equipment  to  the  national  telephone  networks.  In  the 
ensuing  six  years,  this  decision  has  lead  to  the  development  of  major  innovations 
in  terminal  equipment.  In  1969,  while  at  Professional  Telephone  Consultants, 
I  undertook  an  additional  consultancy  working  for  Allen  &  Company,  an 
investment  house,  and  was  asked  to  assist  a  small  communications  importing 
firm  in  which  they  had  invested  to  market  their  PABX  telephone  equipment. 

After  completing  my  work  with  Allen,  I  became  interested  in  and  studied  the 
new  market  for  innovative  communications  equipment  in  the  United  States. 
These  studies  rapidly  convinced  me  tliat  the  needs  of  small-to-medium-size  busi- 
ness firms  were  being  largely  overlooked  by  all  current  manufacturers  of  tele- 
phone equipment.  As  a  result,  after  hiring  a  team  of  communications  design 
engineers,  I  founded  TIE/COMMUNICATIONS  in  order  to  create  and  offer  new, 
innovative  products  to  the  business  user.  Since  1971,  I  have  been  employed  as 
Preesident  of  TIE/COMMUNICATIONS  INC.,  an  independent,  non-affiliated 
telephone  manufacturer. 

CORPORATE    PROFILE    OF    TIE/COMMUNICATIONS,     INC. 

TIE/COMMUNICATIONS,  INC.  was  founded  in  1971.  Its  concept:  to  make 
innovative,  sophisticated  communications  systems  available  to  husinesses  of  aU 
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sizes.  Prior  experience  indicated  the  presence  of  a  large  market  for  small-to- 
medium  sized  business  communications  systems  offering  greater  speed  and  flexi- 
bility than  equipment  currently  available  to  telephone  subscribers.  While  con- 
siderable effort  and  emphasis  had  been  given  by  the  utilities  and  other  companies 
to  developing  and  installing  more  flexible  systems  for  larger  businesses  (e.g., 
Centrex,  PABX,  etc.),  and  telephone  central  offices  (e.g.,  ESS),  little  of  the  avail- 
able technology  had  filtered  down  to  smaller  businesses  wdth  more  modest  needs. 
These  "second  class  citizens"  were,  for  the  most  part,  utilizing  so-called  "key"' 
systems  whose  basic  principles  of  operation  were  developed  in  the  late  lOyn's 
.  .  .  and  had  not  changed  appreciably  since.  Spurred  by  the  growing  "interconnect" 
industry  (more  details  later),  as  well  as  the  interest  of  a  number  of  indcijendctit 
telephone  operating  companies,  TIE  sales  grew  rapidly — 

Tie  sales    {approximate) 

1971   $490,  000 

1972  4,  000.  000 

1973  16,  000,  000 

KEASOXS    FOR    GROWTH 

The  philosophy  of  innovation,  a  guiding  principle  since  inception,  was  and 
remains  the  cornerstone  of  TIE/COMMUNICATIONS's  growth.  From  the  very 
first  system  offered  by  the  company,  we  offered  features  that  were  unavailable 
in  equipment  manufactured  by  the  telephone  'establishment" — i.e..  Western  Elec- 
tric, which  serves  the  Bell  System,  as  well  as  ITT,  Stromberg-Carlson,  Auto- 
matic Electric  and  other  firms  serving  independent  telephone  operating  com- 
panies (which  I'll  call  'Independents',  hereafter). 

For  example,  our  first  system,  the  1030,  offered  greater  line  capacity  than 
comparable  sets,  a  larger  number  of  intercom  paths,  automatic  privacy,  auto- 
matic pushbutton  restoration,  voice  call  announcing  and  intercom  through 
speakers  in  each  set,  multi-line  conferencing,  music  on  hold,  zone  paging  and 
many  other  "firsts'  either  totally  unavailable  or  available  only  as  high-options 
on  competitive  sets.  As  a  result,  a  number  of  independent  telephone  companies, 
such  as  GT  &  E  in  Penn.sylvania.  ordered  trial  systems  for  field  evaluation. 
(Interestingly  enough,  the  system  GT  &  E  installed  has  not  had  a  single  main- 
tenance or  repair  call  since  its  installation  in  1971 — a  remarkable  and  en- 
viable record!).  In  the  intei'connect  field,  sales  began  and  grew  quickly,  as 
more  and  more  businessmen  opted  for  the  greater  capabilities  of  TIE  systems. 
Today,  TIE/COMMUXICATIONS  key  systems  are  generally  acknowledged 
as  the  most  advanced  in  the  world.  Since  its  inception,  TIE  has  pioneered 
more  than  a  dozen  new  features,  such  as  hands-free  call-announcing,  intercom 
and  answer-back ;  direct  station  selection,  multiple  busy-line  fields ;  universal 
night  answering,  and  many  more. 

RELATIONS  AVITH  INDEPENDENT  TELEPHONE  OPERATING  COMPANIES 

As  indicated  above.  Independents  were  among  the  first  customers  for  TIE 
systems.  However,  becau.se  of  their  large  capital  outlays  and  mandate  for  pul>- 
lic  sendee,  Independents  are  justifiably  conservative  in  making  large-scale 
purchases  of  new  systems.  However,  because  of  TIE  products'  superior  track 
record  in  reliahility  and  maintainability,  we  received  a  number  of  significant 
orders  from  this  marketplace.  And  we  understand  a  number  of  additional 
orders  will  shortly  be  forthcoming,  for  on  both  our  earlier  and  more  recent 
systems.  As  the  attached  correspondence  (1)  indicates.  Independents  tend  to 
ask  hard  questions  .  .  .  but  they  also  give  credit  where  credit  is  due. 

REL,\TIONS   WITH   THE  BELL   SYSTEM 

Curiously  enoiigh.  TIE's  relations  with  the  Bell-System  Operating  Companies 
have  not  been  so  straightforward.  Wishing  also  to  penetrate  this  market,  we 
have  sent  a  number  of  trial  systems  to  various  Bell  organizations,  as  the 
attached  correspondence  (2)  indicates.  In  contrast  to  the  reception  given  TIE 
products  by  Independents,  comments  from  Bell  were  lukewarm,  at  best.  <■">) 
In  most  ca.ses.  products  were  given  fleeting  appraisals ;  then  not  even  installed 
for  technical  field  trials. 
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One  could  legitimately  conclude  that  Bell  had  found  some  flaws  or  defects 
in  TIE  products,  except  for  one  major  contradiction.  The  attached  report, 
popularly  called  the  "Fenton  Report,"  (17)  was  issued  by  Bell  Laboratories 
in  1972,  and  promptly  became  industry  knowledge.  The  gist  of  the  report  is 
this:  the  TIE  1()3U  [also  designated  Nitsuko  or  Nitzuko  (sic)]  was  evaluated 
and  compared  to  a  then-forthcoming  Western  Electric  key-system  product, 
which  was  later  introduced  as  the  COM  KEY  718.  Bell  Laboratories'  evaluation 
indicates  that  our  product  is  superior  in  price,  features  and  overall  perform- 
ance, and  recommends  modification  of  tlie  proposed  Western  P^lectric  product 
along  similar  lines.  Contrast  this  to  the  New  York  Telephone  (Bell)  state- 
ment (3)  that  claims  TIE's  system  offers  no  significant  advantages.  In  light 
of  the  fact  that  Bell  Operating  Companies'  stated  policy  is  to  buy  the  best 
equipment  at  the  best  price,  this  is,  at  the  very  least,  curious. 

bell's  com  key  debacle 

Early  this  year.  Bell  began  a  national  introduction  of  the  COM  KEY  71S, 
which  bears  a  surprising  resemblance  to  the  Fenton  Report's  recommendations 
for  competition  with  the  TIE  1030  system.  However,  in  the  meantime,  TIE 
had  offered  a  more  advance,  less-expensive  system  called  ECOX-O-KEY"", 
which  added  a  number  of  new  features.  Thus,  with  an  added  cost  of  years 
of  development  time  and  considerable  effort,  the  Bell  Labs/Western  Electric/ 
Bell  Operating  Company  combination  succeeded  in  developing  and  manufactur- 
ing a  product  which  was  obsolescent  as  it  was  being  trial-maked  from  a  cost. 
as  well  as  a  performance  standpoint,  as  our  comparisons  (4)  show.  Yet  Bell 
continues  to  evaluate,  but  never  buy,  unlike  their  more  independent  'relatives.' 

BEYOND  COM-KEY:   ANOTHER  DEBACLE  IN  THE  MAKING? 

The  contrast  is  even  more  absurd  when  we  consider  the  'competition' 
between  AT&T  and  ourselves  on  more  sophisticated  communications  sys- 
tems. Our  TIE-PHONE®  system,  for  example,  is  considered  the  most  ad- 
vanced of  its  type  in  the  world.  Introduced  two  years  ago.  it  has  been  in- 
stalled by  such  reputable  independent  operating  companies  as  Central  Telephone 
&  Utilities  Corporation,  Mid-Continent  Telei)hone  Corporation  and  General 
Telephone  &  Telegraph  Corporation.  Installation,  testing  and  evaluation  by 
these  firms  have  given  the  TIE-PHONE  systems  higli  marks  in  all  meaningful 
criteria,  from  system  design  through  installation  and  operation.  Bell,  on  the 
other  hand,  has  no  system  to  match  the  TIE-PHONE  in  features  or  versatiliry. 
Yet  despite  this,  and  despite  the  praise  independent  telephone  companies  have 
given  this  product.  Bell  continues  to  disregard  its  existence.  After  numerous 
presentations  and  proposals;  after  sending  a  number  of  systems  for  test  and 
evaluation.  Bell  Operating  companies  have  yet  to  install  and  test  their  first 
TIE-PHONE  system.  Considering  the  fact  that  AT  &  T's  recently-introduced 
COM  KEY  system  is  more  than  a  generation  hchind  our  ECON-O-KEY® 
system,  which,  in  turn,  is  less  sophisticated  than  TIE-PHONE,  it  seems  Bell 
has  something  in  mind   other  than  progress. 

RELATIONS   W'lTH   THE   INTERCONNECT  INDUSTRY 

As  you  no  doubt  know,  in  1968,  the  Federal  Communications  Commission's 
landmark  "Carterfone"  decision  paved  the  way  for  a  whole  new  industry. 
Called  "interconnect"  it  permitted  the  telephone  user  to  own.  rent  or  lease  any 
equipment  he  desired  from  sources  other  than  the  telephone  company.  By 
1073,  some  286.000  lines  of  commuaiications  services  had  interconnected  across 
the  country,  with  an  even  greater  increase  projected  for  1974.  Though  FCC 
rules  permit  the  telephone  company  renting  the  lines  to  attach  an  "intercon- 
necting device"  between  telephone  system  and  telephone  company  trunks  (for 
protctive  purpo.ses).  and  the  telephone  com]iany  often  charges  high  rental 
fees  for  these  devices  (more  about  that,  later),  some  firms  nevertheless  project 
savings  as  high  as  $100,000  (5)  over  10  years  on  bills  for  equipment  rental 
alone. 

In  this  diflScult  climate,  the  interconnect  industry  has  prospered,  by  dint  of 
hard  work.  And  by  offering  the  business  customer  more  features  and  i)erform- 
ance  fur  his  hard-earned  dollar.  Since  TIE  equipment  has  always  been  in  the 
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fore-front  in  terms  of  features  and  performance,  the  intejconnect  market  has 
•so  far  been  the  most  active  for  us.  This  is  because  all  interconnect  customers 
have  the  economic  freedom  to  choose  the  supplier  whose  products  and  services 
best  fit  their  needs    (6) — unlike  Bell  System  customers,  who  lack  this  option. 

tie's  manufacturing:  an  indicator  of  industry  problems 

In  discussing  TIE's  background,  a  word  or  two  is  in  order  regarding  how 
our  products  are  designed,  manufactured  and  supported.  One  indication  of  the 
vitality  of  an  industry  is  the  ready  availability  of  manufacturing  facilities 
and  competent  production  personnel.  While  all  TIE  products  are  designed  and 
engineered  in  the  United  States,  it  was  originally  impossible  to  manufacture 
these  products  in  this  country,  due  to  lack  of  facilities  and  trained  manpower. 
As  a  result,  TIE's  U.S.-engineered  product  was  manufactured  on  a  contract-labor 
basis  by  Nitsuko,  Ltd.  of  Japan.  Long-respected  in  the  telephone  industry  as  a 
major  manufacturer,  Nitsuko  helped  us  produce  a  product  incorporating  high 
quality  of  workmanship  and  consistent  quality  control,  at  a  reasonable  price. 
Since  "that  time,  TIE  has  worked  diligently  to  produce  more  and  more  of  its 
products  (and/or  components)  in  the  U.S.  Where  in  1971,  100%  of  TIE's  prod- 
ucts were  made  in  Japan,  this  percentage  dropped  to  00%  in  1072;  65%  in 
1073  and  is  slated  to  decrease  to  58%  by  year-end.  Our  goal,  by  1070,  is  to  have 
all  production  done  in  the  United  States.  We  are  also  beginning  to  market 
our  innovative  products  in  the  international  markets,  such  as  Canada,  South 
America,  and  Europe.  The  result  will  be  increasing  numbers  of  domestic  jobs 
in  the  manufacture  of  telephone-industry  products. 

U.S.  Telecommunications  :  Environment  and  Problems 

an  introduction  to  the  conflict 

To  understand  the  magnitude  of  the  problem  we  face,  it  is  helpful  to  ex- 
plore the  numbers  and  relationships  we  are  dealing  with.  We  are  talking 
about  an  industrv  whose  gross  operating  revenues  in  1972  were  some  $25 
billion  dollars  (7)".  An  industry  that  spent  approximately  $10.6  billion  dollars 
last  year  on  construction  alone.  A  field  employing  well  over  a  million  peo])Ie  in 
activities  ranging  from  design  and  manufacture  through  installation,  opera- 
tion, service  and  a  myriad  of  other  activities. 

Of  the  approximately  132  million  telephones  in  service  in  1072.  almost  109 
milMon  were  AT  &  T's,"  which  is  estimated  to  control  85%  of  the  U.S.  telephone 
business  AT  &  T.'s  plea  is  "we're  hurting."  while  its  1973  net  earnings 
increased  to  a  record  $2.99  billion.  (<S)  or  $5.06  a  share,  up  18.2%  from  the 
previous  high  of  $2.53  billion,  reported  just  a  year  before. 

Despite  this,  AT  &  T,  in  the  person  of  its  Chairman  of  the  Board.  John  D. 
deButts,  is  concerned.  Concerned  about  "the  degree  to  which  competition  should 
obtain  in  a  field  that  has  been  brought  to  its  current  state  of  development 
through  the  application  of  .  .  .  the  common  carrier  principle  .  .  .  that  the 
doctrine  of  competition  for  competition's  sake  puts  in  jeopardy  and  could  in 
time  destroy"  (9).  For  this  reason,  he  asks  "for  a  moratorium  on  further 
experiments'  in  economics — a  moratorium  sufficient  to  permit  a  systematic 
evaluation— not  merelv  of  the  questions  of  whether  competition  might  be 
feasible  in  this  or  that  segment  of  telecommunications,  but  of  the  more  basic 
question  of  the  long-term  impact  of  its  further  extension  (sic)  on  the  public 
at  large,  the  adequacy,  dependability  and  availability  of  its  service  and  the 
price  it  will  have  to  pay  for  it."  C9)  ,.,     .        ^        ,       ...t,.       .-, 

It    is    my    contention— and    incidentally    one    which    is    shared    withm    the 
telephone   operating   industry   itself,   as   I   will    later   show— that   INIr.    deButts 
is  at  the  very  least,  operating  with  hidden  intentions.  In  contrast  to  his  state- 
ments. I  believe:  .    ,.     ,.         „  ,.„ 
Compelling  facts  presently  exist  which  provide  a  clear  indication  ot  tne 
impact  of  competition  on  the  industry :  ^  i 
The  moratorium's  real  purpose  is  to  exhaust  the  resources  of  any  real 
"competition" :  and                                                       .                        <     .  ,          ^  n. 
The  moratorium  will  give  AT  &  T  enough   time  to  play    catch-up  ball 
and  build  up  its  armaments  to  demolish  any  competition  which  may  sur- 
vive. 
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Why  does  Mr.  deButts  feel  we  need  the  moratorium?  While  his  speech   (9) 
enclosed,  details  the  reasons,  they  may  be  briefly  stated  as: 

'Harm'  to  the  U.S.  National  Telephone  Network,  which  AT  &  T  over- 
sees. Harm  due  to  everything  from  incompatible  design  and  added  tech- 
nical complexities  to  shoddy  workmanship,  poor  installation  and  poorer 
service. 

'Harm'   to  the  Consumer,  which  is  supposed  to  happen  in  a  number  of 
ways.  First,  if  the  national  network  is  harmed,  so  is  everyone  who  uses 
it_!-through  degraded  performance.  And  second,  because  competitive  equip- 
ment sources  will  deprive  AT  &  T  of  what  it  claims  is  a  major  source 
of   highly    profitable   revenues — i.e.,    that    businesses   which    constitute  the 
major  customers  of  alternate    (non-AT  &  T)    sources  of  supply,  actually 
finance  residential  services,  since  customers  for  the  latter  actually  pay  less. 
Halt  to  Progress,  because  if  revenues  are  lost  to  competition,  AT  &  T 
and   its   subsidiaries.    Western   Electric   and   Bell   Laboratories,    will   have 
less  of  an  incentive  to   innovate.  And   that  to  date,   they  are  responsible 
for  the  procurement  amount  of  innovation  in  the  telecommunications  field. 
Another  relevant  problem  is  that,  as  products  from  other  suppliers  are  in- 
troduced into  the  market,  more  time  will  need  to  be  spent  on  compatibility  and 
problem-solving  than  on  creating  better  products.  As  objectives  as  these  views 
may  seem,  they  simply  do  not  jibe  with  the  facts. 

THE  OTHER  SIDE  OF  THE  TRUTH 

Contrasting  with  Mr.  deButts'  claims  of  'harm'  are  the  realities  of  life  in 
the  interconnect  and  independent  telephone  operating  companies'  sectors  of 
telecommunications.  When  the  facts  are  examined,  they  suggest  that  AT  &  T's 
claims  are  self-serving,  rather  than  self-evident. 

NON-BELL  equipment:   HARM  OR  HELP? 

It  is  .said  that  nothing  is  more  powerful  than  word-of-mouth  advertising. 
Surely,  if  'non-establishment'  sources  of  telephone  equipment  had  produced 
any  kind  of  major  problems,  the  producers  of  such  equipment  would  already 
have  been  driven  out  of  business  by  a  groundswell  of  public  complaints — and 
large  numbers  of  lost  customers — as  a  result.  Yet  exactly  the  opposite  seems 
to  be  the  case  : 

In  the  in.tcrconneet  field  nothing  could  be  further  from  the  truth.  In  1973 — 
the  fifth  year  since  the  FCC  Carterfone  Decision  which  created  the  intercon- 
nect industry — sales  were  some  $150  million.  With  a  projection  of  $340  million 
for  1975,  according  to  a  source  quoted  in  the  Wall  Street  Journal  (5).  Since 
this  forecast,  several  sources  have  pegged  this  figure  considerably  higher. 
Which  is  especially  surprising  when  you  consider  this :  in  many  areas,  because 
of  the  rates  AT&T  is  permitted  to  charge,  the  monthly  per-line  rental  of  the 
required  interconnect  device  (more  about  that  later)  is  equal  to  the  base  charge 
levied  for  the  individual  line  itself,  so  that  a  customer  pays  double  charges 
for  using  non-Bell  equipment — before  the  purcha.se  or  lease  price  of  the  user's 
non-Bell  system  is  taken  into  account  (!!!)  Therefore,  from  sheer  economics, 
any  business  employing  interconnect  equipment  instead  of  Bell's  must  have 
some  very  solid  reasons. 

Basically,  these  reasons  are  threefold  : 

First  is  price.  In  most  interconnect  installations,  the  total  monthly  charge, 
including  Bell  fees  for  lines  and  interconnect  device,  plus  purchase  or  lease 
price  (including  financing,  which  is  usually  employed)  is  equal  to  or  less  than 
a  comparable  Bell  monthly  equipment  usage  fee.  So  despite  the  fact  that  Bell 
asks  a  royalty  for  each  non-Bell  sy?;tem  used  (in  the  form  of  paying  for  an 
interconnect  device),  many  businesses  continue  to  prefer  interconnect  because 
no   significant   price  difference   results — except  in   interconnect's   favor. 

The  second  reason — and  to  many  businessmen,  tlie  most  important  one — is 
features,  and  the  performance  new  innovative  equipment  produces.  Because 
non-Bell  systems  offer  features  which  improve  business  efiiciency  by  orders  of 
magnitude,  they  generally  produce  significantly  higher  productivity-per-em- 
ployee.  Up  to  half  an  hour  or  more  of  added  'working'  time  per  day  can  go  a 
long  way  towards  improving  a  company's  profit-and-loss  statement.  Because 
these  systems  speed  workflow ;  eliminate  multii^le  internal  calls,  and  provide 
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greater  rapport  with  customers,  these  customers  respond  to  improved  service  by 
generating  increased  sales. 

The  third  reason  is  service.  While  Bell's  service  is  excellent  in  many  areas, 
many  customers  are  nevertheless  plagued  with  phone  systems  which  have 
significant  amounts  of  down-time,  persistent  'bugs'  and  other  ailments. 

Contrast  this  with  the  norm  among  interconnect  companies.  Most  inter- 
connect contracts  have  performance  clauses  with  penalties,  so  interconnect 
companies  have  good,  sound  financial  reasons  for  rapid  service  and  top-flight 
maintenance.  Beside  the  letter  of  the  law,  there  are  practical  realities:  rhe 
holder  of  a  lease  is  not  likely  to  make  payments  when  his  communications  sys- 
tem is  out  of  order.  Whereas  Bell  and  the  businessman  can  battle  it  out  on 
the  basis  of  whether  or  not  the  subscriber  will  be  disconnected,  interconnecfs 
ultimate  weapon  has  considerably  less  'teeth.'  And  unlike  Bell,  interconnect 
companies  must  maintain  a  good  reputation  to  get  new  business. 

But  interconnect  is  not  the  only  area  where  non-Bell  equipment  conspicuously 
shines.  Consider  the  independent  telephone  operating  companies  via  a  pertinent 
example.  ^ 

With  more  than  542.500  stations  in  1973,  Rochester  Telephone  Corporation, 
one  of  the  independents  doing  business  witli  us,  ranks  sixth  among  independent 
operating  companies  in  the  nation— and  fifth  in  terms  of  operating  revenues, 
with  an  estimated  $96,000,000  in  1973.  When  one  considers  that  the  first  five 
are  multi-city  operations,  Rochester  Telephone's  status  becomes  even  more 
significant.  ,    ,  ,     ^, 

But  Rochester  Telephone's  operations  are  even  more  remarkable  than  these 
figures  indicate.  Because  it  is  a  tigbtly-run  ship  that  provides  excellent  service 
to  its   subscribers  with  substantially   smaller  dollar  investments.  Moreover,  it 
has  enjoyed  an  enviable  record  of  success,  despite  the  fact  that  it  has  one  of 
the  most  liberal  policies  towards  interconnection  of  any  utility  in  the  nation. 
Perhaps  the  key  lies  in  the  type  of  thinking  evidenced  by  a  recent  statement 
(7)    of  Mr.   J.   H.  Cline,  Rochester's  Vice  President  of  Engineering  and  Con- 
struction :  ,  J  ^    ,  -.    X 
Cardinal  Newman  once  wrote  that  'to  live  is  to  change,  and  to  be  perfect 
is   to   change   often.'   We   can   never   have   the   temerity   to   claim   we   offer 
perfect  telephone  service,  but  we  can  always  try.  That  should  remain  our 
objective,  and   to  achieve  it,   we  cannot  simply   survive  change,   we  must 
anticipate  and  sliape  it." 
In  acting  out  this  philosophy.  Rochester  Telephone  has  shown  an  openness 
towards   considering  and   evaluating  terminal   equipment  from   smaller  manu- 
facturers,   such    as    ourselves.    And   the    results   seem   destined    to   change    the 
balance  of  power  in  the  terminal  equii)ment  business. 

When  it  comes  to  the  interconnect  industry,  Rochester  Telephone  seems  to 
offer  an  open  door.  Requiring  only  a  simple,  inexpensive  Network  Protective 
Device  (NPD)  costins  the  user  a  ono-time  $50.00  installation  charge,  instead 
of  elaborate,  costlv  and  failure-prone  mstomer  interface  devices  demanded  by 
t)ie  Bell  Svstem  (instal'ation  cost  $25.00;  rental  $0..5O  per  month)  Rochester 
has  cooperated  with  interconnect  installers.  This  has  made  things  far  easier 
on  the  consumers  who  choose  to  ojit  for  them.  But  because  it  offers  so  many 
innovative  tvpes  of  equiimient.  Rochester  Telephone  has  lost  little,  if  any 
business  to  this  sector  (onlv  0.347^  to  date,  according  to  a  New  York  State 
Pul)lic  Service  Commission  Report  dated  .Tune  3,  1974  (15).  Most  importantly, 
that  Rochester  Telephone  T)ermits  the  use  of  an  NPD  alone  indicates  the  com- 
panv's  faith  in  the  viability  of  interconnect  equipment  connected  to  it.  And 
we  strongly  suspect  it  is  because  of  the  utility's  exposure  to  the  products  of 
responsible  independent  manufacturers,  and  their  opinion  regarding  the  re- 
liability of  these  manufacturers'  products. 

Talking  a  bit  closer  to  home,  I  can  say  from  personal  experience  that 
critical  independent  telephone  company  plant  and  operations  engineers,  after 
scrutinizing  the  performance  of  our  products  in  the  field,  have  been  most 
generons  with  their  praise.  For  the  speed  and  ease  with  which  our  svstems 
install.  And  tlie  reliability  with  which  they  continue  to  operate.  Counled  with 
the  faet  that  our  equipment  offers  more  features,  with  ea.sier  installation,  than 
competitive  Western  Electric  and  Western-Electric-type  systems,  it  is  easy  to 
see  why  AT  &  T  is  not  too  hanpy  to  have  us  as  competitors. 

These  factors  considered,  AT  &  T's  claim— and  Mr.  deButts'— that  inde- 
pendent manufacturers  like  ourselves  are  causing  harm  to  the  network,  seem 
a  bit  far-fetched. 
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KON-BELL  equipment:   HARM  TO  THE  CONSUMER? 

If  the  last  argument  was  a  bit  confusing,  tliis  one  will  be  even  more  so. 
For  in  claiming  tliat  independent  manufacturers  like  ourselves  harm  the  con- 
>sumer,  Mr.  deButts  flies  blindly  in  the  face  of  logic  .  .  .  and  an  Act  of  Con- 
gress, 1  might  add. 

First,  if  there  is  no  harm  to  the  network,  the  argument  at  hand  becomes  an 
economic  one.  Innovations  by  companies  otlier  than  AT  &  T  Mr.  deButts 
argues,  will  cost  the  consumer  more.  Let's  see  why  he  thinks  so. 

One  argument  is  that  the  increased  competition  provided  by  companies  like 
ours  makes  it  more  expensive — and  less  profitable — for  AT  &  T  to  innovate. 
The  truth  is  almost  too  ridiculous  for  words.  In  a  sense,  Mr.  deButts  is  abso- 
lutely right.  Now  it  does  cost  more  for  AT  &  T  to  innovate.  Simply  because,  tqx 
the  firsttime  in  years,  AT  &  T  must  begin  to  innovate.  As  a  company  with  a 
large  investment  in  capital  plant,  Bell  finds  it  unprofitable  to  replace  outmoded 
plant  equipment  before  it  reaches  the  end  of  its  long,  long  working  life.  Think 
of  how  long  it's  been  since  your  home  phone  was  replaced,  if  ever,  and  you 
see  what  I  mean. 

But  if  there  is  no  competition,  there  is  little  pressure  to  innovate.  Consider 
the  key  telephone  system,  more  popularly  symbolized  to  most  as  the  six-button 
telephone  that's  used  in  the  85%  of  all  small  businesses  in  the  United  States. 
First  introduced  in  1938,  its  essential  operation  and  capabilities  had  remained 
unchanged  until  Bell  first  offered  the  COM  KEY  full-featured  key  telephone 
sy.stemluvt  last  year.  The  technology  for  such  a  system  was  available  years  ago — 
as  was' the  basic  design  (in  one  of  our  earlier  systems).  But  the  competition 
from  independent  manufacturers  such  as  us  hadn't  become  heavy  until  just 
recently.  Ergo,  no  alternative,  'til  now.  (And  interestingly  enough — we  have 
heard  rumors  of  Bell  internal  documents  instructing  field  representatives  not 
to  offer  the  COM  KEY  except  to  counter  an  interconnect  firm's  bid — so  that 
the  revenues  Bell  receives  on  its  long-ago-amortized  key  systems  can  continue 
unabated. ) 

More  ])roof  was  furnished  the  world  by  AT  &  T  in  1970  ...  in  the  form  of  a 
significant  AT  &  T  effort  called  the  Denver  Project.  In  1970,  AT  &  T  formed 
a  task  force  consisting  of  AT  &  T,  Western  Electric  and  Operating  Company 
people.  Its  purpose:  to  develop  and  rush  to  market  PABX  systems  that  could 
compete  with  the  independently  manufactured  offerings  which  were  turning 
customers'  heads.  The  result :  a  crash  program  that  helped  Western  cut  its 
usual  G-year  major-product  lead-time  in  half.  To  help  things  get  rolling 
faster.  Bell  also  began  experimenting  with  alternate  means  of  customer  pay- 
ment, such  as  declining-scale  and  lease/purchase-type  agreements.  These  types 
of  financing,  which  had  been  pioneered  by  the  interconnect  industry,  gave 
Bell  a  better  chance  to  compete  with  the  aggressive  interconnect  marketers. 
And  represented  a  major  break  in  the  consumer's  favor  from  past  Bell  tradi- 
tions. 

But  independent  equipment  suppliers  like  us  are  harming  the  market,  says 
Mr.  deButts.  Perhaps,  then,  the  harm  is  in  another  area. 

Let  us  consider  hai-dship  caused  the  Bell-System  revenues.  Certainly,  that 
is  where  harm  would  be  felt.  In  the  years  since  tlie  Carterfone  decision,  Bell's 
declared  dividend  has  never  once  dropped — it  has  grown !  And  the  most  recent 
dividend  (as  well  as  total  company  profit)  is  an  all-time  record!  If  someone 
is  hurting,  it  is  definitely  not  Bell,  now  offering  a  broader  range  of  equipment 
and  service  than  ever  before. 

THE  BIG  LIE  :  COMPETITION  WILL  COST  THE  AVERAGE  CONSUMER 

Last  and  perhaps  most  effective  of_  the  arguments  used  against  interconnect 
(and  indirectly,  against  independent  manufacturers  as  well)  is  Mr.  deButts' 
assertion  that  a  competitive  market  for  terminal  equipment  will  ultimately 
increase  the  average  consumer's  cost  for  residential  telephone  service.  This 
argument,  which  has  been  expounded  at  length  by  various  foes  of  competition, 
conjures  up  images  of  impoverished  senior  citizens  whose  meager  incomes  will 
no  longer  suffice  to  provide  them  with  a  telephone  to  call  the  doctor  in 
times  of  emergency,  or  keep  in  touch  with  loved  ones  from  day  to  day.  But  the 
reasoning  is  as  deceptive  as  it  is  melodramatic.  In  essence,  here  is  how  the 
Bell  argument  goes : 


3098 

Business,  the  largest  user  of  telecommunications,  pays  the  lion's  share 
of  the  costs  that  support  the  national  network.  By  buying  more  communi- 
cations, often  at  higher  rates,  business  provides  the  bulk  of  revenues  that 
keep  the  industry  operating. 

As  a  result,  the  Bell  System  is  able  to  keep  residential  subscriber's  rates 
down,  at  the  levels  presently  enjoyed  by  the  public  at  large. 

Should  this  source  of  revenues  be  diminished  by  allowing  business  to  own 

its  terminal  equipment,  or  rent  it  from  the  telephone  company  at  a  lower 

rate  because  of  the  "predatory"  pricing  of  Bell's  competitors,  the  'subsidy' 

business  provides  for  residential  services  will  be  greatly  eroded,  requiring 

higher  monthly    equipment   rental   fees  from   residential   subscribers   thus 

harming  the  consumer. 

While  this  reasoning  may  bring  a  tear  to  the  eye,  it  is  demonstrably  false. 

Common  sense  tells  us  that  business  telephone  equipment  is  more  complex  than 

the  residential  variety.  It  is  used  in  larger  quantities,  and  far  more  often.  As 

a  result,  business  telephone  equipment  requires  more  maintenance  and  repair ; 

in  other  words,  greater  dollar  outlay  by  Bell  for  people  and  material  to  keep 

things  running.  Contrast  this  with  residential  equipment,  which  costs  less  and 

is  far  simpler,  and  the  anomaly  becomes  more  apparent.  How  often  do  you  see 

Bell  people  making  house   calls?  Contrast  this  with   the  armies   of  telephone 

personnel  who  are  virtually  permanent  residents  in  many  ofBce  buildings,  and 

the  logic  of  deButts'  argument  gets  more  and  more  difficult  to  swallow.  Who 

really  supports  whom?  Mr.  Bernard  Strassburg,  Former  Chief,  Common  Carrier 

Bureau  of  the  FCC,  has  said  he  feels  there  is  evidence  that  residential  and 

rural  service  revenues  actually  subsidize  business.  This  has  been  validated  by  a 

368  page  report  by  Dittberner  Associates   (10),  prepared  for  the  government's 

OflBce  of  Telecommunications  policy,  which  indicates  that  in  truth,  residential 

service  actually  does  support  business  service.  Consequently,  the  report  suggests. 

the  threat  of  interconnection  has  been  grossly  overstated.  Yet  the  fact  remains 

that  independent  telephone  operating  companies  are  being  shortchanged — for  a 

reason  only  slightly  less  obvious. 

The  main  problem  behind  this  problem  is  the  way  revenues  are  doled  out 
among  Bell  and  the  various  independent  telephone  companies  who  feed  calls 
into  the  Bell  network.  The  procedure  of  allocating  revenues,  called  'Toll 
Separation',  creates  more  harships  than  it  solves.  Here's  why  : 

When  an  individual  makes  a  long-distance  ('toll')  call,  the  total  revenues 
for  that  call  are  divided  up  among  the  various  companies  whose  networks 
were  utilized  in  completing  it.  So  far,  so  good. 

However,  when  it  comes  to  the  percentages  involved  for  each  ('toll 
separation'),  a  funny  thing  happens  on  the  way  to  the  bank:  the  local 
companies — and  hence  the  individual  making  and  receiving  the  calls — are 
largely  deprived  of  the  benefits. 

Here's  how  it  works :  instead  of  being  based  upon  how  much  of  a  partic- 
ular network  is  used,  or  whose  network  initiated  the  transaction,  revenue 
computations  are  based  directly  or  indirectly  upon  whose  network  is  bigger. 
Allocations  are  based  upon  the  various  companies'  relative  plant  investment 
— the  total  money  they  have  put  into  their  respective  facilities. 

In  other  industries,  the  salesman  often  gets  a  substantial  share  of  the 
profits.  And  other  firms  involved,  like  manufacturers,  their  representatives 
and  agents,  get  paid  according  to  their  contributions.  But  not  in  telecom- 
munications. 

In  the  telephone  industry,  it's  a  matter  of  "give  and  take" — but  mostly 
independents  and  local  Bell  units  give  .  .  .  and  ATdT  takes.  "If  you  sell 
it  in  a  bigger  store — or  even  if  it  just  passes  through  your  big  warehouse 
to  a  smaller  store,  you're  entitled  to  the  lion's  share  of  the  profits",  is  the 
reasoning,  it  seems.  Nice  work,  if  you  can  get  it.  And  AT&T  does. 

/  'believe  this  method  of  compensation  is  outmoded  and  unfair,  since  it 
automatically  gives  the  most  revenue  to  the  largest  telephone  network 
involved  (and  we  know  who  that  is),  regardless  of  the  extent  that  network 
is  involved  on  any  particular  call.  I  believe  toll  separation  should  be  based 
on  a  more  rational  measurement:  The  cost,  in  time,  labor  and  equipment 
usage,  incurred  by  the  telephone  company  in  rendering  the  particxilar  services 
utilized  by  the  subscriber.  Naturally,  such  determination  would  necessarily 
include  an  overhead  factor  .  .  .  but  it  would  not  let  the  effect  of  network 
size  falsely  influence  the  size  of  disbursement  of  sales  dollars  from  a 
particular  transaction. 
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Moreover,  present  toll  separation  method  of  revenue  distribution  tends 

to  produce  a  kind  of  conspicuous  consumption — since  the  lars;er  a  network 

gets,  the  greater  its  share  of  toll-separated  revenues.  This  provides  a  potent 

incentive  to  indiscriminate  growth — whether  or  not  the  growth  is  justified. 

All  in  all,  the  points  just  discussed  strongly  suggest  that  serious  thought  be 

given  to  a  major  modification  of  the  existing  rate  structure.  So  that  the  image 

of  an  impoverished  senior  citizen  who  cannot  afford  telephone  service  does  not 

become  a  reality. 

AN   IMPORTANT   PARALLEL;    PERHAPS   A   PRECEDENT 

A  few  decades  ago,  when  the  electric  utility  industry  was  in  its  formative 
years,  appliances  were  primarily  manufactured  by  and  available  from  electtie 
utilities — who  considered  these  activities  natural  (and  doubtless  profitable) 
adjuncts  to  their  primary  business.  A  bit  later.  Congress  passed  the  Public 
Utility  Holding  Company  Act  of  1935,  which  said  in  essence  that  utilities  could 
not  be  aflSliated  with  manufacturers  of  products  which  used  their  services. 
"Why?  Why  indeed?  If  you  were  an  electric  utility  desiring  to  maximize  profits, 
would  you  design  an  appliance  to  consume  more  or  less  power  (and  dollars)? 
Would  you  tend  to  innovate  by  introducing  new  features,  or  amortize  your 
development  and  manufacturing  costs  by  extending  the  marketing  of  a  product 
beyond  its  natural  cycle?  Would  you  encourage  competition  from  unaffiliated 
manufacturers,  or  stifle  it?  Would  you  offer  a  wide  variety  of  products,  or  a 
limited  range? 

Obviously,  Congress  didn't  like  the  answers  it  was  getting  to  these  questions 
at  the  time.  And  a  marvelous  thing  happened  when  it  legislated  an  open  market : 
the  consumer  profited.  One  look  at  the  plethora  of  appliances  on  the  market — 
the  infinite  varieties  of  models,  features  and  prices;  the  continual  infusion  of 
the  atestl  technologies ;  the  interminable  efforts  to  bring  quality  up,  and  price 
down— tells  the  answer.  Once  the  consumer  acquires  the  right  to  vote  with  his 
dollars  for  products  he  prefers,  almost  every  such  vote  is  a  vote  for  progress. 
Free  to  choose,  people  almost  inevitably  choose  dynamics  over  stasis  .  .  .  and  in 
this  case,  the  choice  created  a  multi-billion-dollar  business,  with  all  the  jobs, 
tax  revenues  and  higher  standards  of  living  that  are  the  inevitable  result. 

Surely,  the  communications  industry  is  no  exception. 

It  has  been  argued  that  there  is  a  difference.  That  a  poor  telephone  product 
could  inestimably  damage  the  national  communications  network,  creating 
lasting  harm  to  the  nation.  But  the  argument  amounts  to  technical  mysticism. 
Consider:  occasionally,  inferior  appliances  have  come  on  the  market.  When, 
connected  to  electrical  outlets,  they,  too  have  caused  chaos,  damage  to  them- 
selves, their  users,  and  potential  damage  to  the  electrical  network  to  which 
they  are  connected. 

But  stop.  As  any  appliance  user  knows,  there  are  safeguards.  Fuses  and 
circuit  breakers  to  prevent  a  damaged  vacuum  cleaner  from  disabling  the 
community  from  miles  around.  When  there  is  a  problem,  the  circuit  to  which 
the  offending  appliance  is  connected  simply  blows  a  fuse.  Disconnecting  the 
appliance's  circuit  from  the  rest  of  the  power  system.  At  the  worst,  a  few  lights 
go  out  in  your  home :  sometimes,  not  even  that.  Whatever  the  problem,  it's 
usually  corrected  in  a  matter  of  minutes. 

To  prevent  even  this  minor  inconvenience,  as  well  as  to  protect  the  user,  the 
electrical  industry  supports  a  helpful  organization  called  Underwriter's  Labora- 
tory. Here,  knowledgeable  technical  people  test  appliances,  wiring  and  the  like 
to  "determine  whether  they  are  safe  for  use.  So  that  the  safety  of  consumers 
and  the  integrity  of  the  national  electrical  system  are  not  sacrificed  in  the 
interest  of  free  enterprise.  Or,  vice  yersa.  One  an  appliance  or  other  electrical 
component  is  determined  safe,  it  is  impartially  certified.  Manufacturers  manu- 
facture them.  And  buyers  buy  .  .  .  secure  in  the  knowledge  that  the  products 
they  purchase  are  safe  for  use. 

Nevertheless,  Mr.  deButts  has  blown  a  fuse  of  his  own  about  the  matter.  I& 
the  telephone  industry  so  different?  Field  experience,  notably  at  independent 
telephone  operating  companies  like  Rochester  Telephone,  has  indicated  that  a 
simple,  inexpensive  electronic  "fuse",  can  adequately  protect  the  national  tele- 
phone  network  against  problems  caused  by  faulty  equipment.  Without  the  costly 
complexities  of  subscriber  interface  devices  like  Bell's  (which,  incidentally,, 
often  deteriorate  terminal  equipment  performance,  as  well).  Moreover,  many 
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industry  authorities  liave  suggested  tliat  a  certification  program,  in  concept 
like  Underwriter's  Laboratories',  could  even  make  the  "electronic  fuse"  (the 
NPD  mentioned  earlier)  superfluous.  Contrary  to  Bell's  assertions  of  "harm  to 
the  network",  for  which  there  is  no  concrete  support  to  date. 

WILL   ALL   THIS    HALT   PROGRESS? 

At  this  point,  unless  the  question  is  one  of  threatened  'blackmail'  by  AT  &  T, 
the  answer  is  obviously  "no".  For  there  has  already  been  ample  evidence  of 
progress.  By  independent  manufacturers,  such  as  ourselves.  And  larger  ones, 
such  as  Stromberg-Carlson  and  ITT.  Bell's  sole  argument  in  this  domain  can 
only  be  that  by  making  it  more  costly  for  AT  &  T  to  compete — i.e.,  by  necessi- 
tating competition,  it  is  possible  AT  &  T  may  choose  not  to  compete,  or  may 
innovate  more  slowly  (or  not  at  all). 

The  argument  simply  does  not  hold  water.  Bell's  COM  KEY  and  Denver- 
Prnject  PABX  systems  represent  more  active,  viable  competition  than  the  com- 
pany has  ever  produced  before.  Because  these  responses  have  been  produced 
faster  than  ever  before,  marketed  more  aggressively  than  ever  before  .  .  .  includ- 
ing more  competitive  ways  to  pay  for  them. 

If  further  competition  by  AT  &  T  becomes  non-cost-effective,  or  more  difficult 
for  any  reason,  I  respectfully  submit  something  is  drastically  wrong  in  the 
sovereign  state  of  Bell.  For  we  are  talking  about  the  largest  single  business 
entity  in  the  world.  With  1972  assets  totalling  some  $60  billion.  A  company 
whose  re.search  and  development  establishment.  Bell  Laboratories,  is  w'orld- 
famous.  Pioneering  work  in  such  areas  as  the  invention  of  the  transistor,  maser, 
laser  and  literally  thousands  of  other  highly-regarded  technological  achieve- 
ments. Bell  Laboratories,  which  in  1972,  according  to  an  AT  &  T  prospectus  (11), 
expended  some  $149  million  for  basic  research  and  development,  plus  another 
?232  million  for  specific  development  and  design  work  related  to  Bell  System— 
an  amount  larger  than  the  total  operating  revenues  of  all  but  the  two  largest 
independent  telephone  companies !  Accordingly  to  the  same  prospectus.  Western 
Electric,  AT  &  T's  manufacturing  arm.  had  sales  of  "approximately  $6,551,- 
183.000,  of  which  about  83%  was  to  the  American  Company  (i.e.,  AT  &  T)  and 
its  consolidated  subsidiaries,  and  the  remainder  was  principally  in  connection 
with  business  for  the  United  States  Government".   (10) 

Against  a  combine  like  this  one,  it  is  hard  to  conceive  how  in  even  the 
remotest  sense,  independent  manufacturers  like  ourselves  and  the  people  who 
buy  and  install  our  equipment  for  end-users  could  present  even  the  remotest 
threat.  More  likely,  they  would  present  a  threat  to  us,  particularly  if  open 
competition  would  be  the  rule.  Yet,  we'd  welcome  it ! 

Perhaps  the  problem  lies  elsewhere. 

One  of  the  main  problems  related  to  this  competition,  we  are  inclined  to 
believe,  has  to  do  with  the  problem  of  disclosure.  When  AT  &  T  and  its  oper- 
ating subsidiaries  ask  for  new  rates  or  rate  increases,  they  are  required  to 
disclose  certain  information  about  their  costs.  Such  as  equipment  costs,  which 
play  an  important  part  in  what  subscribers  pay  for  the  use  of  Bell  equipment. 
But  more  about  that  later. 

THE  INDUSTRY  PATTERN   OF   INNOVATION A   REVEALING   PROCESS 

One  more  point  should  be  made  which  may  otherwise  become  lost  in  all  the 
noise  and  smoke.  Not  only  has  AT  &  T  lack  of  innovativeness  in  the  past  held 
back  all  the  Bell  operating  companies  which  depend  upon  AT  &  T's  Western 
Electric  for  equipment:  the  problem  has  held  back  the  independent  telephone 
companies  as  well. 

In  the  past,  AT  &  T  had  been  something  of  a  demigod.  With  few  exceptions, 
only  "innovations"  brought  out  by  Bell  were  ever  offered  to  the  independent 
telephone  companies  for  purchase.  For  a  very  simple  reason :  the  independents, 
which  could  not  (and  cannot)  buy  from  Western  Electric,  bought  from  a  small 
number  of  very  large  equipment  manufacturers  whose  offering  reached  them 
through  cross-licensing  with  AT  &  T.  So  aside  from  the  industry's  natural 
conservatism— which  is  largely  a  desirable  trait  because  of  the  awe.some 
responsibility  it  bears— the  natural  flow  of  "new"  ideas  was  from  Bell  Labs 
to  Western  Electric  to  the  rest  of  the  industry. 
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Few  companies  were  willing,  it  seoms,  to  invest  in  deslsns  or  approaches 
utilizinc:  more  modern  technologies.  The  user  suffered,  with  no  impetus  for 
change.  When  Northern  Electric  of  Canada  introduced  its  "Contempra"  sets, 
which  represented  a  stylish,  if  rather  technically  similar,  approach  to  a  new 
instrument  design,  their  sales  boomed.  Obviously,  there  was  a  market  out  there 
anxious  for  innovation. 

Companies  like  ourselves  were  stimulated  thereby  to  see  if  we  could  not 
introduce  more  far-reaching  advances.  Specifically,  systems  that  utilized  more 
advanced  technologies  to  help  businessmen  make  the  most  of  their  most  precious 
commodities — talent  and  time. 

Judging  from  the  response — from  the  rapid  rise  of  the  interconnect  market 
despite  the  many  Bell-imposed  sanctions — our  premise  has  been  a  correct  one. 
But  some  of  the  cobwebs  are  difficult  to  dislodge. 

WHAT  THE  INDUSTRY  THINKS 

By  this  time,  you've  heard  a  lot  about  my  viewpoint.  You  may  be  understand- 
ably concerned  "that  I  am  necessarily  somewhat  biased,  because  my  firm  is  a 
competitor  of  AT&T.  However,  there  are  others  who  have  voiced  an  opinion  that 
Bell  doesn't  always  know  best. 

3Ir.  Paul  H.  Hcnson  is  chairman  of  United  Telecommunications,  Inc.  the 
country's  second-largest  independent  telephone  operating  company.  Until  re- 
cently, Mr.  Henson  had  been,  as  he  said  before  the  national  convention  of  the 
United  States  Independent  Telephone  Association  year,  (12)"  .  .  .  as  adam- 
antly opposed  to  interconnect  as  anybody  in  the  telephone  business  .  .  .  (who) 
made  speeches  and  wrote  articles  deploring  the  fact  that  customer-owned 
terminal  equipment  might  harm  the  network,  that  responsibility  for  service 
would  be  divided  and  not  clearly  assignable,  and  that  revenues  lost  through 
serving  interconnect  customers  would  have  to  be  recovered  from  non-inter- 
connect  customers."  ,     .^    r,  ^  „* 

Yet,  later  in  his  speech,  Mr.  Henson  remarked,  "I  submit,  however,  that 
(interconnect)  does  not  represent  the  death  knell  of  the  telephone  industry. 
Rather,  the  telephone  industry  need  lose  no  more  of  the  terminal  equipment 
market  than  it  deserves— or  feels  it  can  afford  to  lose.  Again,  quoting  Mr. 
deButt's  Seattle  speech,  'Competition  means  freedom  to  leave  as  well  as  enter 
a  market."  .   .        ■     ^     t. 

Continuing,  Mr.  Henson  affirmed,  most  eloquently  in  my  opinion,  just  where 
this  'communications  crisis'  is  at : 

It  helps  restore  one's  faith  in  the  American  system  of  competitive  enter- 
prise— and  to  demonstrate  the  infirmities  of  the  argument  that  even  limited 
competition  in  the  telephone  business  in  contrary  to  the  public  interest. 
It  also  raises  the  question  as  to  tvlio  benefits  from  delaying  the  introduction 
of  new  products  with  such  flexiMlity  until  competitive  pressures  force  the 
retirement  of  old  product  lines.   (Underscore  mine.) 

The  industry  is  composed  of  an  important  group  of  companies  providing 
vital  services,  and  our  combined  construction  budgets  consume  a  significant 
portion  of  the  nation's  available  investment  capital.  There  is  no  competition 
in  sight  that  threatens  the  continued  viability  of  our  basic  transmission  and 
switching  business  or  the  direction  it  will  take  in  years  to  come.  What  com- 
petition we  have  is  the  equivalent  of  the  diminutive  nose  of  a  small  camel 
in  a  very  large  tent.  With  the  traditional  American  penchant  for  rooting 
for  the  little  guy,  I  doubt  we  can  convince  many  regulators— or  the  public— 
that  we  need  protection. 
After  making  a  number  of  remarks  related  to  'cos t-of -service'  pricing  (more 
about  that  later),  Mr.  Henson  then  said,  "To  say  that  our  industry  has  served 
the  public  well  by  growing  up  as  itlias  is  not  to  say  that  the  public  might  not 
be  served  better,  hereafter,  by  making  some  changes.  To  say  that  the  long-haul 
network  should  be  operated  under  unified  direction  does  not  say  that  single 
ownership  of  all  the  facilities  which  form  that  network  is  essential.  Indeed,  we 
know  it  is  not,  for  many  segments  of  that  network  are  today  owned  by  inde- 
pendent companies,  (underscore  mine)  .  .  .  There  is  an  old  Scottish  proverb  to 
the  effect  that  it  is  'better  to  bend  than  to  break.'  I  think  it  applies  very  well 
to  the  situation  in  which  the  American  telephone  industry— and  all  of  those 
vitally  connected  with  the  people  it  serves— can  be  found  today."  I  think  :Mr. 
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Henson  makes  the  point  well.  If,  despite  the  fact  that  AT&T  has  the  most 
formidable  research,  development  and  manufacturing;  facilities  in  the  industry, 
it  is  difficult  for  them  to  compete  with  independent  manufacturers,  or  more 
profitable  to  concentrate  on  central-office  and  other  large-scale  plant  equipment 
(on  which  there  is  a  higher  return,  incidentally),  what  harm  could  a  little 
competition  do  for  the  welfare  of  the  nation? 

Mr.  NicJwlas  Jolnison,  (13)  former  FCC  Commissioner,  put  it  more  strongly. 
In  a  speech  before  the  Digitronics  Users  Association  Conference,  he  said,  "Bell 
Management  has  been  urging  policies  that  don't  even  serve  the  company's 
Interest.  I  mean,  I  could  understand  how  Bell's  pursuit  of  its  own  interests 
would  not  always  serve  the  public  interest.  That  probability  was,  after  all.  the 
■original  reason  for  regulation.  But  why  would  Bell  deliberately  adopt  policies 
that  simultaneously  produce  (a)  higher  prices  and  worse  service  for  the  public, 
and  also  (b)  lower  profits  for  its  shareholdeirs?"  Among  the  many  points  he 
raised  are: 

If  W^estern  Electric  is  as  competitive  as  AT&T  claims,  it  would  be  in  the 
interest  of  the  company  and  its  stockholders  to  divest  Western  Electric 
from  its  AT&T  parent.  Because  the  artificial  constraints  on  the  company 
and  who  it  may  sell  to  mean  Western  cannot  fully  participate  in  today's 
technology.  If  Western's  prices  are  as  low  as  AT&T's  arguments  say,  the 
company  would  find  immediate  success. 

AT&T  spends  more  time  fighting  rear-guard  actions  than  promoting  new 
bu.siness  it  could  readily  obtain.   He  calls  it  "...  a  company  that  would 
actually   rather   fight   through    the    Commission   and   courts — with    consid- 
erable vigor,  expenditure  and  occasional  success — than  switch.  Its  failure 
to  anticipate  even  the  comparatively  modest  growth  that  has  come  along 
without  cultivation,  has  cost  its  shareholders  billions  of  dollars  in  potential 
profits  forever  lost.  Of  course,  it  has  also  caused  the  public  an  awful  lot  of 
grief,  inconvenience,  and  excess  costs." 
He  continued,  "One  of  the  most  ironic  features  of  Bell's  failures  to  expand 
to  meet  demand  is  that  it  is  one  of  the  few  companies  in  the  world  that  could 
have  done  so  at  absolutely  no  risk  whatsover  to  itself.  Bell  is  authorized  its' 
'rate  of  return'  on  its  capital  necessarily  employed  in  the  business.   In  other 
words,  every  time  it  can  plant  a  dollar  bill  in  the  ground  with  Commission 
approval    (seldom  if  ever  denied)    the  dollar  immediately  starts  earning  7  to 
71/0%  for  the  shareholders.  Even  if  the  business  does  not  develop  to  warrant  the 
investment,  the  shareholders  get  their  return.  It's  not  only  a  no-risk  investment, 
it's  an  investment  with  a  guaranteed  return." 

Speaking  of  AT&T's  relationship  with  non-Western  Electric  manufacturers, 
Mr.  Johnson  said :  "//  the  phone  company  would  only  encourage  the  use  of  its 
system  by  innovative  equipment  manufacturers  (rather  than  discourage  them), 
it  would  suddenly  find  200  million  Americans  working  for  Bell  on  their  own 
time — rather  than  working  against  it.  The  increase  in  communications  traffic 
in  this  country^ — which  ought  to  be  Bell's  principal  concern  and  measure  of 
effectiveness — would  jump  enormously  ;  because  200  million  people  can  think  of 
a  lot  more  to  do  with  a  communications  network  for  themselves  than  one  cor- 
poration can  think  up  for  them — particularly  if  it's  not  working." 

THE   NORTH    AMERICAN   TELEPHONE   ASSOCIATION 

In  discussing  the  viewpoint  of  the  industry,  I'd  be  remiss  in  not  mentioning 
the  viewpoint  of  NATA — spokesman  for  a  number  of  independent  telephone 
equipment  manufacturers  and  firms  involved  in  the  distribution  and/or  instal- 
lation of  this  equipment.  NATA's  contention  has  long  been  that  Bell  and  its 
corporate  parent  have  given  the  independents  of  the  industry  much  less  than  a 
fair  shake.  That  a  good  deal  of  the  progress  made  in  telecommimications  during 
the  last  few  years  has  come  from  the  pressure  developed  by  the  Carterfone 
decision,  and  the  innovations  fostered  by  independent  manufacturers,  distrib- 
utors and  installers. 

Because  of  the  current  atmosphere — that  of  generally  discriminating  restric- 
tions on  these  independents,  especially  the  installers — it  is  difficult  to  judge 
whether  the  interconnect  industry  would  be  more  or  less  viable  in  an  atmos- 
phere of  free  competition.  What  is  clear  is  that  they  deserve  the  opportunity  .  .  . 
bv  virtue  of  their  dedication  to  the  industry,  the  investment  they  have  made 
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in  terms  of  time,  talent  and  resources  .  .  .  and  last,  but  certainly  not  least,  by 
-virtue  of  the  economic  system  under  which  we  live,  which  lets  free  competition — 
consumers  ultimately  votinj;  with  their  dollars — decide  which  products  and 
services  are  best  for  their  particular  needs. 

Rather  than  belaboring — and  paraphrasing: — NATA's  viewpoint,  may  I  refer 
you  to  copies  of  their  advertisements  (i^)  which  state  their  viewpoint  forth- 
rightly  and  in  detail. 

OTHER  VOICES 

Obviously,  there  has  been  much  said,  and  there  will  be  more  at  these  hearings, 

pro    and   con    the    arguments  of   independence    within    the    telecommunications 

industry.  Let  me  here  cite  a  number  of  other  statements  and  authorities  which 

can  be  obtained  from  their  sources,  or  alternately,  through  me,  if  our  assistance 

can  be  helpful. 

List  of  Documents : 

The  Telephone  Interconnect  Industry:  A  Stamford  Research  Institute  Study. 

Proceedings  before  the  Regulatory  Commission  of  New  York,  New  Jersey, 
North  Carolina. 

Testimonv  of  Dr.  Manley  Irwin,  before  this  Subcommittee. 

Article  by  Jerry  W.  Finefrock  in  The  Natiotis:  Ma  Bell:  The  Money  Machine. 

Telecommunications  Study  by  Dittberner  Associates  for  the  Office  of  Tele- 
communications Policy. 

U.S.  TELECOMMUNICATIONS  :  SOME  SOLUTIONS 

Up  to  now,  I  have  devoted  my  testimony  to  an  analysis  of  the  problems  our 
industry  faces.  Because  of  the  enormity  and  immediacy  of  these  problems,  I 
fell  we  should  consider  with  urgency  a  number  of  possible  solutions : 

NONLEQISLATIVE  SOLUTIONS 

Right  now,  it  is  possible  to  take  a  number  of  positive  steps  without  even  the 
necessity  of  legislation.  Simply  by  exercising  your  rights  and  discharging  your 
obligations,  you  can  begin  to  diminish  the  communications  crisis. 

Advise  and  Consent:  A  Defense  for  Free  Enterprise. — In  the  selection  of 
Federal  Communications  Commission  members,  consider  carefully  whether  or 
not  they  actively  support  free  enterprise.  Their  answers  to  the  following  lines 
of  questioning  should  help  establish  whether  or  not  they  will  bring  a  positive 
approach  to  the  future  of  telecommunications  in  our  country : 

Do  they  favor  free  competition  within  the  telecommunications  industry? 

Here,  anything  less  than  a  strong,  affirmative  response,  and  an  indication  that 
the  candidate  will  actively  seek  ways  to  promote  competition  in  providing  the 
best  equipment  and  services  for  the  public,  at  the  best  possible  rates,  is  not  in 
the  public  interest.  Casual  or  passive  regulation  is  a  sure  road  to  continued 
monopoly  on  all  fronts,  and  the  stifling  of  healthy,  innovative  trends  by  elim- 
inating the  rewards  of  such  innovation. 

Do  they  believe  in  the  necessity  for  open,  honest  exchange  of  information 
between  the  public,  the  telephone  industry  and  regulatory  bodies? 

Again,  a  strong,  affirmative  response  is  called  for.  Much  of  the  confusion  in 
telecommimications  today  is  due  to  the  lack  of  information  available  to  the 
public  and  regulatory  bodies  alike.  By  promoting  freer  exchange  of  information, 
telephone  utility  compensation  can  be  made  more  equitable,  while  the  public 
interest  in  served  more  efficiently. 

Do  they  believe  in  equitable  toll  separation,  and  revised  rate  structures,  based 
on  actual  cost  of  services,  rather  than  an  artificially-imposed  rate  structure? 
This  is  the  question  that  separates  the  pragmatic  from  the  naive.  For  the 
equitability  of  toll  separation  will  largely  determine  the  economic  viability  of 
telecommunications  rate  structures  in  the  future — and  ultimately,  the  economic 
viability  of  the  United  States  as  a  world  telecommunications  power.  If  we  fail 
to  maintain — and  improve — our  status,  the  implications  are  grave  indeed. 

If  we  ask  the  right  questions,  and  refuse  to  approve  nominees  who  lack  the 
right  answers,  we  will  be  on  the  road  to  real  progress. 

Information  as  a  National  Safeguard. — Both  directly  and  through  the  Federal 
•Communications  Commission  (as  well  as  other  bodies  related  to  telecommunica- 
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tions),  we  would  do  well  to  find  out-  more  about  the  mathematics  that  make  the 
bottom  line  of  this  business  so  "difficult"  to  compute. 

"Would  it  not  be  more  practical  for  example,  for  the  FCC  to  have  in  its  pos- 
session detailed  wMconsolidated  statements  from  Bell's  various  components,  to 
help  in  assuring  that  inequities  in  revenue-sharinc:  among  Bell-system  com- 
panies does  not  take  place.  So  that  local  Bell-system  components  get  revenues 
justly  due  them — and  independent  telephone  operating  companies  do  not  lose 
millions  of  dollars  they  justly  deserve. 

Therefore,  I  suggest  that  candidates  for  the  post  of  FCC  Commissioner  also 
be  asked,  "Do  you  favor  the  use  of  non-consolidated  reporting  throughout  the 
telecommunications  industry,  to  help  regulators  apportion  revenues  more  equi- 
table, and  permit  closer  supervision  of  interstate  practices?"  Anything  less  than 
a  strong  "Yes !"  means  more  of  the  same  doubletalk  from  Bell,  and  less  value 
for  the  public. 

An  Industry  Board  of  Advisors. — By  now,  you've  concluded  that  telecom- 
munications is  a  complex  business,  with  more  possibilities  for  financial  sleight- 
of-hand  than  most  people  can  catalogue,  let  alone  understand.  With  this  in  mind, 
I  respectfully  suggest  that  Congress  consider  assembling  its  own  blue-ribbon 
panel  of  advisors — paid  advisors  of  impeccable  credentials — to  aid  the  FCC  and/ 
or  the  Congress  in  making  telecommunications  decisions.  Drawn  from  prominent 
individuals  with  technical  and/or  financial  experience  in  the  industry,  they 
could  improve  decisionmaking  by  furnishing  reports  which  delineate  the  factors 
affecting  specific  questions,  and  even  propo.se  the  consideration  of  additional 
questions.  As  a  practical  matter,  this  group  could  have  a  balanced  composition 
of  individuals  favored  by  one  or  more  factions  within  the  telephone  industry — 
with  the  decision  of  the  FCC  and/or  the  vote  of  Congress  being  the  ultimate 
deciding  factor.  Considering  that  telecommunications  is  one  of  our  most  vital 
national  resources,  permeating  and  affecting  every  institution  in  our  lives,  what- 
ever price  we  pay  for  these  telecommunications  experts  will  be  little  enough 
compared  to  the  harm  which  their  absence  may  encourage. 

LEGISLATIVE  SOLUTIONS 

In  my  opinion,  however,  the  most-needed  changes  in  our  system  will  not  happen 
without  legislation,  because  of  their  scope  and  impact.  Yet,  if  ignored,  these 
problems  will  not  go  away :  they  will  worsen,  until  they  give  our  national  vocal 
cords  a  serious  case  of  laryngitis. 

The  first  legislative  move  will  be  fought  tooth-and-nail :  but  the  facts  demand 
the  divestiture  of  Western  Electric  from  AT&T.  It  is  a  move  which  will  be  good 
for  AT&T,  good  for  Western  Electric,  good  for  AT&T  shareholders,  good  for 
the  general  public,  and,  in  fact,  good  for  the  nation.  Let  me  show  you  why  : 

With  1972  revenues  exceeding  $6.6  billion,  Western  Electric  would  rank 
as  one  of  the  top-10  industrial  corporations  in  the  United  States.  The  com- 
pany is  deeply  involved  in  all  areas  of  telecommunications,  from  dials  and 
other  components  to  giant  electronic  switching  systems,  and  everything  in 
between.  If  it's  used  bv  the  Bell  system  (and  therefore  usable  by  all  inde- 
pendent telephone  companies),  there's  a  better  than  99%  probability  that 
Western  Electric  makes  it.  According  to  the  1972  AT&T  annual  report,  its 
products  "average  65%  of  the  prices  of  like  products  from  other  manu- 

If  this  last  statement  is  true,  Western  would  have  a  phenomenal  "advan- 
tage in  the  U.S.  telecommunications  marketplace.  Were  Congress  to  initiate 
requiring  divestiture  of  Western  by  AT&T,  stockholders  would  benefit  enor- 
mously from  the  returns,  which  would  certainly  be  high.  Were  stock  in 
Western  to  be  offered  to  the  public  by  AT&T,  the  proceeds  could  help 
reduce  the  cost  of  debt  financing  by  the  parent  company.  In  a  market  where 
the  prime  rate  is  soaring,  this  would  be  good  news  indeed.  Since  Western 
ostensibly  operates  in  a  competitive  environment  now,  there  would  be  little 
if  any  change  in  price  to  Bell  for  Western  products.  So  the  parent  company 
should  suffer  little  adversity.  And  think  of  the  new  markets  Western  Electric 
would  have  to  conquer !  . 

Once  separated  from  AT&T,  Western  would  be  free  to  compete  with  inde- 
pendent telephone  manufacturers  for  the  independent  (and  Bell)  operating 
company  dollar.  The  independent  market,  which  spent  some  $1.5  billion  on 
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plant  investment  last  year  alone  is  a  lucrative  one  indeed.  Based  on  the 
fact  that  Western  Electric  has  half  ownership  in  Bell  Laboratories,  easily 
the  largest,  most  advanced  telecommunications  research  facility  in  the  world 
(with  over  15,000  patents  to  its  credit),  it  stands  to  reason  "that  the  com- 
pany's products  should  be  among  the  most  advanced  in  the  field.  Therefore, 
Western  should  be  able  to  contribute  an  enormous  wealth  of  technological 
and  economic  advances  to  the  country's  entire  communications  system,  in- 
stead of  just  a  portion. 

Moreover,  if  Western's  products  are  as  advanced  as  AT&T  says  they  are, 
a  Western  Electric  independent  of  AT&T  could  make  a  substantial  contribu- 
tion to  this  country's  balance  of  payment.  Providing  the  best  products  at  a 
competitive  price  in  a  worldwide  industry,  whose  function  is  so  vital  >to 
every  nation  of  every  size,  could  bring  enormous  amounts  of  money  into 
the  country.  In  a  period  where  we  need  every  edge  we  can  get. 

Furthermore,  W^estern  Electric  equipment  sold  throughout  the  world  would 
fulfill  a  moral  obligation  as  well.  By  providing  cheaper,  better  communica- 
tions, especially  to  developing  nations,  we  would  help  them  progress  faster 
by  speeding  the  dissemination  of  information  in  such  necessary  areas  as 
health  and  education. 

Ironically,  there  seems  to  be  one  major — and  obvious — drawback  to  this 
proposal :   the  problems  created  for  companies  like  ourselves   .   .   .   not  to 
mention  such  giants  as  ITT,  Automatic  Electric   (GT&E),  etc.  W^hy,  then, 
do  I  advocate  such  a  proposal? 
First,  I  believe  that  independent  manufacturers  can  hold  their  own  with  even 
a  "liberated'  Western  Electric.  As  anyone  can  prove  to  himself  by  comparing 
independently  manufactured  equipment  with  that  produced  by  the  AT&T  com- 
bine, many  of  the  independents  offer  more  features  and  more  versatile  perform- 
ance than  their  Western  Electric  counterparts.   I  believe  that  transformation 
of  Western  into  an  independent  entity  will  not  erase  this  lead.  Perhaps  Western 
Electric's  much-vaunted  expertise  is  somewhat  overrated,  or  perhaps  I  am  over- 
confident. Iilither  way,  free  competition  will  let  people  reach  their  ow^u  verdict  by 
voting  with  their  dollars.  I  believe  they  deserve  the  opportunity. 

Second,  regardless  of  the  point  just  mentioned,  people  will  benefit  from  di- 
vestiture of  Western  in  another  way.  In  the  new  environment  of  competition, 
Western  will  have  much  more  incentive  to  innovate.  Since  Western  is  under  the 
corporate  umbrella  of  AT&T,  it  is  likely  not  to  innovate  as  much  as  telephone 
subscribers  could  wish,  because  too  many  new  products  conflict  with  one  of 
AT&T's  major  corporate  aims — i.e.,  to  provide  the  longest  possible  working  life 
on  all  systems,  thus  maximizing  return.  As  a  separate  entity  with  its  own  inde- 
pendent goals,  it  would  go  a  long  way  towards  stimulating  the  revitalization  of 
U.S.  telecommunications.  (In  other  electronics  fields,  innovation  has  come  along 
at  a  staggering  rate.  In  telephony.  Bell's  introduction  of  Western's  "Trimline" 
and  "Princess"  phones  was  heralded  as  a  major  achievement.  It's  something 
like  comparing  the  introduction  of  a  brown  automobile  in  the  age  of  the  Model  T 
to  the  invention  of  the  automobile  itself.  Obviously,  the  situation  could  stand 
some  improvement. ) 

Third,  an  independent  Western  Electric  will  finally  give  regulators  (and 
the  public)  the  opportunity  to  see  what  telephone  equipment  actually  costs 
Bell  operating  companies.  On  the  basis  of  AT&T's  present,  vertically  integrated 
corporate  structure,  it  is  diflScult  to  determine  these  figures,  since  costs  may  be 
'dumped'  into  whatever  pigeonhole  is  most  convenient.  For  example,  if  it  is 
advantageous  to  have  equipment  cost  less,  the  development  costs  can  be  ab- 
sorbed by  Bell  Laboratories  or,  through  Bell,  AT&T.  If  higher  equipment  costs 
are  needed,  they  can  simply  do  the  rever.se.  In  the  highly  competitive  tele- 
communications business,  where  million-dollar  contracts  pivot  on  price  dif- 
ferences measured  in  cents,  this  ability  becomes  a  powerful  (and  unfair, 
you  will  agree)  competitive  tool.  Within  the  myriad  mazes  of  AT&T's  im- 
mense corporate  structure,  hiding  a  few  million  dollars  would  be  less  than  a 
morning's  work. 

Fourth,  since  Western  Electric  manufactures  such  an  immense  variety  of 
products,'  it  just  may  be  that  the  company  is  far  more  adept  at  making 
some  types  of  equipment  than  others.  For  example,  it  #1  ESS  (Electronic 
Switching  System)  has  been  cited  as  a  landmark  in  the  central-office  switch- 
ing area.  Liberating  Western  from  AT&T  and  bringing  competition  into  play 
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is  bound  to  make  Western  more  profitable  by  coaxing  it  into  concentration; 
on  products  or  product  lines  that  are  most  congruent  with  its  particular  talents. 
For  example,  it  takes  a  lot  more  capital,  and  a  lot  greater  diversity  and  depth 
of  talent  to  produce  a  good  central-otlice  switching  system  than  it  does  to 
create  a  better  teleplione  instrument.  A  much  higher  degree  of  sophistication 
is  needed  to  pioneer  the  development  and  manufacture  of  a  new  semiconductor 
device,  like  a  large-scale  integrated  circuit,  than  it  does  to  make  a  better 
telephone  line  card.  By  encouraging  Western  to  operate  competitively,  we  may 
discover  all  kinds  of  new  synergistic  possibilities  between  telecommunications 
and  such  fields  as  computers,  business  equipment,  home  entertainment  prod- 
ucts, medical  systems,  and  the  like.  And  the  biggest  benefactor  is  likely  to  be 
the  American  people,  via  an  improved  GNP  and  all  that  goes  with  it.  (This,  of 
course,  is  another  reason  why  I  do  not  especially  fear  for  the  survival  of 
Western  Electric  competitors  who  are  competently  managed  and  adequately 
capitalized. ) 

Fifth  is  the  overall  effective  the  divestiture  will  have  on  telephone  rates  in 
general.  Free  of  the  complexities  of  accounting  for  an  internal  manufacturing 
operation  and  therefore  liberated  from  the  temptation  of  artificially  lowering 
equipment  tariffs  in  some  areas,  to  meet  increased  competition  (or  raising" 
them  in  others,  where  competition  is  less  active).  Free  of  the  possibility  of 
generating  internal  profits  at  a  higher  rate  than  the  industry  average  in  the 
electronics  industry  (a  handy  10-12%,  as  opposed  to  5-6%  return  on  invest- 
ment for  AT  &  T's  consolidated  figures),  AT  &  T  may  well  decide  that  its 
future  rests  in  the  domain  of  legitimate  cost-of-service  pricing  and  toll  sep- 
aration. 

NON-CONSOLIDATING   THE   TRUTH 

Legislative  action  in  the  area  of  cost-accounting  by  the  Bell  system  also  deliver 
broad  benefits  to  the  public.  Specifically,  in  the  area  of  cost-of-service.  I  believe 
the  Congress  should  act  to  require  Bell  to  divulge  complete  information  with 
supporting  statistics,  relative  to  how  it  arrives  at  the  cost  of  service  under- 
lying its  rate  base.  The  results,  I  believe,  will  convince  the  public  that  Bell  is 
'low-balling'  the  cost  of  its  subscriber  services  (i.e.,  cost  of  providing  equip- 
ment, repair,  and  maintenance),  in  order  to  more  favorably  position  Western 
Electric's  products.  By  keeping  its  stated  "cost  of  service"  low,  Bell  is  able 
to  reduce  the  price  it  charges  for  installing  and  renting  equipment — moneys 
it  makes  up  through  higher  charges  for  toll  calls  and  other  services. 

The  method  is  simple :  to  arrive  at  the  cost  of  service  for  terminal  equip- 
ment, Bell  totals  the  cost  of  service  on  all  types  of  equipment — everything 
from  individual  telephone  instruments  and  systems  that  reside  on  customers' 
premises  to  mammoth  central  offices  to  the  underground  cables  which  link 
them — and  everything  in  between.  Some  equipment — like  central  offices  and 
cables — requires  very  little  maintenance  at  all,  especially  compared  with  the 
huge  amounts  of  dollars  invested.  Others,  like  business  telephone  equipment 
is  subject  to  continuous — and  strenuous — usage  and  requires  very  significant 
amounts  of  work.  The  cost-of-service  factor  is  therefore  higher,  especially 
compared  to  the  total  investment,  since  terminal  equipment,  such  as  telephone 
sets,  costs  considerably  less  than  central  offices.  In  terms  of  numbers,  the  figures 
work  out  to  1%  of  investment  (or  less)  for  central-oflSce,  cable  and  other  large 
expenditures.   For  terminal  equipment,   the  figure  can  range  from  30  to  40%. 

Why  is  this  important?  When  total  costs  to  operate  equipment  divided  by 
total  investment,  the  "average"  cost  of  service  comes  to  4%  of  investment. 
Which  is  no  problem.  Yet. 

The  problem  develops  when  Bell  is  allowed  to  use  this  "average  cost  of 
service"  figure  in  computing  the  tariffs  for  its  terminal  equipment.  As  you  have 
seen,  this  figure  is  unrealistically  low,  so  it  also  reduces  the  price  equipment 
is  offered  at  in  the  same  unrealistic  manner. 

As  a  result,  competitive  sources  of  terminal  equipment  get  a  less-than-fair 
shake.  And  other  user  costs,  like  the  per-month  cost  of  telephone  service,  toll 
call  charges  and  the  like,  rise  to  take  up  the  slack. 

COST-OF-SERVICE  SERVICE  :  AN  HONEST  WAY  TO  EARN  A  LIVING 

For  the  above  reasons,  I  propose  Congress  enact  legislation  requiring  that 
accurate  cost-of-service  figures  be  provided  on  a  non-consolidated  basis  to 
regulators  for  use  in  determining  fair  rates  for  equipment  and  services.  Prop- 
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erly   used   in   rate   determinations,   these   data   will  foster,   I  believe,   a   more 
equitable  method  of  compensating  utilities. 

Moreover,  to  return  to  a  favorite  image  used  in  arguments,  disadvantaged 
individuals  and  people  living  on  fixed  incomes,  such  as  senior  citizens,  will 
benefit  considerably  from  this  action.  Ultimately,  it  may  even  be  possible 
to  provide  these  groups  with  "rent-free"  phones,  or  reduced  rates,  so  that 
they  can  have  the  telephone  service  they  need  as  a  necessity  of  life,  without 
being  bled  to  death  by  the  bill.  Like  other  utility  services,  such  as  electricity 
and  gas,  our  citizens  may  ultimately  be  able  to  pay  only  for  the  services  they 
use,  instead  of  some  arbitrary  monthly  fee. 

CONSIDER    THE    ALTERNATIVES  > 

In  light  of  all  this,  it  seems  likely  that,  barring  congressional  action,  sooner 
or  later  a  legal  proceeding,  either  antitrust,  classaction  or  otherwise,  will  ulti- 
mately produce  divestiture.  In  the  meantime,  our  country  could  well  lose  its 
present  lead  in  telecommunications  technology  and  practice.  While  it  may  be 
uncomfortable  to  take  the  Bell  by  the  horns,  isn't  the  emotional  price  we  pay 
by  tackling  the  problem  now  a  lot  less  expensive  than  the  tangible  one  we  will 
surely  pay  if  we  do  not  ? 

LEGAL   SOLUTIONS 

If  the  matter  of  industry  regulation  becomes  a  court  case,  instead  of  a  case 
for  reasonable  discussion,  I  believe  the  country  will  be  the  poorer  for  it.  Be- 
cause the  time  and  momentum  lost  in  the  interim  will  surely  harm  our  effec- 
tiveness as  a  nation — as  surely  as  communications  pervades  every  aspect  of 
our  business  and  social  lives. 

To  me,  divestiture  appears  inevitable.  As  inevitable  as  the  decisions  which 
dissected  the  great  industrial  hegemonies  earlier  this  century.  If  this  be  true, 
does  it  pay  for  everyone  concerned  to  fight  a  long,  protracted  battle  in  the 
courts?  For  if  we  do,  regardless  of  who  wins,  the  American  people  will  be  the 
losers.  And  one  more  position  of  leadership  we  now  enjoy  as  a  nation  shall 
become  a  thing  of  the  past. 

IN    CONCLUSION 

When  an  industry,  especially  an  industry  as  crucial  to  our  nation  as  tele- 
communications, becomes  stagnant,  it  is  time  for  significant  changes.  And  I 
believe  the  telecommunications  industry,  because  of  the  efforts  of  AT»S:T,  has 
become  just  such  a  domain,  as  evidenced  by  the  folowing  general  character- 
istics ; 

People  clinging  to  old  ways  of  working,  despite  their  being  confronted  with 
new  situations ; 

The  failure  to  define  new  goals  that  are  meaningful  and  challenging :  what 
kind  of  business  should  it  be;  what  should  its. role  be  in  industry  and  in  the 
economy  at  large? 

The  lack  of  "reflective  thinking" — the  mental  activity  required  to  ask  search- 
ing (and  sometimes  embarrassing)  questions  about  the  adequacy  of  the  cur- 
rent operation; 

The  growth  of  institutionalism — the  nation  that  busine-ss  has  an  existence 
of  its  own  apart  from  the  people  who  comprise  it  (as  well  as  those  it  serves)  ; 

The  reputation  for  being  a  secure  and  stable  institution,  but  not  a  venture- 
some one — more  occupied  with  maintaining  than  developing — appearing  to 
have  arrived  at  a  destination  rather  than  moving  towards  one; 

And  last,  one  that  is  most  powerful  in  its  influence:  low  tolerance  for 
citicism. 

These  characteristics  are  real,  and  they  are  damaging,  but  they  are  not  in- 
evitable ...  if  detected  when  they  are  relatively  small  and  faint,  when  the 
damage  has  been  small,  and  the  chance  for  reversing  the  trend  is  good. 

While  I  agree  with  these  ideas  most  strongly,  they  are  not  my  own — they 
were  first  advanced  by  Frederick  R.  Kappel,  former  President  of  American 
Telephone  and  Telegraph  Company  in  a  lecture  series  before  Columbia  Uni- 
versity. 

As  old-fashioned  as  it  sounds.  I  believe  in  an  honest  way  of  doing  business. 
Because  of  the  system  under  which  our  country  operates,  I  believe  that  when- 
ever and  wherever  honesty  is  subjugated  to  the  demands  of  expediency,  a 
debt  is  incurred  which  in  inexorably  paid.  I  believe  this  principle  applies  both 
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to  individuals  and  organizations,  no  matter  liow  large  or  small,  because  it  is 
based  upon  moral,  social  and  economic  pragmatism — not  merely  a  noble  ideal. 

In  the  past,  the  spirit  of  free  and  open  competition  ultimately  resolved 
many  national  and  international  crises  in  favor  of  the  American  people  because 
we  were  never  afraid  of  facing  the  truth.  And  responding  to  whatever  inade- 
quacies it  showed  us  about  ourselves. 

Today  in  telecommunications,  as  in  other  areas  of  national  and  international 
scope,  we  face  a  crisis  which  again  demands  we  honestly  ask  ourselves  difficult 
questions.  If  we  are  up  to  the  a.sking,  I  know  we  have  the  wherewithal  to 
find  the  answers. 

Ijs'dex  of  Exhibits 

(1)  Correspondence  from  Independent  Telephone  Companies  regarding  favor- 
able evaluation  of  TIE/COMMUNICATIONS  systems. 

(2)  Correspondence  between  TIE/COMMUNICATIONS,  INC.  and  Bell  Sys- 
tem Operating  Companies. 

(3)  New  York  Telephone  Company  (Bell)  comments  on  TIE-PHONE  sys- 
tem. 

(//)   TIE  ECON-0-PHONE  comparison  ads  (series  of  3). 

(5)  More  Firms  Buying  Their  Own  Phone  Systems  .  .  .,  Sanford  L.  Jacobs, 
Wall  Street  Journal.  July  30,  1973. 

(6)  Letters  from  interconnect  companies  regarding  TIE  products. 

(7)  Construction  Spending  Will  Total  $12.5  Billion  in  1974,  a  collection  of 
reprints  from  Telephone  Magazine,  April  1974. 

(8)  AT&T  1973  Net  Is  Up  18.2%  to  Record,  Gene  Smith,  New  York  Times, 
February  5,  1974. 

Revenues  and  Net  Income  of  AT&T  Rise  to  Highs,  Gene  Smith,  New  York 
Times,  June  20,  1974. 

(9)  An  Unusual  Obligation,  Speech  to  the  National  Association  of  Regula- 
tory and  Utility  Commisioners,  John  D.  deButts,  Chairman  of  the  Board. 
American  Telephone  and   Telegraph   Company,   September  20,   1973. 

(10)  Telecommunications  Study  by  Ditterberner  Associates  for  the  Office  of 
Telecommunications  Policy. 

(11)  AT&T  Prospectus  dated  March  27,  1973,  for  10,000,000  AT&T  $3.64  pre- 
ferred shares. 

(12)  Remarks  of  Paul  H.  Henson,  Chairman  of  United  Telecommunica- 
tions, Inc.,  at  the  National  Convention  of  the  United  States  Independent  Tele- 
phone Association,  October  24.  1973. 

(13)  Why  I  am  a  Conservative,  Remarks  of  Nicholas  Johnson  delivered  to 
the  Digitronics  Users  Association  Conference,  October  19,  1970. 

(l.'f)  Three  advertisements  by  the  North  American  Telephone  Association, 
1973. 

(15)  State  of  New  Y'ork  Public  Service  Commission  Report  on  Rochester 
Telephone's  Interconnect  Oifering  (Case '26064).  dated  June  3,  1974. 

(16)  Pacific  Telephone  &  Telegraph's  Oregon  market  letter  and  advice  on 
sales  of  Com  Key  equipment  to  present  subscribers. 

(17)  The  "Fenton  Report" — Bell  Laboratories  memorandum,  dated  February 
10,  1972. 

Exhibit  1 

[Memorandum] 

Rochester  Telephone  Co., 

Commercial  Department, 

February  8,  1974. 
To :  NPC  members. 
From  :  W.  M.  Aydelotte. 
Subject :  Special  presentation  by  TIE  on  their  Econ-0-Key  system. 

As  detailed  on  the  attached  memorandum.  Bob  DeRosa  of  TIE  would  like 
to  make  a  presentation  to  us  on  their  new  Econ-0-Key  system. 

I  have  reserved  the  4th  floor  conference  room  for  Wednesday,  February  27th 
commencing  at  9:30  AM.  I  feel  quite  strongly  that  we  must  quickly  make 
an  objective  decision  on  the  "full-featured  key  system  market".  I  have  recently 
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had  the  privilege  of  viewing  several  new  key  systems — ITT,  Stromberg,  Voy- 
call.  OKI.  Norelco  and  TIE.  It's  my  opinion  that  TIE's  offering  is  far  and 
away  the  be.st  and  truly  represents  state-of-the-art  technology  while  achieving 
basic  aesthetics  and  economics. 

I  feel  it  is  imperative  that  our  committee  is  properly  represented  at  this 
meeting  by  qualified  technical  personnel.  Please  let  me  know  in  advance  (by 
February  20,  1974)  who  will  be  present  at  this  demo. 

Carolina  Telephone  &  Telegbaph  Co., 

Tarhoro.  N.C.,  February  26,  1974. 
Mr.  Elliot  Tuckle, 

TIE  Communications,  * 

Stanford.  Conn. 

Dear  Mr.  Tuckle  :  We  would  like  to  thank  you  and  your  company  for  pro- 
viding us  with  a  TIE  II  Key  System  for  evaluation  and  thank  you  also  for 
your  visit,  demonstration  and  discussion  with  u.s. 

We  are  very  impressed  with  your  system's  design,  features,  and  operation. 
We  feel  that  the  TIE  II  offers  many  good  features  which  would  be  attractive 
to  a  customer. 

As  the  cost  of  the  system  is  relatively  high,  compared  to  other  Key  Systems 
and  small  PABX  Systems,  the  features  would  need  to  be  emphasized  with  the 
customer  rather  than  price. 

We  hope  to  sell  one  system  to  a  customer  in  the  near  future.  When  we  do 
so.  this  will  be  the  Field  Trial  for  United  Telephone  System.  The  results  will 
then  be  presented  to  the  UTS  Standards  Committee  for  evaluation  and  recom- 
mendations as  to  approval  as  a  system  standard. 

Please  provide  us  with  a  supply  of  .sales  brochures  and  any  other  sales  aids 
that  might  as.sist  us  in  this  initial  sale  of  the  TIE  II  System. 

Thank  you  again  for  your  assistance  and  co-operation.  Please  contact  Tom 
Morrow  (919/823-9494)  concerning  this  matter. 
Very  truly  yours, 

W.  T.  Jones, 
General  Commercial  Manager. 

Mid-Penn  Telephone  Corp., 

Meadville,  Pa.,  June  4,  1974- 
Mr.  Elliott  Tuckel, 
TIE  Communications,  Inc.. 
Stamford.  Conn. 

Dear  Elliott  :  I  am  enclosing  the  tear  .sheets  and  unsolicited  letter  that  I 
told  you  about  last  week.  Our  customer  is  not  only  completely  satisfied  but  also 
proud  of  the  TIE  installation. 

Our  installers  rate  your  equipment  "top.s".  They  state  that  it  will  require 
very  little  maintenance  and  should  give  many  years  of  very  satisfactory  service. 
Please  call  again  if  I  can  be  of  any  help  to  you. 
Very  truly  yours. 

R.  W.  HoRTON,  Commercial  Manager. 
Enclosure. 

Gelvix.  Jackson  &  Starr,  Inc., 

Meadville,  Pa.,  May  9.  1974- 
Attention  :  Mr.  R.  W.  Horton. 
Mid-Pexn  Telephone  Corp., 
Meadville,  Pa. 

Dear  Bill:  I  have  been  meaning  to  write  to  you  indicating  how  plea.sed  we 
are  with  our  new  TIE  System.  Every  mem1)er  of  our  organization  fully  appre- 
ciates the  efficiency  of  our  new  phone  system.  Perhaps  the  equipment  is  only 
surpassed  by  your  employees,  particularly  Larry  Atkins  and  Paul  Palmer 
who  installed  the  system.  We  certainly  appreciate  their  co-operation,  patience, 
and  enthusiasm.  They  are  not  only  fine  workmen  hut  excellent  public  relations 
people  for  the  Mid-Penn  Telephone  Corp. 
Thanks  again. 

Very  truly  yours, 

John  D.  Smith. 


3110 


T.I.E.  Inc., 
July  21,  1972. 
Mr.  V.  Smith, 
Western  Electric  Co., 
Cockeysville,  Md. 

Dear  Mr.  Smith  :  In  response  to  your  request  for  additional  information 
on  our  1030  Cu.stom  Key  Phone  System,  I  have  enclosed  copies  of  our  sales 
brochures  and  technical  sales  features.  I  would  also  like  to  take  this  opportu- 
nity to  explain  the  features  and  sales  potential  of  our  1030  Custom  Key  Phone 
System. 

The  1030  is  a  fourteen  button  telephone,  of  which  twelve  buttons  are  active 
line  keys  and  two  are  auxiliary  .service  buttons  (Hold  and  Exclusive  Release), 
giving  a  capacity  of  up  to  twelve  circuit  combinations  of  twelve  central  office 
trunks  or  PABX  extension  lines  and  3  thirty  station  dial  intercommunication 
circuits.  Our  system  has  all  the  features  of  the  Bell  System's  1A2  key  systems 
and  many  other  added  features  such  as  : 

Music  on  hold ;  automatic  pushbutton  restoration ;  individual  voice  paging 
to  each  station ;  "all  call"  paging  to  all  stations ;  tone  ringing  to  all  stations ; 
automatic  exclusion  to  any  or  all  stations ;  exclusive  or  privacy  release  by  any 
station;  built-in  external  paging  access;  built-in  zone  paging,  external  or  in- 
ternal ;  preset  intercom  conferencing ;  and  direct  connection  of  trunk  lines  to 
Bell's  new  STC  key  phone  interconnect  device. 

The  new  telephone  system  has  a  centralized  key  service  unit  in  which  all 
circuit  elements  are  on  reliable  plug-in  printed  circuit  boards.  This  plug-in 
construction  allows  for  fast  and  inexpensive  installation  and  repair.  Also  the 
phones  are  amphenol  connected  allowing  the  use  of  standard  telephone  cable 
and  the  re-u.se  of  in-place  cabling  where  possible.  Incandescent  line  lamps 
under  the  clear  push  button  on  the  instrument  are  capable  of  providing  excel- 
lent illumination  under  all  lighting  conditions. 

The  primary  .sales  advantages  of  the  TIE  1030  system  are  complete  flexi- 
bility, ease  of  operation,  and  low  maintenance  requirements  of  a  key  system, 
while  offering  privacy,  centralized  answering,  station  restriction,  dial  transfer 
without  operator  assista've.  station  controlled  add-on  conference  of  both  in- 
coming and  outgoing  calls,  power  failure  transfer,  universal  night  answering, 
and  Meet-rae  or  predetermined  conferencing  of  a  PABX  system.  In  addition, 
the  1030  system  provides  individual  selective  paging  and  "all-call"  paging  to 
every  instrument,  external  zone  paging  to  up  to  three  different  groups  or 
areas,  and  external  "all  call."  The  1030  System,  therefore,  provides  every  t.vpe 
of  paging  or  location  system  your  customers  could  ever  need.  Another  feature 
of  the  system  is  the  easy  expansion  from  two  to  thirty  stations  with  a  mini- 
mum of  added  expense  and  installation  labor.  All  repairs  and  relocations 
can  be  accomplished  quickly  and  inexpensively  since  all  components  are  on 
plug-in  printed  circuit  cards  or  amphenol  connected. 

To  sum  up  my  comments,  our  new  1030  key  phone  system  provides  all  the 
features  and  flexibility  of  a  key  phone  system  with  more  features  than  a  300 
series  configured  PABX,  while  being  easy  to  install  and  maintain. 

Please  call  or  write  me  or  Jack  Quinn  if  you  have  any  other  questions  con- 
cerning our  1030  system. 
"Very  truly  yours. 

Stephen  Kusick. 

Enclosures. 

July  19.  1971. 
Mr.  Daniel  E.  Clancy, 
Western  Electric  Co.. 
Neu7  York,  N.Y. 

Dear  Mb.  Clancy  :  Since  I  have  been  unable  to  get  together  with  you  re- 
cently, I  thought  I  would  bring  you  up  to  date  on  a  new  NT  1030  key  phone 
which  we  are  presently  marketing.  We  introduced  our  new  key  phone  to  the 
telephone  industry  last  month.  Our  distributors  have  installed  ten  of  these 
systems  in  the  first  two  weeks  of  June  in  the  Chicago,  Albany,  New  Jersey, 
nnd  Washington  areas.  The  initial  customer  reaction  to  the  working  systems 
has  been  very  enthusiastic. 


3111 

TIE'S  new  NT  1030  twelve  button  key  telephone  has  a  capacity  of  up  to  12 
circuit  combinations  of  12  central  office  trunks  or  PABX  extension  lines  and 
2  thirty  station  dial  intercommunication  circuits.  Our  system  has  all  the 
features  of  the  Bell  System's  1A2  key  systems  and  many  other  additional 
features,  such  as  : 

Music  on  hold ;  automatic  pushbutton  restoration ;  individual  voice  paging 
to  each  station  ;  "all  call"  paging  to  all  stations ;  tone  ringing  to  all  stations ; 
automatic  exclusion  to  any  or  all  stations ;  exclusion  or  privacy  release  by  any 
station  ;  built-in  external  paging  access ;  built-in  zone  paging,  external  or  in- 
ternal ;  preset  intercom  conferencing ;  and  direct  connection  of  trunk  lines  to 
Bell's  new  STC  key  phone  interconnect  device. 

The  new  telephone  system  has  a  centralized  key  service  unit  In  which  all 
circuit  elements  are  on  reliable  plug-in  printed  circuit  boards.  This  plug-In 
construction  allows  for  fast  and  inexpensive  installation  and  repair.  Also  the 
phones  are  amphenol  connected  allowing  the  use  of  standard  telephone  cable 
and  the  re-use  of  in  place  cabling  when  possible.  Incandescent  line  lamps 
under  the  clear  push  buttons  on  the  instrument  are  capable  of  providing 
excellent  lamping  under  all  lighting  conditions. 

Although   I   have  only  scratched  the  surface  concerning  the  capability  and 
features  of  this  new  system,   I  hope  the  enclosed  material  will  answer  some 
of  your  questions.  I  hope  this  new  information  will  be  of  some  Interest  to  you 
and  that  wecan  have  lunch  sometime  soon  in  New  York. 
Very  truly  yours, 

Thomas  L.  Kelly,  Jr. 

TIE  Communications,  Inc., 

June  5,  1971 
Mr.  J.  L.  Randell, 
Assistant  Marketing  Supervisor, 
Northwestern  Bell  Telephone  Co. 
Des  Moines,  Iowa 

Dear  Mr.  Randell:  Our  Mr.  Gilbert  Engels  has  requested  that  I  forward  to 
you  the  technical  information  requested  in  your  letter  of  5/29/74. 
The  information  is  as  follows  : 

1.  The  Los  Angeles,  California  electrical  code. 

Although  we  are  not  in  possession  of  a  California  Electrical  Code  Manual, 
we  have  enclosed  a  copy  of  the  Los  Angeles  "Regulation  for  Sale  and  Testing 
of  Electrical  Equipment".  Rule  I  standards  section  indicates  that  they  test 
with  the  same  parameters  as  those  used  by  the  Underwriter's  Laboratories. 

TIE  Communications  power  units  were  tested  and  approved  by  the  City  of 
Los  Angeles,  Department  of  Building  and  Safety,  Electrical  Testing  Labora- 
tory. 2310  Dorris  Place,  Los  Angeles,  California  90031,  under  application  file 
number  119102,  dated  12/14/73,  covering  the  PS-B  supply  and  number  122213. 
dated  4/9/74  covering  the  PS-C  supply. 

2.  Electrical  characteristics  of  the  varistor  in  the  telephone  handset. 
Enclosed  are  two  sets  of  curves  for  the  VR-GO.  which  is  provided  in  parallel 

with  the  handset  receiver,  showing  relationship  between  applied  voltage  vs. 
current,  and  applied  voltage  vs.  resistance  in  comparison  with  a  selenium  type 
device. 

3.  Documentation  from  the  Installation  and  Service  Manual  being  developed. 
Enclosed   is   a    copy    of   the   outline    for   the   TIE-2050   Installation   Manual 

covering  identification,  installation,  connections  and  operation  tests.  The  docu- 
ment has  been  given  priority  with  a  target  completion  date  of  7/15/74.  This 
will  follow  the  BSP  format. 

I  would  like  to  express  our  sincere  appreciation  for  the  consideration  that 
you  and  other  Northwestern  Bell  personnel  have  extended  to  TIE  towards  a 
favorable  recommendation  of  this  product. 

We   would    like   to   arrange  a    meeting  at   your  earliest  convenience,   in  the 
near  future,  to  discuss  further  acceptance  of  the  product.  In  the  meantime,  if 
there  should  be  any  additional  questions,  do  not  hesitate  to  call. 
Very  truly  yours. 

Wilbert  C.  Brown. 
Director  of  Research  and  Dei>elopment. 
Enclosures. 
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CITY  OF  I,OS  ANCELKS 
/rAKTMKNT  Ol"  lUJII.DING  AND         FKTY 
ELECTKICAL  TKSTINC.  LABOUATOKY 

REGULATIONS  FOR  SALE  AND  TESTING  OF  ELECTRICAL  EQUI?r/;ZN1 

Al'l'LICAULE    rOKTIONS    OF   ORDINANCE  NO.  1.1!), II!)  AND  NO.   nn.SCO 


D3.ni01.  rOWER  TO  UrCULATE.  The  Dcp.i 
lizccl.  empowered  nnd  directed  by  Division  3 
1  tlio  provisions  of  Division_4,  lo  adopt 


_.,.  ^ t  referred  lo  in  Section  93.0402  must  con- 
form before  its  approval,  and  to  malce  reasonable  rules  and 
rei^ulations  for  governing  enforcement.  Such  rules  and  reculn- 
lions.  declared  by  Section  93.0110  to  be  a  pan  of  Ihis  Code, 
.'.ball  be  reduced  to  writing  and  shall  be  filed  in  accordance 
with  Section  93  0110  in  the  office  of  the  Superintendent  of 
Building. 

ficc.  93.0102.     SALE.    INSTALLATION,    AND    USE.    No 
person  shall  .sell,  offer  for  sale,  advertise  or  displa     ' 
dispose  of  ■ 


100, 


cnlli/ 


of  gift,  loan,  rt 
install,  or  use,  any  "equipment,"  as  defined 
until  such  equipment  has  been  approved  by  the  Departme 

tju)tich  is  not  equti'alcTit  to 
d  by  the  nationally  recog- 
nized iaboralories  approucd  bu  the  Department,  protiitlcd 
cnt  parts  ujhicli  arc  equivalent  to  equipment 
listed  by  any  o/  t)ie  ahouc  laboratories  are 
npproued,  and  /urlhcr  prouidcd  such  equipment  and  its 
components  comply  with  all  provisions  of  this  Code. 

in  approved  laboratory  provided  it  is 
riformanco  with  this  Code. 
3.    Custom  equipment,  manufactured  for  a  particular  use  at 
a  specific  address,  and  complying  with  all  other  Code  provi- 
sions, may  be  accepted  by  the  Department. 
Sec.  93.0403  through  93.0412  repealed. 

Section  98.0503.  APPLIANCES,  FIXTURES  AND  EQUIP- 
MENT: 
(a)  Scope.  All  appliances,  fixtures  and  equipment  which 
are  required  by  the  respective  Codes  to  be  approved  and  for 
which  standards  are  therein  cited,  or  for  which  standards 
or  specifications  have  been  adopted  by  the  Superintendent, 
"■,  be  approved  by  the  Department  before  they  may  be  sold. 


ailed 


jsed. 


the  ■ 


lure  of  the  applicant.  Wl 
made  for  all  or  n  part  of 
iducted  in  the  field.  Shoi. 


with   the   standards,   the   Superintendent   may    use    av, 
facilities  outside  the  Dcp.irtmcnt,    provided   the   applit 


if  le.^ts  by  an  approved  Icstin^^  ajic 
full  for  granting  an  approval, 
(d)  Laboratory  Fees.  The  applii 


for 


part  or 
approval 


Chapter  IX  of  this  Code 
shall  be  accompanied  by  a  laboratory  fee  of  S120.00.  There- 
after the  application  for  renewal  of  an  approval  shall  be 
accompanied  by  a  fee  of  $75  00.  The  fees  spccifi,ed  include 
onii  hour  of  laboratory  processing  time. 

A  supplemental  fee  at  the  rate  of  $10.00  per  hour  shall 
be  due  for  all  time  over  one  hour  spent  in  receiving,  set-up. 
testing  reporting,  photographing,  clerical  and  consultation 
directly  related  to  the  application  for  approval  or  renewal. 

The  applicant  shall  agi 
appl 


writing,  as  a  part  of  the 
including  charges  I 


^...  incurred  by  the  appl. -    .  .       .. 

essing  time,  field  travel  lime  and  mileage,  and  special  charg. 
which  shall  be  in  addition  to  any  application  filing  fee. 
Certain  supplemental  fees  are  as  loUows: 

Item  Fee 

1  Field  travel  time  and  mile-  $15.00  per  trip  —  not  mo 
than  15  mile  radius. 

$25.00  per  trip  —  not  mo 
than  30  mile  radius. 

More  than  30  mile  radius- 
$25.00  plus  $0.75  per  r 
dius  mile  beyond  30  mil< 


(Field  testing, 
lion  and  standi 
rectly  related 


For  the  purpose  of  this  section,  sale  or  selling  shall  refer 
to  any  act  of  selling,  offering  for  sale,  displaying  or  adver- 
tising for  sale,  loaning,  renting,  leasing,  or  disposing  of  by 
way  of  gift  or  premium  or  otherwise,  in  connection  with  the 
sale  or  disposal  of  equipment,  fixtures  or  appliances  as  desig- 
nated in  this  section. 

A  label  or  seal  of  an  approved  nationally  recognized 
testing  agency  attached  lo  an  item  or  an  identification  mark- 
ing corresponding  lo  a  published  listing  by  an  approved 
nationally  recognized  testing  agency,  indicaling  that  the  item 
has  been  tested  for  compliance  with  the  standards  cited  in 
the  applicable  Code  or  adopted  by  the  Superintendent,  and 
indicaling  that  the  item  is  included  in  the  testing  agency's 
factory  follow-up  inspection  and  listing  service,  will  be 
accepted  in  lieu  of  approval  by  the  Department. 

This  section  shall  not 
pursuant  to  Section  98,050 

(b)  Authority  of  Superintendent.  The  Superintendent  has 
the  authority  to  establish  standards,  specifications  and  special 
requirements  for  materials  and  methods  of  construction  when 
standards  or  specifications  are  not  cited  in  the  Code. 

The  Superintendent  has  the  authority  to  establish  rules 
and  regulations  for  the  Electrical  Testing  Laboratory  govcrn- 

approvals,  and  to  establish  supplemental  fees,  including  mile- 
age charges  for  field  trips,  and  charges  for  examinations  and 

and  on  file  in  the  Department  and  shall  have  the  same  force 
and  effect  as  if  Ihey  were  included  in  any  of  the  respective 
Articles. 

(c)  Application  for  Tests  and  Approvals.  Any  person 
submitting  any  appliance,  fixture  or  equipment  for  test, 
examination,  approval  or  renewal  of  approval,  as  reouired 
by  this  section,  shall  file  an  application  therefor  with  the 
Department  on  forms  provided  by  the  Department. 

A  separate  application  shall  be  made  for  each  item  of 
appliance,  fixture  or  equipment  to  be  tested  or  examined, 
unless  otherwise  determined  by  the  Department,  and  shall 


thorized  time  1 


;  to  submit 
within  au- 
,it-not  ap- 
!  year  from 


Reopening      approval      file      $20.00 
closed  for  failure  to  renew 
within  time  limit— not  ap- 
plicable after  one  year  from 


4.  Multiple  listings — additional 
models,  product  or  firm 
names  on  approved  items  at 
time  of  approval  oi  renewal. 

5.  Modification  of  approval  — 
revision  of  names  and/or 
model  numbers  under  cur- 
rent approval,  requiring  no 
testing  or  examination. 


The  Department  may  requ 
mated  total  supplemental   fees 
total  actual  cost  of  the  applicat 
Department  on  the  bas' 
shall  be  paid  by  the 
granted.   Supplemcnl 
excess  of  the  total  a 


,  deposit 


advance.  The 

shalfbc  determined  by  the 

fees  established  by  ordinance  and 

al   fees   paid    in   advance   which 


refundable. 


i)  for  all  elec- 
shall  be  four 


The  fee  for  labels  required  by  Subseclic 
trical  equipment  approved  by  the  Deparln 
cents  for  each  label. 

(e)  Test  Samples.  At  the  time  of  filing  the  applicatii 
unless  otherwise  directed  in  wiiting  by  the  Departmcnl,  I 
applicant  .shall  submit  lo  Ihe  Eleclrical  Testing  Laboutc 
or  any  testing  agency  ns  may  be  designated  by  Ihc  Depa 
mcnt,  a  representative  production   sample 


of   the  material. 
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Hrvii-o.  ni>pli;int\'  or  equipment  lo  ^^  toslcH  find  cxnniinotl. 
liiilr.vv;    ;inani;.MnoiiIs    li:ivc    boon  "c    for    ciHullii-liiii:    tlic 

tosl<  and  cNmnniations  on  a  repress  .tivc  production  .vriniplc 
in  the  field.  Additional  samples  shall  be  made  available  as 
may  be  required. 

All  wiring  diajrrams  and  additional  electrical  samplc.i, 
inoliidinc   component.-;,    special    inci'odicnts,    or   material    re- 

S.iircd  by  Subsection  (f),  shall  be  made  available  to  the 
epartment  and  conform  lo  the  .standards  which  the  electrical 
equipment  nui,-;!  meet  before  apiiroval  can  be  considered  as 
specified  in  Sub.ccnon  (f).  If  the  electrical  item  submitted 
for  test  is  determined  by  the  Department  to  be  withm  the 
practical  ranee  of  review  by  the  Electrical  Testing  Labora- 
tory, it  shall  be  accepted  and  subjected  to  the  tests  required 
by 'Subsection  (fl.  Samples  shall  be  removed  by  the  applicant 
or  his  authorized  agent  upon  notification  to  do  so  by  the 
Department,  or  they  may  be  scrapped  upon  written  authori- 
zation by  the  applicant.  Samples  unclaimed  six  (C)  months 
after  sueh  notification  shall  be  scrapped. 

The  Department  is  authorized  without  liability  lo  itself 
or  its  authorized  representatives,  to  subject  samples  to 
destructive  tests  as  may  be  required  lo  properly  evaluate 
the  tests  and  examinations. 

(f)  Standards.  Equipment  requiring  approval  for  use. 
sale  or  installation  which  does  not  tall  within  the  scope  of 
Code  standards  or  those  standards  adopted  by  the  Supenn- 
tendent  shall  be  tested  for  compliance  with  applicable 
portions  of  these  standards.  The  Superintendent  shall  deter- 
mine the  specific  standards  or  portions  thereof  to  which  any 
specific  equipment  must  conform. 

(g)  Approvals.  Whenever  any  appliance,  fixture  or  equip- 
ment has  been  found  lo  comply  with  the  provisions  of  this 
section  and  the  applicable  Code,  the  Department  shall  issue 
an  approval  therefor  for  a  period  of  one  year.  This  approval 
is  subject  in  every  case  to  continued  compliance  with  the 
provisions  of  this  section  and  any  further  amendments  lo 
this  section  and  is  subject  to  the  requirements  of  the  appli- 
cable Article,  except  where  such  Articles  are  in  conflict 
herewith,  and  subject  also  in  every  case  to  any  change  in 
the  test  or  approval  requirements  for  any  such  material, 
device,  appliance  or  equipment. 

Items  submitted  for  approval  which  fail  to  meet  the 
test  or  examination  requirements  shall  be  corrected  and  re- 
submitted as  set  forth  in  the  Electrical  Testing  Laboratory 
rules  and  regulations  adopted  by  the  Superintendent  before 
an  approval  can  be  granted. 

(h)  Renewal  of  Approvals.  Upon  the  expiration  of  an 
approval  granted  for  any  appliance,  fixture  or  equipment. 
or  upon  any  change  in  design,  material,  method  of  construc- 
tion or  model  designation  made  during  the  period  of  approval, 
"  it  shall  he  unlawful  to  sell,  offer  or  advertise  for  sale,  or 
install  the  appliance,  fixture  or  equipment  until  a  renewal 
of  approval  has  been  granted  under  the  provisions  of  this 


niirf  mriiiiifnrliirrd  jinVir  tn  the  c.i-;tif«(ioii  of  thr  fijijTttritt, 
miitl  lie  of/e  'or  sale  ami  man  ''•'  i"..'"ll.<l  <""'  "<'''  ■" 
eaiiformoTicc  -h  this  section  ttnd  Article  3  (Elcctricul 
Code). 
No  eouipmenl,  fixtures  or  appliances  man.ifoctured  after 
the  expiration  of  its  approval  may  he  placed  on  sale  until 


has 


provided  by  the  rules  and  regulations 
or  otherwise  approved  by  laboratories  designated  by  the 
Superinlondent. 

(i)  Identification  of  Approval.  Each  item  of  material, 
and  each  device,  appliance,  fixture  or  ecniiiiment  approved 
under  the  provisions  of  this  section,  shall  be  identified  as 
may  be  required  by  the  applicable  Article  or  by  standards, 
specifications  or  rules  and  regulations  u.^der  which  the 
approval  was  granted. 

Each  item  of  electrical  equipment,  fixture  or  appliance 
approved  under  this  Article  and  Article  3  (Electrical  Code) 
.shall  bear  the  approval  label  of  the  Depariment.  attached^ 
in  a  manner  determined  by  the  standards,  or  otherwise  made 
accessible  for  inspection  without  disassembly.   Approval  la- 


shall  be 


RULE  I.  STANDARDS.  The  Laboratory  shall  test  equipment 
under  the  following  standards: 

1.  The  published  Standards  of  Underwriters'  Laborator- 
ies, Inc .  with  the  provision  that  wherever  the  words 
■'National  Electrical  Code"  appear  in  these  Standards 
the  words  "Los  Angeles  Electrical  Code"  shall  be 
substituted. 

2.  Standards  adopted  by  the  Superintendent  of  Building. 
RULLE  11.  SUPPLEMENTARY  FEES.  As  prescribed  by  Sec- 
tion 98,0502(d). 

RULE  IIL  RE-EXAMINATION.  Prior  to  the  expiration  dale 
of  the  approval  for  the  equipment,  all  of  the  following  shall 
be  submitted: 


bels  may  be  obtained  only  by  the  written  authori 
the  applicant  or  his  authorized  representative  and 
available  only  ouring  the  year  of  approval.  The  uppiiconi. 
shall  be  held  responsible  for  their  use.  No  labels  shall  be 
affixed  to  any  equipment  not  currently  approved  by  the 
Department,  nor  shall  the  labels  be  transferred  lo  the  pos- 
session of  any  unauthorized  person. 

(j)  Inspection.  Every  person  selling,  offering  or  display- 
ing for  sale,  renting  or  installing  fixtures,  appliances  or 
equipment  shall  make  such  items  available  for  inspection 
upon  the  request  of  the  Department. 

When  equipment,  fixtures  or  appliances  are  found  not 
in  accord  with  the  provisions  of  this  section  or  of  the 
respective  Codes,  the  Department  shall  give  written  notice 
Ip  the  person  violating  these  provisions  to  remove  them  from 
sale  or  use.  Any  person  failing  to  comply  with  the  provisions 
of  such  notices  shall  be  guilty  of  a  misdemeanor  and  shall 
be  subject  to  the  penalties  described  in  Section  11:00  of  the 
Los  Angeles  Municipal  Code. 

Whenever  the  Superintendent  learns  or  ascertains  that 
any  equipment,  as  defined  in  this  Code,  has  become  haz- 
ardous to  life,  health  or  property,  he  shall  order  in  v^riUng, 
that  such  equipment  be  restored  to  a  condition  of  safely  or 
be  dismantled  or  removed  from  its  present  location.  The 
written  notice  shall  fix  a  time  limit  for  compliance  with 
sueh  order.  No  person  shall  use  or  maintain  the  defective 
equipment  after  receiving  such  notice. 

(k)  Revocation  of  Approvals.  The  Superintendent  may 
suspend  or  revoke  any  approval  if  it  is  determined  that  the 
article  which  has  been  approved  is  dangerous  or  unsuitable 
for  the  purpose  intended,  or  is  of  a  quality  of  material  or 
workmanship  not  equivalent  to  that  required  by  the  Code 
or  standards  adopted  by  the  Superintendent,  or  deviates 
from  any  of  the  conditions  upon  which  the  approval  was 
granted,  or  for  any  of  the  reasons  set  forth  in  this  Article. 

RULES  AND  REGULATIONS  OF  THE 
ELECTRICAL  TESTING  LABORATORY 

given  in  writing,  the  file  shall  be  closed.  An  extension  of  not 
to  exceed  30  days  may  be  granted  if  a  request  is  received  in 
writing  prior  to  the  expiration  of  the  initial  30-day  period. 
After  a  file  has  been  closed,  it  may  bo  reopened  at  any  time 
within  1  year  thereafter  by  submittal  of  a  corrected  sample 
panied  by  £ 


applic 


fee. 


additional  reopening 
that  appli( 


1.  An 

2.  A 


98.0502(dl. 

3.    A  current  production  sample 

Failure  lo  submit  any  one  of  ll 

xpiration  dale  will  result  in  the  fil 

lay  be  reopened  at  any  lime  with! 

iillal  of  a  current   prod 


prescribed     by     Secti" 


Kiil.i:  IV.  c.iuaaA.iK 
availability  within  30  i 


ir  I 


hin  1  year  therealler  Dy  ■ 
sample  accompanied   by 

fully  c.iri'-iti-d  :.iim|.l.'  i. 


RULE  V.  PICK  UP.  In  the  event  that  applicant  fails  to  call 
for  or  remove  the  equipment  within  la  days  after  notification 
the  Department  may  have  it  crated  and  shipped  to  the  sub- 
miller,  collect,  by  the  most  convenient  carrier.  The  Labora- 
tory may  hold  equipment  until  all  fees  are  paid. 
RULE  VL  APPROVAL  LABELS.  Approval  labels  shall  be 
applied  lo  the  equipment  at  the  factory.  No  labels  shall  be 
applied  in  the  field  unless  the  particular  piece  of  equipment 
has  been  inspected  and  approved  at  that  location  and  fees 
paid  as  outlined  in  Rule  II  above. 

For  the  purposes  of  these  Rules,  "factory"   shall  mean 
the  place  of  manufacture,  or  premises  owned  or  leased  by 
the  applicant. 
KUI.E  VII.  AITMCANT.    The  applicant  sli:.ll  be  a  rcsponsi- 


!  been      be  signed  by  the  ( 
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TIE— 2050  KEY  TELEPHONE   SYSTEM— EQUIPMENT  DESCRIPTION, 
INSTALLATION,    CONNECTIONS,    OPERATIONAL    TESTS 

TIE    Practices,    Key    Telephone    Systems    Manttal,    Preliminary    Outline, 
TIE-2050  Key  Telephone  System 

SECTION   1 

Issue  1,  April  1974 

Equipment   Description 

1.  INTRODUCTION 

1.01     Outlines  purpose  and  scope  of  section  coverage. 

2.  STATIONS 

2.01  T-216  and  T-224  rotary  and  tone  models.  Text  and  Illustration.  Describes 

nomenclature,  button  configurations,  dial  options,  front  panel  controls, 
and  general  physical  characteristics. 

2.02  Wall-mounting  bracket 

3.  DSS  CONSOLE 

3.01     Text  and   Illustration.   Describes  nomenclature,  physical  and  functional 
characteristics. 

4.  KSU  CABINET  CONFIGURATION 

4.01     Line  Expansion  Cabinet.  Text  and  illustration.  Describes  physical  char- 
acteristics and  electrical  interface  to  basic  cabinet. 

5.  KSU  CARD  FUNCTIONS 

5.1       Text  and  table.  Text  describes  purpose  and  format  of  data  contained  in 
table.  Table  provides  functional  description  of  each  KSU  card. 

6.  KSU  MOUNTING  BRACKET 

6.01     Text  and  illustration.  Describes  purpose  and  physical  characteristics  of 
bracket. 

7.  POWER  SUPPLIES 

7.01  Basic   Unit   PS-B.   Text   and  illustration.   Describes  physical,   electrical. 

and  functional  cliaracteristics. 

7.02  Expansion  Unit  PS-C.  Text  and  illustrations.  Describes  physical,  electri- 

cal, and  functional  characteristics. 

SECTION   2 

Common  Equipment  Installation 

1.  INTRODUCTION 

1.0  Describes  scope  of  section  coverage  and  organization  of  information. 

2.  GENERAL 

2.01  General  discussion  of  approach  to  installation  of  key  systems. 

2.02  Descriptive  listing   of   the   stages  of  a   typical   installation  job. 

3.  COMMON  EQUIPMENT  LOCATION 

3.01  Environmental    considerations     (light,    heat,    humidity,    dust,    potential 

flooding). 

3.02  Accessibility  considerations. 

3.03  Power  requirements    (separately  fused,  unswitched  20A  outlet). 

4.  CABLING  SYSTEMS 

4.01     Discussion   of   home    run    vs.    distribution   box   installation    methods. 

5.  MDF  LAYOUT 

5.01  Materials 

5.02  Description  and  definitions  of  TIE  KSU  connecting  block  designations. 

5.03  Recommended  MDF  connecting  block  layout  schemes 

5.04  Recommended    cable   termination,    and   cross-connecting   methods. 

6.  MOUNTING 
MDF 

fi.Ol     Mounting  requirements 

6.02  Mounting  methods 

6.03  Mounting  materials 

6.04  Mounting  procedures 
KSU 
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6.05  Mounting  requirements 

6.06  Mounting  methods 

6.07  Mounting  materials 

6.08  Mounting  procedures 
POWER  SUPPLIES 

6.09  Mounting  requirements 

6.10  Mounting  methods 

6.11  Mounting  materials 

6.12  Mounting  procedures 

6.13  Grounding  requirements 

SECTION   3 

KSU    Connections 

1.  INTRODUCTION 

1.01     Outlines  purposes  and  scope  of  section  coverage. 

2.  DESCRIPTION  OF  KSU  CARD  LAYOUT 

2.01  Description,  illustrations,  and  tables  on  configuring  the  KSU  to  meet 
customer's  requirements. 

3.  CO/PBX  LINE  CIRCUIT  WIRING  OPTIONS 

3.01  Text,  illustrations  strapping  drawings  and  tables  showing  COU  circuit 
connector  strapping  for  each  VGA  type. 

4.  COMMON  CARD  WIRING  OPTIONS 

4.01  Description,  illustrations,  strapping  drawings,  and  tables  describing  the 
options  and  corresponding  strapping  on  the  folowing  KSU  common 
cards  and/or  card  connectors  . 

(a)  PGU-A/B 

(b)  MHU-A 

(c)  RGU-F 

(d)  INU-C 

SECTION    4 

MDF  Connections 

1.  INTRODUCTION 

1.0  Describes  content  and  organization  of  data  in  section. 

2.  MDF  PREWIRING 

2.01  Text,   tables,   and  illustrations.   Covers   all   permanent  interblock   wiring 

that  may  be  done  prior  to  MDF  mounting  at  installation  site. 

3.  KSU  CABLE  CONNECTIONS 

3.01  Text,  tables,  and  illustrations.  Covers  connection  of  cables  from  KSU  to 
MDF  blocks  A,  B,  C,  D,  E,  F  and  G. 

4.  STATION  CABLE  CONNECTIONS 

4.01  Text,  tables,  and  illustrations.  Covers  termination  of  station  cables  at 
MDF  station  blocks. 

5.  Text,   tables,   and  illustrations.   Covers  connection  of  these  two  units  to 

their  own  separate  I\IDF  blocks. 

6.  DSS  STATION  AND  DSS  CONSOLE  CROSS-CONNECTIONS 

6.01  Text,  tables,  and  illustrations.  Describes  cross-connections  required  be- 
tween DSS  blocks  and  KSU  blocks  A.  B,  BA,  C,  D  and  F. 

7.  STATION  CROSS-CONNECTIONS  TO  BLOCK 

7.01  Text,  tables,  and  illustrations.  Describes  corss-connections  required  be- 
tween station  blocks  and  KSU  blocks  DB,  DA,  FB,  FA. 

S.         CO/PBX    (COU)    LINE  CIRCUIT  CONNECTIONS 

S.Ol  Text,  tables  and  illustration.s.  Cover  connection  of  CO/PBX  lines  to  the 
CO/PBX  (COU)  line  circuit  terminals  appearing  on  MDF  blocks  D, 
E.  F  and  G.  Includes  infoi-mation  pertaining  to  connection  of  lines 
terminating  directly  on  the  COU  and  aLso  on  lines  coupled  through 
various  appropriate  Voice  Connecting  Arrangements. 

SECTION    5 

fetation    Instnllrutinn 

1.  INTRODUCTION 

1.01     Outlines  purpose  and  scope  of  section  coverage. 

2.  LOCATION 
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DESK  INSTALLATION 

2.01  Describes   requirements   for  installing  station  on  desk  or  table. 
WALL-MOUNTING 

2.02  Text,  data,  and  procedure  for  mounting  station  set  using  wall-mounting 

bracket. 

3.         WIRING  OPTIONS 

3.01     Text  and  illustration  describing  functions  and  showing  straps  and  inter- 
nal connections  for  individual  station  wiring  options. 


DS8  Position  Installation 

1.  INTRODUCTION 

1.01     Outlines  purpose  and  scope  of  section  coverage 

2.  LOCATION 

2.01     Considerations  for  desk  or  wall  mounting. 

3.  DSS  STATION  STRAPPING  CONNECTIONS 

3.01     Text   and    illustrations    showing   station    set   strapping   for   use   at   DSS 
position. 

4.  DSS  CONSOLE  INSTALLATION 

4.01     Description  of  requirements  and  procedures  for  connecting  console  unit 
at  DSS  position. 

SECTION    7 

Operational    Tests 

1.  INTRODUCTION 

1.01     Description  of  purpose,  format,  and  use  of  operational  te.st  procedure. 

2.  OPERATIONAL    TESTS 

2.01     Step-by-step  procedure  for  powering  the  system  and  testing  the  installed 
system  on  a  station-by-station  basis. 

NOBTHWESTEKN   BeLL, 

Des  Moines,  Iowa,  May  29,  1974. 
Mr.  Gilbert  H.  Engels, 

Executive  Vice  President.  TIE/ Communications,  Inc. 
Stamford,  Conn. 

Dear  Gil  :  We  are  returning  the  2050  system  you  forwarded  to  us  for  product 
evaluation.  We  appreciate  the  asistsance  provided  by  you  and  your  people  dur- 
ing our  review. 

We  would  appreciate  your  assistance  in  resolving  the  following  questions 
and  concerns  prior  to  releasing  our  recommendation  to  our  Headquarters  loca- 
tion. 

1.  The   Los   Angeles,    California   electrical   code. 

2.  Electrical  characteristics  of  the  Varistor  in  the  Telephone  Handset. 

3.  Documentation  from  the  Installation  and  Service  Manual  you  are  develop- 
ing- 

Upon  receipt  of  the  above  documentation,  we  believe  we  can  forward  a 
favorable  recommendation  to  our  Headquarters  for  a  product  trial  of  the  2050 
system. 

Yours  truly, 

J.  L.  Randell. 
As-<ii.9tant  Marketinff  Supervisor. 

TIE/COMMITNICATIONS,    INC., 

Maij  11.  1971 
Mr.  .7.  L.  Randell. 

Assistant  Marketing  Supervisor,  Worthwe.ftrrn  Bell, 
Des  Moines,  Iowa 

Dear  Mr.  Randell  :  Your  concern  for  a  simple  installation  and  trouble 
shooting  manual  for  the  TIE  2050  Key  System  is  well  founded. 

We  here  at  TIE  are  presently  working  on  a  manual  based  on  the  principal 
of  logic.  We  concur  that  our  technical  manual  is  to  technical  for  the  average 
installer,  and  a  great  deal  of  time  could  be  saved  both  in  installation  and 
trouble  shooting  situations  by  having  a  more  simple  format  to  work  with. 
In  addition,  routine  service  .situations  can  be  handled  without  costly  service 
equipment  being  carried  on  each  truck. 
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The  technical  writing  department  advises  me  such  a  manual  will  be  available 
by  the  end  of  this  summer  and  possibly  sooner. 

I  have  enclosed  a  copy  of  a  Northern  Electric  Practices  so  that  you  may 
have  some  idea  of  what  we  hope  to  accomplish  and  offer  in  our  manual.  Also 
enclosed  is  the  preliminary  data  sheet  on  our  SDR-108  Toll  Restrictor. 

This  information  should  assist  you  in  your  continuing  evaluation  of  TIE 
and  its  products. 

Very  truly  yours. 


Attachments:   (2)    (Omitted). 

Exhibit  3 


Gilbert  H.  Engels, 
Executive  Vice  President. 


New  York  Telephone, 

March  21,  WlJf. 


Mr.  G.  H.  Engels, 

Vice  President  Sales,  TIE/Communications,  Inc., 

Stamford,  Conn. 

Dear  Mr.  Engels  :  As  mentioned  in  your  letter  of  March  7,  1974,  evaluation 
of  general  trade  products  for  use  within  New  York  Telephone  is  indeed  handled 
through  my  organization. 

We  have  evaluated  the  salient  economic  and  feature  characteristics  of  the 
TIE  products  mentioned  in  your  letter.  This  evaluation  indicates  no  economic 
or  significant  feature  advantage  and.  in  fact,  an  economic  disadvantage  to  our 
use  of  these  products.  For  this  reason  we  did  not,  nor  do  we  intend  to,  enter 
into  a   technical  trial  of  the  particular  TIE  products  you  have  mentioned. 

This   decision   by   no   means   rules   out  further   consideration   of   other   TIE 
products.   Quite  the  contrary,  we  are  keenly  interested  in  being  made  aware 
of,  on  a  continuing  basis,  communication  products  which  you  market. 
Yours  truly. 

El  Engbokg,  Jr., 
(For  Assistant  Vice  President). 

TIE/COMMUNICATIONS,    INC., 

March  7,  197^. 
Mr.  C.  N.  Penna, 

Assistant  Vice  President,  Technical  Services, 
New  York  Telephone  Co.,  New  York,  N.Y. 

Dear  Mr.  Penna  :  Our  company  has  for  some  time  presented  to  the  New 
York  Telephone  Company  our  TIE  Key  Telephone  products  for  evaluation 
and  sale.  Personnel  from  our  Enginering,  Sales,  Customer  Service,  and  Appli- 
cations Engineering  Departments  have  met  with  your  Messrs.  Frank,  Davis, 
Pfunke,  and  many  others.  In  addition,  Mr.  Bob  Coleman  of  Allen  &  Company 
has  met  with  many  of  your  personnel,  including  Mr.  Jack  Patterson,  since 
early  fall  of  1972  concerning  the  sale  of  our  Key  Telephone  equipment  to  New 
York  Telephone  Company. 

After  numerous  meetings  with  these  and  other  personnel  from  New  York 
Telephone  Company,  we  sent  for  evaluation  during  the  month  of  October 
1973,  our  TIE  II  Key  Telephone  System  and,  later,  additional  ECON-O- 
PHONE  Series  200  telephone  instruments.  On  January  28,  1974  Mr.  Robert 
DeRosa.  our  Marketing  Manager  and  myself,  General  Sales  Manager,  met 
with  Bob  Larsen  of  your  marketing  department  to  discuss  our  TIE  II  and 
ECON-O-PHONE  series  equipment.  At  that  meeting  all  the  various  features  of 
our  system  were  presented  to  Mr.  Larsen.  I  requested  a  status  report  of  the 
equipment  sent  to  you  on  memorandum  in  October  1973.  Mr.  Larsen  explained 
that  the  equipment  was  still  being  evaluated  and  that  he  had  no  firm  test 
data,  nor  any  firm  date  for  test  trial  systems  on  any  of  our  equipment.  In 
accordance  with  Mr.  Larsen's  request.  I  sent  Mr.  Larsen  an  evaluation  and 
comparison  of  TIE's  ECON-0-KEY  system  with  Western  Electric's  recently 
introduced  COM-KEY  718  system.  A  copy  of  my  letter  is  attached. 

Since  we  have  been  advised  that  you  will  handle  the  final  evaluation  of  our 
equipment.  I  wish  to  point  out  that  we  have  not  to  this  date  received  any  true 
evaluation  of  the  equipment.  Should  there  be  any  additional  material  which 
would  assist  you  in  your  evaluation,  w  would  be  happy  to  comply. 

TIE  has  made  an  effort  during  the  past  year  and  one-half  to  provide  New 
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York   Telephone  Company  with  any  requested  materials  and  information  on 
our  Key   Telephone   Systems,   and   we  hope   that  in   the   future   we  can   have 
more  concrete  and  specific  discussions  with  you  with  regard  to  our  products. 
We  look  forward  to  hearing  from  you  shortly. 
Thank  you  for  your  courtesy  and  cooperation. 
Very  truly  yours, 

Gilbert  H.  Engels, 
Vioe  President  Sales. 
Enclosure. 

TIE/COMMUNICATIONS,    INC., 

February  22,  1974. 
Mr.  Robert  Larsen, 

Marketing  Department,  New  York  Telephone  Co., 
New  York,  N.Y. 

Dear  Mr.  Larsen  :  In  our  last  conversation  at  your  oflBce,  we  discussed  TIE's 
various  products  which  are  available  to  New  York  Telephone  Company.  You 
now  have  in  your  engineering  department  a  sample  2050  KSU,  TIE-Phone^M, 
and  ECON-0-PHONETM  200  Series  for  evaluation.  If  there  is  any  other  ma- 
terial or  equipment  that  you  would  like  to  assist  you  and  your  engineering 
department  in  evaluating  our  equipment,  please  give  me  a  call  personally. 

One  of  the  points  that  we  discussed  during  our  meeting  with  you  was  our 
ECON-O-KEY  telephone  system.  In  order  for  you  to  compare  it  to  Western 
Electric's  recently  introduced  COM-KEY  718  (7A  Communication  System),  I 
have  enclosed  a  list  (Enclosure  I)  of  some  of  the  major  differences  between 
our  ECON-O-KEY  and  Western  Electric's  COM-KEY^m.  j  have  aLso  provided 
you  with  a  comparison  (Enclosure  II)  of  Western  Electric's  list  prices  on 
their  7A  Communications  System  (COM-KEYTM)  at  10  Stations  and  5  Trunks. 
Rotary :  and  15  Stations  and  7  Trunks,  Touch  Tone :  with  the  comparable 
prices  of  our  ECON-O-KEY  System.  I  think  this  information  will  point  out 
very  clearly  that  we  have  a  more  flexible,  better  featured,  key  telephone 
system  than  the  COM-KEY^m  offered  by  We.stern  Electric.  In  addition,  our 
system  is  expandable  as  sliown  up  to  14  Central  Office  Lines  and  30  Stations. 
adn  is  still  priced  better  than  the  comparable  Western  Electric  COM-KEYTM 
product. 

I  hope  this  material  helps  you  in  your  analysis  of  our  product,  and  I  hope 
to  hear  from  you  soon. 
Very  truly  yours, 

Gilbert  H.  Engels, 
Vice  President  of  Sales. 

Enclosure:    (1) 

Enclosure    I 

TIE  ECON-O-KEY  200  COMMUNICATIONS  SYSTEM  (10  STATIONS  AND  5  TRUNK-SYSTEM  ROTARY) 


Quantity  and  item  description 


Total  Total 

Econokey  Estimated  Estimated  estimated 

equipment  other  installed  installed 

Item  cost'               cost  equipment  labor  cost 


1— TIE  lOS  common  equipment 

2    ICM 

$398.  40 
19.68 
27.80 

$398.  40 
39  36 

$50 

$100 

0 

$548.  46 
39.  3o 

5    Line  card  UN  1  COU 

139.  00 

139.00 

10 

10.  Og 

1— Music  on  hold  (MOH  includes  music  source) 

71.48 

71 '48 

71.4** 

1— Station  busy  console  watts/DSS 

10— Rotary  dial  station  E200AR 

192.  00 
104.  00 

192.  00 
1,  040.  00 

20 
250 

30 

2  500 

242.  00 
1,790.00 

Total 

1, 880.  24 

320 

640 

2,  840.  24 

1  Approximate  prices  based  on  a  minimum  volume  of  $5,000,000  annually. 

'  Based  on  an  estimated  5  hours  installation  time  per  station  with  a  labor  rate  of  $10  per  hour. 
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WESTERN  ELECTRIC  LIST  PRICES  ON  THE  7A  COMMUNICATIONS  SYSTEM  (COM-KEY)  (15  STATIONS  AND  7  TRUNK- 
SYSTEM  TOUCH-TONE) 


Quantity,  code,  and  item  description 


Total 

Corn-Key  Estimated 

equipment  other 

Item  cost               cost  equipment 


Total 

Estimated        estimated 

installed  installed 

labor  cost 


1— KGE— Key  service  unit _ 

1— 424A— 19  code  dial  KM 

1— 455A— Tone  ringing  signal  generator 

1—456A— Voice  and  tone  altering 

1— 460A— 2nd  ICM  path.. _._ 

1— KGL— tone  receiver 

7— KGG— Line  circuit  cards 

1—KGV— Night  transfer  key... 

1— KH5  (123A)— Unit  (MOM)  interconnecting. 

1—KH6—DSS  console _ 

15— KGJ— Touch-Tone  TM  station.... 

15— KGN— Privacy  lockout. 

15— K6S— Privacy  release 


$585.  00 

$585.  00 

67.50 

67.50 

38.80 

38.80 

59.50 

59.50 

99.10 

99.10 

210.  00 

210.00 

19.50 

136. 50 

5.05 

5.05 

86.70 
75.80 
8.55 
5.40 


86.70 

1,132.00 

128.25 

81.00 


Total 2,629.40 


1,000 


$735. 00 
67.50 
38.80 
59.50 
99.10 

2ie.oo 

136.  50 
5.05 


106.70 

750  2,  332. 00 

75  203.25 

75  156.00 


4, 149. 40 


Based  on  an  estimated  5  hours  installation  time  per  station  w/ith  a  labor  rate  of  $10  per  hour. 


TIE  ECON-0-KEY  200  COMMUNICATIONS  SYSTEM  (15  STATIONS  AND  7  TRUNK-SYSTEM  TOUCH-TONE) 


Quantity  and  item  description 

Item  cost ' 

Total 

Econokey 

equipment 

cost 

Estimated 

other 

equipment 

Estimated 

installed 

labor 

Tota 

estimated 

installed 

cost 

1— TIE  lOS  common  equipment 

2    ICM 

$398. 40 
19.68 
27.80 

$398.40 
39.36  . 
194.60  . 

$50 

$100 

$548. 40 
39.36 

7      1  ina  rarrl  UN    1   CHW 

194. 60 

1— Music  on  hold"''M6H  includes  music  source).... 

71.48 

71.48  . 

71.48 

1    Station  busy  console  with  DSS 

192.00 
120. 80 

192. 00 
1,812.00 

20  . 
450 

212. 00 

15-Touch-Tone  dial  station  E200AR 

2  750 

3,012.00 

1_TTCU  (Touch-Tone  kit) 

198.40 

198.40  . 

198. 40 

Total                                           

2, 906. 24 

520 

850. 

4. 276. 24 

1  Approximate  prices  based  on  a  minimum  volume  of  $5,000,000  annually. 

2  Based  on  an  estimated  5  hours  installation  time  per  station  v^ith  a  labor  rate  of  $10  per  hour. 

WESTERN  ELECTRIC  LIST  PRICES  ON  THE  7A  COMMUNICATION  SYSTEM  (COM-KEY)  (10  STATIONS  AND  5  TRUNK- 
SYSTEM  ROTARY) 


Quantity,  code,  and  item  description 


Total  Total 

Corn-key  Estimated  Estimated  estimated 

equipment  other  installed  installed 

cost  equipment  labor  cost 


1— KGE— Key  service  unit 

1— 424A— 19  code  dial  KM 

1— 455A— Tone  ringing  signal  generator 

1—456A— Voice  and  tone  altering ._ 

1— 460A— 2d  ICM  path... _ 

5— KGG— Line  circuit  cards 

1— KGV-Night  transfer  key 

1— KH5  (123A)— Unit  (MOH)  interconnecting. 
1—KH6— DSS  console... 

10— KGH— 10  button,  7  trunk  rotary  dial  set... 

10— KGN— Privacy  lockout 

10— KGS— Privacy  release. 


$585. 00 
67.50 
38.80 
59.50 
99.10 
19.50 
5.05 


$585.  00 
67.50 
38.80 
59.50 
99.10 
97.50 
5.05 


86. 70  86.  70 

67. 70  677.  00 

8.  55  85.  50 

5. 40  54.  00 


Total 1,855.65 


$50 


10 


30 

1500 

50 

50 


740 


$735.  00 
67.50 
38.80 
59.50 
99.10 
97.50 
15.05 


136. 70 

1,427.00 

135.  00 

104.00 


2,915.65 


Based  on  an  estimated  5  hours  Installation  time  per  station  vi*ith  labor  rate  of  $10  per  hour. 
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TIE  COMMTJNICATIONS,  INC., 

Stamford,  Conn. 
Date :  February  5,  1974. 
Subject :  Weak  points  of  Bell's  Com  Key. 

As  you  may  be  aware  Bell  has  already  introduced  in  a  few  states  (and  expects 
to  file  tariffs  in  several  others  in  1974)  a  new  phone  system  called  Com  Key  (for 
COMpetition  Key )  718  (for  7  lines— 18  Stations). 

The  standard  features  include :  pick-up,  hold  and  illumination  with  wink-hold, 
two  path  dial  intercom,  button  restoration  voice  and  tone  signalling,  and  multi- 
line conference  (Central  Office  Lines). 

Optional  features  are:  Privacy,  privacy  release,  music  on  hold,  station  re- 
striction, power  failure  transfer,  touch  tone,  pre-set  conference  ( maximum  of  six 
stations),  busy  lamp  console/DSS  or  busy  lamp  console/message  waiting,  and 
night  tran>sfer. 

1.  The  718  is  merely  a  modified  version  of  the  standard  Bell  10  button  key 
phone.  In  fact  it  looks  like  most  10  button  key  phones,  and  is  not  a  new  phone. 

2.  Only  Com  Key  10  button  telephone  sets  can  be  used  on  the  system. 

3.  All  Com  Key  "sets  on  the  system  must  pick  up  all  lines  on  the  system  and  all 
lines  must  appear  in  the  same  sequence  on  all  sets  (i.e.,  no  private  lines). 

4.  The  Com  Key  718  can  not  be  expanded  beyond  the  7  lines  and  18  stations 
without  going  into  Com  Key  1434  which  is  not  readily  available. 

5.  All  Com  Key  sets  must  be  located  on  the  same  premises  as  the  Com  Key  718 
system,  (i.e.,  no  off-premise  extensions). 

"  6.  The  Com  Key  718  can  not  be  combined  with  another  Com  Key  718  telephone 
system,  or  with  any  other  key  telephone  systems. 
"  7.  No  wall  sets  are  available  for  the  Com  Key  718. 

8.  Only  one  busy  lamp  console  can  be  provided  with  a  Com  Key  718  system. 

9.  Either  the  console  with  Direct  Station  Selection  or  the  console  with  message 
waiting  can  be  provided  in  the  Com  Key  718  system not  both. 

10.  You  can  not  mix  rotary  and  touch  tone  on  the  same  Com  Key  718  system. 

11.  You  can  only  use  a  maximum  of  7  auxiliary  speakers  on  the  Com  Key 

SVStG"Ifl. 

12.  The  Com  Key  system  has  one  signalling  path  which  is  used  for  both  the 
internal  intercom  system,  r.nd  Direct  Station  Selection  Console. 

13.  No  provision  for  any  internal  zone  paging. 

14.  No  flashing  key.  . 

15.  The  Com  Key  718  system  can  never  be  owned,  and  is  still  subject  to  periodic 
rate  increases.  Federal  Excise  Taxes.  _ 

The  attached  sheet  should  provide  you  with  a  further  comparison  of  the  TIE 
ECON-O-KEY  and  Bell's  Com  Key. 
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A  comparison  of  the  DSS  operating  procedures 


Bell  718  Com  Key  with  DSS  : 

1.  Operator  depresses  the  ringing 
line  and  answers  calling  party. 

2.  Oi>erator  depresses  Hold  Button 
on  her  Com  Key  instrument, 
placing  call  on  "Hold". 


Econ-O-Key  wdth  E-200A  DSS  : 

1.  Oi^erator  depresses  the  ringing 
line  and  answers  calling  party. 

2.  Operator  goes  directly  to  DSS 
and  depresses  station  key  which 
corresix)nds  to  station  she  wishes 
to  call  and  announces  the  call. 
Line  is  automatically  placed  on 
hold. 

3.  Called  party  answers  the  call  on 
his  station  by  picking  up  the 
handset. 

4.  If  the  called  party  does  not  an- 
swer, the  operator  simply  re- 
leases the  first  button  and 
presses  the  second  button  Direct 
Station  Selection  Key. 


3.  Operator  then  depresses  a  free 
intercom  button  (if  available) 
which  ties  up  the  only  register  or 
preempts  it  if  in  use. 

4.  Operator  then  depresses  the  Di- 
rect Station  Selection  Key  which 
connects  to  the  station  she  wishes 
and  she  selectively  pages  to  an- 
nounce the  call. 

5.  Paged  party  answers  the  call  on 
his  station  by  picking  up  the 
handset  and  pushing  the  appro- 
priate line  button. 

6.  If  the  called  party  does  not 
ansAver,  the  operator  must  press 
the  RECALL  key  and  then  an- 
other Direct  Station  Eelection 
Key. 

New  York  Telephone  Co., 

Marketing  Department, 

September  26,  1973. 
Mr.  SiRAGUSA :  This  is  to  confirm  our  order  for  a  three  to  four  months  trial 
of  a   6  station  TIE  II  Key   System  to  be  installed  at   1250  Broadway   on  a 
consignment  basis  as  per  our  conversation  of  September  25,  1973. 

Joseph  R.  Scistapen, 

Engineer. 
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Exhibit  4 


AN  UNFAIR  COMPARISON  BETVl 
OPERATING  EASE 


in  tull-featured  key  systems.  Bell  s  soon-to-be- 

introduced  COM  KEY  is  ECON-O-KEY  s  only  competitor 

wnen  its  imitated  and  offered  to  you.  heres  wnat 

you  can  offer  your  customers.  Question  is. 

will  you  really  \ 


3125 


GGN  COM  KGYAND  6C0N-0-KEY 
#1  IN  A  SERIES. 


ECON-OKEY  s  exclusive  single-finger  operation 

and  numan-engineered  system  forward  calls  in  less  than 

naif  the  time.  And  pay  added  dividends  in 

increased  efficiency  and  morale  Can  you  afford  to 

offer  anything  less' 


isystemdoesntoperatesmoothly  quickly  easily  and  intuitively  it  wont  get  txiugnt.  Or  it  won  t  stay  sold 


m' 


39-837    O  -  74  -  pt.    5 
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Exhibit  6 

Custom  Communications,  Inc., 

Naperville,  III.,  April  2,  1974. 
Mr.  Richard  Durante, 
TIE/Communwations, 
Stamford,  Conn. 

Dear  Richard  :  Thanks  a  lot  for  your  advice  concerning  the  RCOU  off 
premise  card  you  gave  to  our  installation  department  today.  I  think  this  new 
innovative  circuit  will  allow  us  to  offer  TIE  1030  equipment  to  a  considerably 
larger  business  Customer. 

My  installation  manager.  Guy  Krysti,  ask  me  to  drop  you  a  note  expressing 
his  appreciation  of  your  effort  not  only  for  this  card,  but  also  for  other  pro- 
cedures we  have  had  in  the  past.  It  is  my  feeling  that  not  only  has  the  TIE 
products  been  very  reliable  but  the  engineer  support  has  been  outstanding. 
Thanks  again  for  your  effort  and  constant  cooperation. 
Very  truly  yours, 

.Tames  M.  Arnold, 
President,  Custom  Communications,  Inc. 

Long  Island  Sound  Systems,  Inc., 

Lindevhurst,  N.Y.,  October  10,  1973. 
Mr.  Gilbert  Engels, 
TIE /Communications  Inc., 
Stamford,  Conn. 

Dear  Gil:  I  thought  I  would  drop  you  a  brief  note  to  tell  you  that  we 
have  just  completed  installing  our  third  TIE  2050  Key  Telephone  System. 
This  system  consisted  of  17  stations,  10  trunks,  and  was  installed,  on  time, 
with  a  minimum  of  installation  problems. 

I  visited  the  customer  and  he  expres.sed  to  me  that  the  system  was  one  of 
the  better  communications  system  he  has  ever  used.  Our  customer  was  pleased, 
also,  that  the  call  announcing  feature  allows  him  to  gain  a  great  bit  of  free 
time  each  day  from  all  his  employees. 

Thanks  again  for  your  continued  cooperation  from  both  an  installation  and 
sales  viewpoint. 

Very  truly  yours, 

Robert  Barasch. 

.Tarvis,  Inc. 
Richmond,  Va.,  February  27,  197 If. 
Mr.  Steve  Sherman. 
Sales  Manaffer,  TIE,  Inc., 
Stamford,  Conn. 

Dear  Steve:  Thanks  a  lot  for  your  recent  sales  seminar  conducted  for  our 
combined  group  at  our  home  office.  This  kind  of  support  helps  us  intensely  in 
promoting  your  product  in  our  area  and  allows  our  salesmen  to  elaborate  on 
the  features  of  your  equipment  in  a  professional  manner. 

I  thought  you  would  also  be  interested  to  know  that  we  have  just  cutover 
our  second  Econo  Key  TIE  key  telephone  system  this  week  in  Richmond. 
Both  of  these  systems  are  working  very  well  and  the  customers'  reactions 
have  been  tremendous. 

It  is  important  to  us  at  .Tarvis  that  new  equipment  which  we  offer  to  our 
customers  has  advanced,  innovated  features  but  operates  on  a  trouble  free 
basis.  The  original  installation  of  your  system  seems  to  meet  the  high  stand- 
ards of  your  1030  equipment.  As  you  know,  we  have  installed  over  35  of  your 
1030  equipment  in  the  Richmond  area  during  the  last  two  years  and  they  have 
had  a  very  high  reliability  factor. 

Thanks  again  for  your  efforts.  Looking  forward  to  seeing  you  soon. 
Sincerely, 

Carroll  B.  Jarvis, 

Vice  President. 
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Number  ol  Telephones,  United  Stales                  Numoer  of  Independent 
(Including  Puerio  Rico)  (000  omitted)                 Telephone  Companies 

YEAR-END  TOTAL        INCREASE                                 YEAR  END  TOTAL 
iqfil                          12.074                          -                       1961                            3.036 

Company  Statistics 

(^o°S!.'.o°&"o':i"t?e5r""" 

INCREASE 

1966                        16.193 

1971  21.807 

1972  23.187 

— 

5>14 

1966                           2.246 

r97T                            3.39Q 

1971                            1.807 

1972                         1.760 

47 

1972                             3.821 

431 

'°-^?o'.j;r-i''82.3%o, 

end '62 

"'■>'Y.'08°I^I=ir2%o.,ea 

-end  '62 

-n-.tc^-1^74-5%  0,196 

2  Revenues 
529 
r.58 

1973  24.670.- 

1974  26.220- 
1975 ^7:875^ 

Number  of  Independent 
Telephone  Exchanges 

YEAR-END  TOTAL 

1.550- 
1.655- 

INCREASE 

1973  1.720- 

1974  1.680- 

^^ 

1974  4.908- 

1975  5.442- 

Employe. 

YEAR  END  TOTAL 

1975                         1.645- 

(0C10!0O0"om'itl'id)"  """"' 

1961                         $    4.504 

INCREASE 

i     - 

1966                        10:997 

227 

1966                           7.900 

3.396 

1571 lU^ 

359 

1971                         14.275 

•      38.000 

■ 

1972                         15.679 

1.404 

1972                         157.000 

'°"¥i5''I-T'£%o.,ear 

end 

'°-V{o'^6°2r  210.2%  0, 

year.end  '62 

'°n'7'.firP57.9%o.,ear 

end '62 

1973                        11.535* 

1973                         17.200- 

1.521 

4.800- 

11.626. 
1975                        11.718. 



— ^ 

1974  19.000" 

1975  20.950- 

1.950 

1974                      164.000- 

1975  ■                   167,000. 

3.000- 

Continued  from  page  4 

munc  to  local  ills,  exempt  from  local 
responsibilities  and  answerable  only 
to  some  higher  authority  in  some 
other  place.  On  the  contrary,  tele- 
phone companies  should  take  the 
lead  in  nudging  the  community  con- 
science, in  pointing  a  finger  at  local 
deficiencies  (or  excesses)  and  in 
planning  and  helping  to  implement 
corrective  programs.  At  the  same 
time,  telephone  companies  must  dem- 
onstrate anew  that  they  consist  of 
people — hard-working  friends  and 
neighbors — who  are  as  concerned 
with  the  quality  of  life  in  their  re- 
spective communities  as  any  other 
citizen.  Telephone  employes  must  be 
encouraged  to  demonstrate  such  con- 
cerns through  leadership  in  civic, 
cultural  and  political  activities  at 
the  grass  roots  level.  Obviously,  the 
best  encouragement  is  for  manage- 
ment to  set  the  example. 

In  short,  if  we  treat  telephone  em- 
ployes as  though  they  should  have 
pride  in  who  they  are,  what  they  do 
and  where  they  do  it,  they  «'i»  be-  ' 
come  proud.  That  pride,  in  turn,  will 
be  reflected  in  even  better  workman- 
ship on  the  .iob  and  noted  favorably 
by  those  who,  otherwise,  would  be 
inclined  to  denigrate  employe  efforts 
as  well  as  those  of  their  employer*. 

People  form  attitudes  about  things 
or  other  people  without  conscious  ef- 
fort That  means  that  attitudes  can 
be  molded  by  those  who  are  con- 
cerned enough  to  do  the  molding.  I 
submit  that  the  telephone  industry 
has  attitude  problems  with  at  least 
two  important  "publics'* — customers 
and  employes —  and  that  a  success- 


ful, simultaneous  treatment  of  both 
will  enhance  our  ability  to  deal  with 
all  those  other  adversities  which 
often  monopolize  our  time  but  which, 
in   reality,   should   be   secondary   in 


Case  sees  earnings, 
service  as  'inseparable' 


THE    TELEPHONE    custome 

fundamental  requirement  is  that 

be  provided  with  good  service  at  fl 

prices.  The  U- 


telephone  industry 
has  responded  to 
this  dual   impera- 


dards  unapproach- 
ed  anywhere  else 
in  the  world  and 


W.Case 


that  have  made 
America's  telephone  service  an  un- 
paralleled value  tor  all  consumer 
classifications. 

But  good  service  is  not  sUtic.  Our 
companies  must  progress  constantly 
to  keep  pace  with  the  expanding 
telephone  needs  of  a  population  that 
is  growing  rapidly  in  affluence  and 
sophistication  as  well  as  in  numbers. 

In  consequence,  the  Independent 
telephone  industry's  expenditures  on 


...^.^ „  an  average  of  some  $3.6 

billion  per  year  over  the  decade  im- 
mediately ahead-  We  are  prepared 
to  meet  this  challenge,  but  to  do  so 
our  companies  must  be  permitted  to 


The  fact  is  that  earnings  and  ser- 
vice are  inseparably  linked.  The  av- 
erage telephone  company  is  able  to 
generate  internally  only  a  little  over 
half  of  its  total  construction  ex- 
penditures. The  other  half  must  be 
attracted  from  investors,  by  means 
of  either  stock  issues  or  various  types 
of  loans.  Whatever  the  medium  used, 
the  availability  of  investment  capi- 
tal is  dependent  on  the  existence  of 
adequate  earnings. 

Telephone  executives  have  varying 
ideas  as  to  what  their  companies 
should  earn.  The  viewpoint  that 
counts,  however,  is  the  investor's: 
it  is  he  who  decides  how  good  our 
earnings  must  be  in  order  to  attract 
his  money.  And  he  has  been  telling 
us  in  unmistakable  terms  that  our 
current  earnings  level  is  too  low. 

The  common  stocks  of  telephone 
companies  are  not  faring  well 
enough  in  today's  marketplace — 
some  of  them  have  actually  been 
selling  at  less  than  book  value.  Sim- 
ilarly, an  unenthusiastic  market  has 
applied  high  interest  rates  to  our 
bond  issues,  and  our  commercial 
loans  also  have  required  an  interest 
premium. 

These  financing  problems  are  di- 
rectly attributable  to  the  inadequate 


nued  on  page   6 
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Table  3  Bell  System  Statistics* 

Number  of  Telephone."  (000  o 

mitled) 

[zi&To'o":^,,^.°ir '""■'""" 

Plant 

Bell  System  E. 

change. 

Year  End  Total 

ncrease 

\tti        n:m 

2.759 

\tn 

33.385 
36.229 

F.II 

9    5 

6:750 

-10 

tU          lti?2 

i5?.' 

6.768 

+  18 

I   8 

fjlt 

+  ,« 

11        tfiii 

r.r. 

\tti 

46092 

1:583 

19  i9 

ttg                  95:943 

1970 

56  171 

il? 

1:762 

_-2 

ii??                 1EII89 

3.960 

1972 

IIV?                \olin 

5.112 

6:397 

-    2. 

'=>'%'.?;ri''59..%o., ear-en 

d62 

10-,e^a^r^Growth 

139%  ol  year 

end '62 

' 

1973                       lU,178t 

5.367t 

1973            . 

75.729, 

iii^l^l 

Operating  Revenue.  (000.000 

omitted) 

Operatina-Compan,  Employe 

telephone  subsidiaries,  and  ^el 

and  Cincinnati  BelDwhose  common  stocks 

r.f„Z7esVrs%%'i?MfJ,.o 

9.796 

585.941 

Sou;c"'e^AT&T 

964 

10.649 

1964 

+  18.636 

1    1419 

1.099 

1967 

673.316 

1967 

17,369 

1970 

+3f-4ii 

1972 

2.436 

il72 

10-year  Growth 

10-year  Growt 

133%olyeai 

1973 

23.218, 

1.830, 

+  22.062 

Continued  from  page  3 
seen  in  the  fact  that  while  the  10- 
year  period  ending  Dec.  31,  1972, 
saw  a  139%  net  addition  to  plant 
value,  there  was  only  a  ST.g'^ 
growth  in  employes.  Comparable 
figures  for  the  Independents  are 
210%  and  57-9%. 

In  Table  4  one  finds  that  the  fast- 
est decade  rates  of  growth  in  tele- 
phone plant  are  buried  cable 
(1013%  ),  large  private  branch  ex- 
changes (310%),  central  office 
equipment  (258%),  and  under- 
ground conduit  (247%,).  In  abso- 
lute growth  in  the  1962-72  decade. 


CO  equipment  remains  on  top  (and 
probably  will  for  many  years  to 
come  in  view  of  the  way — thorough- 
ly logical—the  FCC's  Uniform  Sys- 
tem of  Accounts  allocates  the  parts 
of  telephone  plant),  though  second 
place  has  been  taken  over  from 
aerial  cable  by  buried  cable. 

For  Bell,  the  top  10-year  growth 
rates  for  plant  and  equipment 
spending  are  for:  buried  cable  (up 
365%);  large  PBXs  (187%.),  cen- 
tral office  equipment  (160%),  un- 
derground conduit  (141%  ),  vehicles 
and  other  work  equipment  (140%) 
and  buildings   (139%). 


Again  with  Bell  as  in  Independent 
figures,  on  a  gross  basis,  CO  equip- 
ment led,  followed  by  total  station 
equipment,  buildings  and  buried 
cable. 

Dataphones'  five-year  growth 

Independent  dataphone  growth 
resumed  again  in  the  most  recent 
year  for  which  statistics  are  avail- 
able, 1972  (Table  6).  The  net  in- 
crease was  3037  sub.sets.  which 
contributed  to  a  five-year  rise  of 
185%  of  yeai-end  1967.  Bell's 
30.500  additional  dataphones  in 
Continued  on  page  ? 
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earnings  produced  by  deficient  pric- 
ing. Telephone  rates  have  risen  only 
about  a  third  as  much  as  the  con- 
sumer price  index  over  the  past  10 
years.  However  proud  we  properly 
may  be  of  our  past  accomplishments 
in  resisting  inflationary  pressures, 
the  time  now  has  come  to  correct 
this  pricing  maladjustment — in  the 
long-term  interests  of  our  custom- 
ers. 

Here  is  the  greateat  challenge 
facing  the  telephone  industry  today. 
We  must  maintain  and  continuously 
enhance  the  high-quality  service  per- 
formance which  consumers  have  ev- 


ery right  to  expect  of  us.  We  can  do 
this  only  by  achieving  fair  earnings, 
which  In  many  areas  presently  are 
unattainable  without  rate  increases. 
But  public,  and  hence  regulatory, 
recognition  of  the  full  magnitude  of 
the  industrywide  need  for  rate  relief 
is  dependent  ultimately  on  a  much- 
improved  public  understanding  of 
this  vital  relationship  between  good 
service  and  adequate  earnings. 

On  the  national  level,  important 
progress  is  being  made  toward  get- 
ting the  message  across  to  opinion 
leaders  by  means  of  a  50%  expan- 
sion of  the  U.  S.  Independent  Tele- 
phone Assn.'s  public  relations  ad- 


vertising budget.  USITA's  current 
advertising  program  and  associated 
communications  projects  are  focused 
very  effectively  on  explaining  the 
critical  role  of  improved  earnings 
in  offsetting  inflation  and  enabling 
service  expansion. 

But  USITA  cannot  do  the  job 
alone.  Telephone  companies  through- 
out the  country  must  individually 
shoulder  the  principal  responsibility 
for  bringing  the  facts  to  the  atten- 
tion of  the  communities  they  serve. 

In  the  final  analysis,  all  opinions 
are  local,  and  all  campaigns  aimed 
at  effecting  a  basic  change  in  public 

Continued  on  page  6 
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telephone  industry  but  only  sharpen 
lu  »bllity  to  meet  the  circumsUnces. 
We  are  part  of  an  industry  of  dedi- 
catipn,  which  can  rise  to  meet  many 
challensea.  D 


U.S.  economy  is  the  key 
to  telco  gains,  Reuss  says 


STEADILY  growing  demand  for 
telephone  services,  coupled  with  ris- 
ing call  volumes,  made  1973  the 
best  year  in  Cen- 
^^^^^^^  tral  Telephone  & 
^^^^H|^|  Utilities'  history. 
^^^V33B  What  we  might 
V  V     expect  In  the  new 

Hi  I M    y*"'-  unfo''"- 

■^^  ^^M  nately,   has   been 

1m,  Vs  M  blurred  by  the 

■k;fe-^B  nation's    energy 

■^I^^H  Shortage.  Predict- 

l^k^k  ^H  ing   the   state   of 


R.  P.  R«« 


our  business  over 
the  next  12 
months  is  merely 
"best  guessing"  until  we  get  a 
clearer  picture  of  the  dimension  of 
the  shortage  and  its  potential  im- 
pact on  the  national  economy. 

Energy-related  dislocations  in  the 
economy,  accompanied  by  higher 
unemployment  and  worsening  ma 
terial  shortages,  might  be  expected 
to  reduce  telephone  gain  and  force 
cutbacks  in  construction  budgets. 

On  the  other  hand,  we  could  just 
as  easily  benefit  from  a  sharp  in- 
crease in  long  distance  calling  if 
fuel  shortages  force  families  and 
businessmen  to  curb  travel  plans. 

Set  against  the  backdrop  of  an 
uncertain  economy,  CTU's  scenario 
for  1974  calls  for  construction  ex- 
penditures of  about  $130  million,  a 
healthy  increase  from  1973's  esti- 
mated $117  million.  Telephone 
spending  will  account  for  about 
»12'0  million  of  our  total  outlay. 

The  major  thrusts  of  our  1974 
telephone  program  will  be  in  the 
areas  of  modernizing  and  expand- 
ing switching  facilities  and  outside 
plant  to  meet  increased  demand  and 
to  upgrade  and  improve  the  quality 
of  customer  service. 

By  the  end  of  the  year,  we  expect 
to  be  serving  more  than  1.2  million 
telephones,  Ih'/,  of  them  with  one- 
party  service.  One-third  of  our  cen- 
tral office  lines  will  offer  touch 
calling  capability  and  73%  of  all 
outside  plant  will  be  subsurface. 

The  system  will  also  have  reached 
a  significant  milestone  in  1974  with 
the  addition  of  its  first  two  central 
office  electronic  switching  systems 
in  North  Carolina  and  Nevada. 

The  number  of  telephones  we  add 
during  the   year   and   call   volume 


Plant  Investment  Rev 


Budgeted  or  Estimated 


General  Telephone 
(',f.'l§'o.°o"c;^or°'--W.300 

J2.100 

$960 

$1,000 

$1,100 

$1.260 

269 
140 

("isiF^"^'"^- 

.951 

5134 

226 

272  8 

3103 

Continental  Teleptione 
(l^goi.OOO)                  1.532 

345.1 

195 

232 

249 

Central  Telephone 

835 

300    , 

132 

117 

130 

(6lto'io7"'°'"- 

428 

93 

50.6 

61 

61 

63 

""fe'JlXeCorp. 
(542.500) 

337.6 

95.9 

31.1 

32.8 

41.2 

37.1 

Puerto  Rico 

^^.^TelegraphCo. 

147 

40.7 

16 

18  1 

22 

20.8 

SF-- 

88 

21 

99 

11.8 

12.7 

13.9 

a»]-- 

84 

18.5 

76 

10 

14.2 

12 

Winter  Park 
<,^2f.=3^0*'or^"°- 

80 

21 

16.3 

19 

18 

18 

(106'.500) 

87.5 

14.15 

12.25 

4  39 

7.06 

7.5 

Illinois  Consolidated 

52 

15.4 

6  05 

6  1 

5.0 

7,0 

Ing^naTelephone 

41 

12.46 

4  73 

5.68 

7.66 

4.78 

^ll^phoneCo. 

44 

11  5 

3.6 

'    3.8 

4.5 

not  available 

S~- 

56 

14 

11.3 

14  08 

11.39 

not  available 

:^Sr^-"'" 

""44.9 

9.45 

40 

4.0 

4.0 

not  available 

ieJ%yo)°"'  '^°' 

32.15 

8.7 

341 

3.45 

3.5 

not  available 

Telephone  & 
^^Da,a^Svstems,ln 

■40.47 

8.35 

4.95 

4.41 

8.82 

7.69 

SF"'"'"- 

29 

6.8 

2.22 

4.0 

5.0 

7.0 
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and  inside  plant  equipment  (in  that 

order ) . 

Two    important   traits 

Recently  AT&T  Board  Thairman 
.lohn  D.  deButts  announced  that 
Bell  operating  companies  will  mo\e. 
as  a  long-term  goal,  toward  cost- 
hased  pricing  and  away  from  flat 
rate  service.  This  is  an  aggressive 
response  to  a  persistent  competitive 
threat — and  one  more  firm  step 
among  many  taken  by  telcos,  both 


Independent  and  Bell,  this  yeai 
the  increasingly  competitive  clii 
that  will  exist  in  1974,  aggre.-i: 
ness  along  with  innovativeiiess 
be  necessary  operating  char;ut 
tics  for  the  telcn  which  want 
prosper.  Moie  and  more  telcus 
showing  up  this  way.  and  thi.< 
gurs  well  for  their  future.  It  sh 
help  them  get  through  the  111 
tainties  of  1974's  first  half  an 
into  the  better  business  condii 
forecast  by  many  for  the  sc 
half. 
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which  now  totals  approximately  211 
million,  will  gtovi  by  nearly  two 
million  persons  in  1974  and  10  mil- 
lion over  the  next  five  years.  More 
than  1.6  million  new  households  are 
expected  to  be  formed  during  1974, 
representing  a  significant  increase 
over  the  70  million  households  in 
existence  in  the  U.S.  at  the  end  of 
1978.  Included  in  this  anticipated 
expansion  is  the  growing  trend  to- 
ward "non-family"  households,  in 
which  only  one  person  resides  in  a 
dwelling  unit. 

To  capitalize  further  on  opportu- 
nities in  the  residential  market,  the 
GTE  telephone  companies  will  con- 
tinue to  direct  strong  attention  dur- 
ing 1974  to  service  improvement 
programs  and  new  facilities  that 
make  possible  new  and  expanded 
services.  In  addition,  local  calling 
areas  will  be  enlarged  in  many  oper- 
ating territories,  and  direct-distance- 
dialing  will  be  extended  to  additional 
exchanges.  Marketing  programs  for 
extension  telephones,  "decorator"  in- 
struments and  specialized  residen- 
tial services  will  be  emphasized. 

As  our  business  customers'  needs 
become  increasingly  complex  in 
1974.  we  will  introduce  better  ways 
to  serve  them  through  a  variety  of 
new  products  and  services,  as  well  as 
through  more  versatile  use  of  exis- 
ting service  offerings.  We  are  con- 
fident that  our  ability  to  provide  a 
wide  range  of  services,  tailored  to 
meet  the  customer's  specific  needs, 
will  enable  us  to  maintain  our  tradi- 
tionally strong  position  in  the  highly 
competitive  business  market. 

We  will  continue  during  1974  to 
place  strong  emphasis  on  expanding 
the  application  of  new  technologi- 
cal advances.  Additional  electronic 
switching  systems  will  be  installed 
in  large  and  small  exchanges,  thus 
giving  us  the  capability  of  offering 
a  wider  range  of  services  to  a  broad- 
ening market. 

At  the  same  time,  the  GTE  tele- 
phone companies  will  continue  to 
make  more  efficient  use  of  existing 
transmission  facilities  by  extensive 
installations  of  new  and  improved 
equipment.  The  buried  cable  pro- 
gram will  be  extended  to  many  more 
GTE  communities  with  the  result 
that  service  reliability  will  be  im- 
proved while  the  elimination  of  pole 
lines  will  enhance  the  appearance  of 
the  area. 

The  shortage  of  energy  has  become 
a  matter  of  critical  importance  in 
recent  months,  and  is  expected  to  re- 
main a  major  national  problem  for 
the  next  several  years.  How  seriously 
the  telephone  industry  will  be  af- 
fected remains  to  be  seen,  but  all 
GTE  companies  are  already  partic- 
ipating in  a  coordinated  program 
aimed  at  conserving  electricity  and 
fuel — both  for  heating  and  for  motor 
vehicles.  Our  employes  are  extend- 
ing these  conservation  measures  to 


their  home*  u  well.  This  overall 
program  was  bom  of  the  firm  belief 
that  companies  and  Individuals  must 
take  strong  steps  now  in  an  effort  to 
•void  the  serious  problems  that  can 
•rise  from  excessive  use  of  our  en- 
ergy resources  during  a  period  of 
shortages. 

The  GTE  companies  will  exert 
their  best  efforts  as  well  as  their 
diverse  technological  skills  toward 
assuring  that  communications  serv- 
ices  continue  without  interruptions 
caused  by  energy  shortages.  We  view 
this  as  a  matter  of  vital  importance 
to  our  customers,  the  communities 
we  serve  and  the  nation. 

Dealing  with  the  numerous  prob- 
lems arising  from  inflation,  rapid 
growth,  the  energy  crisis  and  other 
major  issues  with  which  we  are  faced 
will  not  be  easy.  And  these  problems 
will  certainly  make  it  even  more  im- 
portant for  us  to  continue  and  re- 
emphasize  our  efforts  to  achieve 
greater  appreciation  among  custom- 
ers, regulatory  bodies  and  the  public 
at  large  of  the  close  relationship  be- 
tween the  telephone  industry's  eco- 
nomic health  and  the  provision  of 
high  quality  communications.         □ 


Commonwealth  emphasis 
shifts  to  growth  spending 


OUR    1974   and    1975   construction 

programs   represented   an   increase 

of    approximately    10':'^     over    the 

preceding  year  in 


xpenditur 


J.  B.  Hibbard 


grams  at  Com- 
monwealth reflect 
a  history  of  serv- 
ice improvements. 
We  have  spent  a 
considerable  por- 
tion of  our  con- 
struction dollar 
for      "moderniza- 


ex- 


ample,  17. 90^  in  1973;  while 
"growth"  and  "standing  still"  rep- 
resented 60.8^1  and  21.3%,  respec- 
tively, of  the  capital  dollar; 

Our  1974  program  is  budgeted  at 
$12.7  million  with  a  change  in  allo- 
cation of  capital  dollars — 63.5%  for 
"growth"  and  31.2' ■,  for  "standing 
still"  expenditures.  Perhaps  more 
significant  is  the  changing  trend  in 
the  distribution  of  the  capital  dol- 
lar to  switching,  station  apparatus, 
outside  plant,  etc.  During  the  1968- 
72  period.  Commonwealth  allocated 
19.97,  of  its  construction  dollar  to 
switching  equipment,  20.2%  for 
station  apparatus,  and  47.1%  for 
hardwired  outside  plant  In  our 
1974   program,   the   distribution   is 


set  at  26.4",  for  switching,  27.5'?; 
for  station  apparatus,  and  33';',  for 
hardwired  outside  plant.  Our  cen- 
tral office  modernization  program, 
in  the  1974-76  period,  includes  five 
major  central  office  replacements 
— more  than  in  other  periods  in  our 
history. 

Construction  planning  seems  par- 
ticularly challenging  at  this  time; 
and  flexibility  and  Imagination 
seem  more  important  than  ever. 
Accommodations  must  be  made  to 
the  impact  of  continuing  change  in 
regulatory  thinking,  develoning^ 
competition  and  the  possibilities 
raised  by  the  energy  situation.      Q 


Rochester  Tel  cites  pace 
of  continuing  change 


1 


J.  H.  Cline.  Vice  President — 
Engineering  &  Construction 
Rochester  Telephone  Corp. 

THE    ACCELERATING    pace    of 
change  and  its  ripple  effect  on  all 
sections    of    our    current    society 
comprise  what  is 
probably  the  sin- 
gle   most    impor- 


our  industry  to- 
day. It's  not  a  new 
trend.    Change   is 


historically  it  has 

I  Ti  /^/.«.  ^^"  8  '«ss  urgent 

J.H.Clme  foree  than  it  is  to- 

day, easier  to  re- 
spond to  and  more  predictable. 

Those  days  have  vanished.  Change 
is  still  change,  but  there's  an  un- 
certainty about  it,  a  relentlessness 
that's  awesome.  We  now  find  our- 
selves as  a  nation,  as  an  industry, 
as  people,  in  another  era,  one  beset 
with  shortages,  with  rising  prices, 
with  mounting  public  distrust  of 
once  honored  institutions. 

At  the  same  time  it  seems  to  me 
that  our  industry's  potential  for  ser- 
vice, for  contributing  to  the  public 
good  has  never  been  greater.  Ad- 
mittedly, there  are  certain  negative 
influences:  certainly  the  energy 
crisis  will  have  an  impact  on  our 
operations,  if  not  our  service  lev- 
els; interconnect  suppliers  and  other 
vendors  will  make  further  inroads 
on  our  revenues,  unless  we  compete 
imaginatively  and  effectively;  short- 
ages of  critical  materials  will  be- 
come worse  and  will  probably  af- 
fect our  capability  for  improving 
and  expanding  our  systems;  and, 
finally,  there's  little  doubt  that  in- 
flation will  continue  to  erode  our 
traditional  rate  structures  and  com- 
plicate our  financings. 

But  at  the  risk  of  sounding  Polly- 
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knniah,  consider  these  positives: 
from  (II  indications,  the  energy  cris- 
is will  result  in  increased  telephone 
usage, -es  businesses  and  people  re- 
duce their  travel.  And  let  me  add 
that  it's  not  a  question  of  our  ben- 
efiting from  a  national  calamity; 
it's  simply  a  case  of  providing  a 
substitute  service. 

Competition.  In  our  Judgment, 
there  are  some  fresh  winds  blowing 
today  that  carry  the  promise  of 
shifting  the  direction  of  some  of 
the  competitive  trends  within  our 
industry.  Some  forms  of  competition 
will  undoubtedly  be  strengthened, 
but  recent  challenges  are  focusing 
new  attention  on  the  whole  issue  of 
whether  competition  in  an  industry 
that  is  providing  by  far  the  finest 
communications  service  in  the  vzorld 
is  in  the  best  interests  of  the  public. 

Shortages.  The  immediate  impact 
could  be  serious,  but  the  long-term 
effect  will  be  to  intensify  the 
search  for  substitute  materials  and 
methods. 

Inflation.  Experience  is  clearly 
proi-ing  the  need  for  frequent  rate 
relief  and  the  development  and  im- 
plementation of  new  rating  con- 
cepts to  insure  continued  high  qual- 
ity service. 

Cardinal  Newman  once  wrote 
that  "to  live  is  to  change,  and  to  be 
perfect  is  to  change  often."  We  can 
never  have  the  temerity  to  claim 
we  offer  perfect  telephone  service, 
but  we  can  always  try.  That  should 
remain  our  objective,  and  to  achieve 
it,  we  cannot  simply  survive  change, 
we  must  anticipate  and  shape  it.  Q 


'We  can't  slow  down 
and  wait':  Kertz 

Hubert  L.  Kertz 

Vice   President — Construction    Plans 

American  Telephone  &  Telegraph  Co. 

THE    BELL   SYSTEM   expects  to 
spend  slightly  less  than  $10  billion 
for   construction    projects   in    1974 
to  meet  the  needs 
for    telecommuni- 
cations services. 

The  reason ;  De- 
spite the  prospects 

k^L  ^'"^B      decline, 
Jjrt?      /J      ^'"^     ^°'^''' 
IwjKrV  /jH      wait.  We  \ 

L^^^jH      the  publi< 
l^^^fll       but  the  public 

way  of  wanting 

'hat    it    wants 

when  it  wants  it. 

We  have  to  be  ready.  That  takes  time 

and  money. 

That  1974  construction  budget  is 
designed  to  provide  facilities  for: 

•  New    homes,    new    factories, 
new    shopping    centers,     increased 


uld  if 


H.L.  Kertz 


usage  of  the  telephone. 

•  Relocating  equipment  for  to- 
-day's highly  mobile  society. 

•  Replacing  worn  out  or  dam- 
aged plant. 

About  647r  of  the  Bell  System 
program  is  required  to  meet  the 
:  growth  factor.  That  covers  provid- 
ing service  to  new  customers.  It  also 
provides  for  increasing  usage  and 
demand  for  more  advanced  service 
by  our  existing  customers. 

Modernizing  accounts  for  about 
14'/(  of  the  budget.  This  is  to  provide 
Improved  standards  of  opc-ation,  in- 
creased operating  efficiency  and 
also  better  working  conditions. 

About  17%  of  the  construction 
budget  will  be  used  to  relocate  and 
reinstall  telephones  to  accommodate 
the  movement  of  customers — both 
for  their  homes  and  their  businesses. 

We  will  spend  about  h';'<  for  plant 
replacement — to  restore  service  im- 
paired by  storms  or  other  natural 
disasters,  to  replace  worn  out  equip- 
ment and  to  relocate  facilities  to 
meet  public  requirements  such  as 
highway  construction. 

A  major  amount  of  the  moderniza- 
tion outlay  will  be  for  conversions  of 
panel  and  step-by-step  central  of- 
fices to  electronic  switching  sys- 
tems. By  the  end  of  1974,  ESS  will 
serve  14  million  telephones. 

Another  modernizing  element  is 
the  Traffic  Service  Position  System 
which  replaces  manual  toll  cord 
boards  with  cordless  consoles.  TSPS 
permits  customers  to  dial  credit  card, 
collect  and  pay  station  calls  with 
minimum  operator  help.  About  57 
million  phones  will  be  connected  to 
TSPS-type  offices  by  the  end  of 
1974. 

Modernization  also  includes:  dial- 
tone-first  projects  for  coin  lines,  911 
emergency  service,  improvement  of 
network  transmission  and  rural 
service  improvement  involving  en- 
largement of  base  rate  area  bound- 
aries and  reduction  of  rural  zones. 

Planning  plays  a  vital  role.  The 
individual  Bell  operating  companies 
carefully  prepare  their  own  con- 
struction budgets  and  then  send 
them  to  AT&T  where  they  are 
blended  to  form  a  Bell  System  bud- 
get. The  planners  consider  the  facil- 
ities and  equipment  needs  but  are 
aware  that  what  is  added  tomorrow 
must  work  with  what  we  have  today. 

They  also  are  alert  to  the  inflation 
that  has  influenced  the  total  size  of 
the  construction  budget  tremendous- 
ly in  recent  years.  Inflation's  effect 
on  the  '74  budget  is  estimated  at 
about  $3  billion  with  reference  to 
1967  costs. 

But  when  a  housewife  in  Boulder, 
Colo.,  or  a  businessman  in  Auburn, 
Ind.,  wants  a  telephone  installed. 
they  don't  want  to  wait — or  hear 
about  the  pressures  of  inflation. 

We  have  to  be  ready  for  that  when- 
ever the  request  is  made.  D 


Exhibit  8 

[From  the  New  York  Times,   Feb.   5,   1974] 

A.T.  &  T.  1973  Net  Is  Up  18.2  Percent  to  Record 

UTILITY  LEADS  WORLD  IN  PROFITS TOTAL  REVENUES  CLIMB 

(By  Gene  Smith) 

The  American  Telephone  and  Telegraph  Company  report  for  1973  issued 
yesterday  showed  that  the  giant  utility  was  still  the  world's  biggest  money 
maker. 
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The  preliminary  annual  report  placed  earnings  at  a  record  $2.99-billion, 
equal  to  $5.06  a  share.  This  was  18.2  per  cent  higher  than  the  previous  high 
of  $2.53-million,  or  $4.34  a  share  on  fewer  shares,  reported  a  year  earlier. 

The  telephone  company's  revenues  increased  by  12.6  per  cent  in  1973  to 
$23.53-bilIion  from  $20.9O-billion  in  1972. 

By  contrast,  the  Exxon  Corporation  displaced  the  General  Motors  Corpora- 
tion as  the  American  manufacturer  with  the  highest  profits.  Exxon's  1973 
profits  rose  by  59.5  per  cent  to  a  peak  of  $2.44-billion,  while  General  Motors 
reported  1973  net  of  just  under  $2.40-billion,  up  10.9  per  cent  over  1972. 

Commenting  on  1973  earnings,  John  D.  deButts,  chairman  of  A.T.  &  T.  said  : 

"While  1973's  results  are  good,  they're  not  good  enough  in  the  context  of 
inflation  and  the  amount  of  capital  required  to  provide  ever-improving  service. 
Our  aim  is  to  improve  on  the  8.30  per  cent  return  on  total  investment  we 
achieved  last  year." 

RISE  IN   SALES  REPORTED 

He  pointed  out  that  1973  net  income  included  $46.6-million  from  the  sale  of 
shares  of  the  Communications  Satellite  Corporation.  This  produced  a  gain  of 
almost  $20-million,  or  8  cents  a  share,  net  of  related  income  tax. 

The  A.T.  &  T.  earnings  report  was  released  .iust  after  noon.  The  company's 
stock  closed  at  50^4,  off  %.  in  trading  on  the  Big  Board.  Its  turnover  of 
148.500  shares  made  it  the  third  most  active  issue  of  the  day.  The  range  in 
1973-74  trading  is  from  a  low  of  45%  to  a  high  of  55. 

Mr.  deButts  stated  for  the  first  time  "it  now  seems  probable  that  A.T.  &  T. 
will  not  offer  common  equity  in  1974."  He  continued : 

"Rather,  we  anticipate  meeting  Bell  System  requirements  for  external  capital 
in  1974  .  .  .  primarily  through  reliance  on  debt  issues.  We  are  looking  ahead 
to  1975  and  the  more  than  $1.5-billion  in  common  equity  we  expect  to  derive 
at  that  time  through  exercise  of  the  warrants  we  issued  in  1970." 

On  Jan.  16,  A.T.  &  T.  announced  that  it  would  seek  stockholder  authoriza- 
tion at  the  annual  meeting  on  April  17  for  an  additional  50  million  shares  of 
preferred  stock.  The  company  now  has  750  million  shares  of  common  and  50 
million  shares  of  preferred  stock  for  a  total  of  800  million  authorized  capital 
shares. 

The  A.T.  &  T.  chairman  repeated  earlier  predictions  that  the  company  would 
spend  "about  $10-billion"  for  expansion  this  year,  up  from  the  $9.3-billion  in 
1973. 

"Attracting  this  new  money  on  sound  terms  in  today's  financial  markets 
means  we  must  achieve  profit  performance  comparable  to  that  of  other  grow- 
ing businesses  with  whom  we  compete  for  investor  interest."  Mr.  deButts  said. 
Our  responsibilities  to  our  customers  as  well  as  our  share  owners  require  that 
we  do  no  less." 

He  attributed  1973's  improved  earnings  to  the  combination  of  "increased 
usage  of  telephone  service,  effective  expense  control  and  rate  relief  provided 
by  regulators  aware  of  the  effects  of  persistent  inflation  on  telephone  com- 
panies." 

Turning  to  the  future.  Mr.  deButts  said  : 

"While  growth  in  1974  may  not  prove  as  robust  as  it  was  last  year,  we  look 
forward  to  a  continuing  high  level  of  demand  for  onr  services  and  continued 
growth  in  earnings." 

The  report  showed  that  preferred  dividend  requirements  rose  in  1973  to 
$185.96-million  from  $345.7-million  in  1972.  while  the  average  number  of  shares 
outstanding  increased  to  5.54.258.000  from  549.501,000  a  year  ago. 

FFrom  The  New  York  Times,  June  20,  1974] 

Revenxjes  and  Net  Income  of  A.T.  &  T.  Rise  to  Highs 

(By  Gene  Smith) 

The  American  Telephone  and  Telegraph  Company  and  its  subsidiaries  achieved 
new  highs  in  second-quarter  revenues  and  net  income,  according  to  the  quar- 
terly report  released  yesterday.  Revenues  and  earnings  for  the  12  months 
ended  May  31  were  also  at  a  new  high. 

This  prompted  John  D.  deButts,  chairman,  to  say  : 

"I  take  a  great  deal  of  pride  in  the  Bell  System's  vigorous  earnings  grovpth  in 
the  face  of  a  general  economic  downturn.  If  the  second  half  confirms  the  grad- 
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ual  recovery  that  a  number  of  economists  predict,  1974  for  all  its  diflBculties 
could  turn  out  to  be  a  very  good  year  for  us." 

The  report  placed  revenues  for  the  second  quarter  at  $6.51-billion,  up  12  per 
cent  over  the  $5.81-blllion  of  a  year  ago.  Net  income  rose  by  11. S  per  cent  to 
$839.2-million,  or  $1.40  a  share,  from  $750.8-million,  or  $1.28  a  share  one  fewer 
shares,  preferred  dividend  requirements  rose  to  $58-million  from  $44.5-million  a 
year  ago.  There  was  an  average  of  556,875,000  shares  outstanding  in  the  latest 
quarter  against  553,728,000  a  year  ago. 

A.  T.  &  T.  also  reported  the  election  of  Charles  L.  Brown,  Jr.  as  executive 
vice  president  effective  July  1.  Mr.  Brown,  52  years  old,  had  been  president  of  the 
Illinois  Bell  Telephone  Company  since  1969.  Effective  Aug.  1  Mr.  Brown  will 
succeed  John  J.  Scanlon  as  A.  T.  &  T.'s  chief  financial  officer.  Mr.  Scanlon,  who 
joined  the  Bell  System  at  age  16  will  have  completed  almost  49  years  with  the 
company  when  he  retires  on  July  31. 

James  E.  Olson,  president  of  the  Indiana  Bell  Telephone  Company,  was  named 
to  succeed  Mr.  Brown  at  Illinois  Bell,  while  John  W.  Arbuckle,  vice  president- 
operations  for  the  New  Jersey  Bell  Telephone  Company,  was  chosen  president 
of  Indiana  Bell. 

The  A.  T.  &  T.  report  for  the  12  months  ended  May  31  showed  operating  reve- 
nues at  a  new  high  of  $24.71-billion,  up  12.2  per  cent  over  the  $22.01-billion  of  a 
year  ago.  Net  income  rose  by  14.8  per  cent  to  a  new  hig  hof  $3.15-binion.  or 
$5.29  a  share,  from  $2.75-billion,  or  $4.68  a  share  on  fewer  shares,  a  year  earlier. 
The  1974  net  included  a  gain  of  8  cents  a  share  as  the  profit  from  sale  of  shares 
of  the  Communications  Satellite  Corporation. 

Mr.  de  Butts  noted  that  despite  the  fact  that  "economic  indicators  remain  in- 
decisive, "growth  in  demand  for  communications  services  remains  strong  al- 
though "below  that  of  a  year  ago."  He  reported  a  net  gain  of  5  million  tele- 
phones in  service  in  the  year  ended  May  31,  raising  the  total  to  112-million. 
During  the  second  quarter,  the  Bell  System  handled  2.6  billion  long  distance 
calls,  or  8.5  per  cent  more  than  in  the  like  1973  quarter. 

However,  Mr.  deButts  cautioned  that  "the  economy  and  labor  negotiations 
currently  under  way  in  the  Bell  System  are  the  two  factors  that  will  have  a 
significant  bearing  on  the  year's  results."  The  A.  T.  &  T.  chief  executive  said 
the  company  "believes  thnt  new  labor  agreements  can  be  worked  out  through 
constructive  bargaining  without  work  interruptions." 
But,  he  added : 

"Labor  costs  faced  by  the  company  in  the  latter  half  of  the  year  will  be 
higher  .  .  .  will  burden  earnings  capibilities  and  will  require  a  number  of  Bell 
System  companies  to  seek  authorization  for  higher  rates  from  their  regulatory 
commissions." 

The  report  issued  yesterday  covered  the  periods  ended  May  31.  A.  T.  &  T. 
traditionally  issues  quarterly  reports  for  periods  ending  February,  May,  August 
and  November  and  then  an  annual  report  based  on  the  calendar  year. 

In  a  separate  announcement  A.  T.  &  T.  said  that  construction  had  begun  in 
northern  New  Jersey  on  the  first  link  of  a  new  supercity  transmission  system, 
known  as  "millimeter  waveguide."  This  is  capable  of  transmitting  250,000  tele- 
phone calls  simultaneously. 

The  project,  in  Morris  County,  involves  burying  an  outer  protective  sheath 
four  feet  underground  along  an  8y2-mile  route  from  the  Long  Lines  department 
ofiice  in  Roxbury  Township  South  to  Mount  Olive  Township  and  then  to  Wash- 
ington Township. 

A.  T.  &  T.  slipped  1%  to  46^/4  in  yesterday's  trading  on  the  Big  Board.  Its  1974 
range  is  from  45%  to  53. 

Exhibit  9 

NARUC  Annual  Convention, 
Seattle,  Wa^h.,  Septemher  20,  1973. 
J.  D.  deButts. 

An  Unusual  Obligation 

It  is  a  signal  honor  to  have  the  opportunity  to  address  this  convention.  I 
do  not  know  how  many  of  my  predecessors  as  chief  executive  officer  of  the  Bell 
System  have  been  atforded  this  privilege.  Perhaps  only  one — and  that  was  back 
in  1927.  While  I  dare  not  hope  that  I  can  use  this  occasion  as  well  as  Walter 
Gifford  did,  the  prospect  that  your  next  invitation  may  not  come  for  another 
46  years  suggests  that  I  had  better  try. 
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When  Mr.  GiflFord  came  before  this  organization  almost  half  a  century  ago 
in  Dallas,  he  declared  it  his  intention  to  "state  very  briefly  the  principles 
that  guide  the  management  of  the  Bell  System."  What  he  said  then  has  become 
the  classic  statement  of  our  business'  purposes. 

"The  fact,"  Mr.  Gifford  said,  "that  such  a  large  part  of  the  entire  telephone 
service  of  the  country  rests  solely  upon  this  Company  and  its  Associated  Com- 
panies imposes  on  the  management  an  unusual  obligation  to  see  to  it  that  the 
service  shall  at  all  times  be  adequate,  dependable  and  satisfactory."  And  he 
went  on  to  say  that  in  his  view  the  only  sound  policy  that  would  fulfill  this 
unusual  obligation  is  "to  continue  to  furnish  the  best  possible  telephone  service 
at  the  lowest  cost  consistent  with  financial  safety." 

How  valid — and  how  viable — is  this  policy  today?  > 

There  is  no  question  in  my  mind  that  down  through  the  years  it  has  served 
our  business  well.  What  is  more  to  the  point,  it  has  served  the  public  well. 

It  has  served  the  public  well  in  terms  of  the  quality,  dependability  and  avail- 
ability of  service.  It  has  served  the  public  well  in  terms  of  the  eflScieney  and 
economy  with  which  that  service  is  provided.  And  it  has  served  the  public  well 
in  terms  of  continuously  advancing  operational  proficiency  and  a  pace  of  tech- 
nological innovation  unmatched  to  my  knowledge  in  any  other  industry.  In 
short.  I  think  it's  fair  to  say  that  what  Mr.  Gifford  called  the  "unusual  obliga- 
tion" resting  on  the  Bell  System  and  the  independent  telephone  companies  who 
share  it  has  been  by  any  reasonable  standard  well  met. 

From  what,  then,  does  this  "unusual  obligation"  arise? 

It  arises  quite  simply  from  the  way  we  in  the  United  States  have  chosen 
to  supply  ourselves  with  communications  services.  Almost  unique  among  the 
nations  of  the  world,  this  country  has  entru.sted  the  development  and  opera- 
tion of  its  communications  resources  to  private  enterprise.  It  has  endowed 
these  enterprises  with  the  rights  and  responsibilities  of  common  carriers,  each 
solely  privileged  to  purvey  its  services  within  its  territory  but  all  in  turn 
strictly  accountable  through  regulation  to  the  public  they  serve.  In  short,  what 
gives  rise  to  the  unusual  obligation  that  motivates  our  industry  and  inspires 
its  accomplishments  is  what  we  have  come  to  call  the  common  carrier  principle. 

If  there  is  no  question  that  the  application  of  this  principle  to  telecommuni- 
cations has  served  our  country  well  down  through  the  years,  there  is  no  ques- 
tion either  that  not  since  the  days  of  its  inception  has  this  principle  been 
more  severely  challenged  than  it  is  today. 

Whence  comes  this  challenge? 

It  comes  from  entrepreneurs  who  see  opportunities  for  profit  in  serving  selected 
segments  of  the  telecommunications  market  and  who — not  unnaturally — want 
a  piece  of  the  action.  It  comes  from  manufacturers  or,  in  a  good  many  in- 
stances, importers  of  communication  hardware  who  seek  to  supplant  the  regu- 
lated common  carriers  in  supply  the  terminals  for  the  common  carrier  network. 
It  comes  from  newly  authorized  purveyors  of  communications  services  who, 
unburdened  by  any  obligation  to  the  whole  body  of  customers,  address  their 
attention — aagin,  not  unnaturally — to  those  it  costs  least  to  serve  and  profits 
most. 

Admittedly  the  challenge  comes  from  some  customers  as  well.  Mostly  these 
are  large  businesses  who  see  advantage  to  themselves  in  the  new  pricing  ar- 
rangment  competition  will  engender  but  who  have  no  obligation — and  therefore 
no  disposition — to  reckon  the  cost  of  those  new  arrangements  to  the  public 
at  large. 

And  the  challenge  comes,  too,  from  some  members  of  the  regulatory  commu- 
nity itself.  Doubtless  some  of  it  reflects  a  wariness  of  sheer  size  and  the  potential 
for  abuse  that  goes  with  it.  Some  of  it  may  reflect  the  premise — to  my  mind 
insufliciently  examined — that  in  all  times  and  places  competition  is  good  and 
monopolies  are  bad  and  that  regardless  of  the  costs  and  consequences,  the 
forer  should  supplant  the  latter. 

But  what  I  have  been  saying  to  the  people  inside  our  business  is  that  we 
would  deceive  ourselves  did  we  not  recognize  that  regulators — indeed  thought- 
ful people  in  all  walks  of  life — are  constantly  and  earnestly  testing  and  apprais- 
ing our  performance  and  asking  whether  competition  might  not  spur  progress 
faster  than  present  arrangements. 

That  this  issue  ought  to  be  debated  I  can  hardly  deny  and  the  Bell  System 
wouldn't  get  very  far  if  it  did.  Currently  it  is  the  focus  of  regulatory  pro- 
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ceedings  bearing  on  such  matters  as  interconnection,  certification,  intercity  priv- 
ate line  rates,  tlie  use  of  satellites  for  domestic  communications  and  the  effects — 
for  good  or  ill — of  vertical  integration  in  the  telecommunications  industry.  In 
addition,  all  these  topics — and  more — figure  in  the  current  hearings  of  Senator 
Hart's  Subcommittee  on  Anti-Trust  and  Monopoly. 

At  issue  in  all  these  matters  is  the  degree  to  vphich  competition  should  obtain 
in  a  field  that  has  been  brought  to  its  current  state  of  development  through  the 
application  of  basic  principles — end-to-end  responsibility  for  service,  the  systems 
concept,  the  common  carrier  principle  itself — that  the  doctrine  of  competition 
for  competition's  sake  puts  in  jeopardy  and  could  in  time  destroy. 

What  concerns  me  is  that,  although  debate  over  this  issue  has  been  going 
on  with  increasing  intensity  for  some  years  now,  the  general  public  remains 
to  this  date  very  largely  unaware  of  it  or  of  its  stake  in  the  outcome. 

What  concerns  me.  too.  is  that  so  basic  a  question  might  over  time  get  re- 
solved in  bits  and  pieces — a  docket  at  a  time,  so  to  speak — and  that,  when  all 
is  said  and  done  and  the  verdict  rendered,  the  public  interest  will  not  appear 
among  the  beneficiaries.  Surely  this  will  be  the  consequence  if  we  do  not  our- 
selves speak  out  for  what  we  believe. 
What  do  we  believe? 

First  of  all.  we  believe  that  if  competition  is,  as  its  advocates  allege,  the 
wave  of  the  future  in  telecommunications,  our  responsibilities  then  require  us 
to  be  as  effective  competitors  as  we  know  how  to  be.  Indeed,  in  those  sectors 
of  the  industry  in  which  competition  has  already  been  mandated,  we  have  long 
since  recognized  that  we  have  an  obligation  to  meet  competition  for  services 
which,  if  lost  to  others,  would  result  in  an  increase  in  the  costs  of  our  common 
carrier  service  or  deny  opportunities  for  cost  reduction  in  the  future.  In  short, 
if  the  rules  are  going  to  be  changed,  we'll  live  by  the  new  rules  and,  if  those 
new  rules  are  fair  and  fairly  administered,  we  have  every  confidence  that  we 
can  give  a  good  account  of  ourselves.  Indeed,  as  of  now  I  don't  think  there  re- 
mains any  doubt — among  our  customers,  among  our  own  people,  among  our 
competitors,  as  to  whether  the  Bell  System  intends  to  compete  or  knows  how  to 
compete.  „  ^.^.       ,         , 

At  the  same  time  we  have  recognized  that  the  urgencies  of  competition  do  not 
exempt  us  from  responsibility  for  vigorous  examination  of  its  long-term  conse- 
quences or  from  the  necessity  to  face  up  to  the  decisions  and  actions  that  the 
results  of  this  examination  might  logically  require  of  us.  Accordingly  we  have 
been  asking  ourselves  whether  in  the  event  that  objective  deliberation  should 
bring  us  to  the  conclusion  that  competition  and  the  fragmentation  of  function 
and  responsibility  that  stem  from  it  would  seriously  impair  service  over  the 
long  run  and  add  significantly  to  its  costs,  we  do  not  then  have  an  obligation— 
an  unusual  obligation,  if  you  will— fo  take  a  stand  in  opposition  to  eurrent  trends 
and  prepare  ourselves  to  debate  the  issue  explicitly,  not  only  on  the  legal,  legis- 
lative and  regulatory  fronts,  but  before  the  court  of  public  opinion  as  well. 
We  have  reached  the  conviction  that  the  time  has  come  to  do  just  that. 
We  believe  that  the  people  of  this  country  have  been  well  served— and  will 
continue  to  be  best  served— by  a  concept  that  has  provided  it  the  most  highly 
developed  communications  service  in  the  world,  the  concept  of  a  universal  sys- 
tem, designed  and  configured  on  equitable  terms  to  all  its  users,  wherever  they 
are,  whoever  tliey  may  be.  .  ,    .,  . ,.     •   *. 

Further  we  believe  that  these  services  are  so  "affected  with  the  public  inter- 
est" as  to  require  that  their  prices  and  the  profits  that  drive  from  them  be  sub- 
ject to  continuing  public  regulation. 

And  we  believe,  too.  that  the  public  interest,  construed  as  we  must  construe 
it  as  the  widest  availabilitv  of  high  quality  communications  at  the  lowest 
over-all  cost  to  all  its  users,  cannot  help  hut  be  impaired  by  the  duplication  of 
facilities  and  the  division  of  responsibility  that  will  inevitably  ensue  from  the 
further  encroachment  of  compeition  in  an  industry  where  compatibility  of  com- 
ponents and  prices  coordination  of  process  are  crucial. 

In  short,  we  believe  that  there  is  something  right  about  the  common  carrier 
principle.  There  is  something  right  about  regulation.  And— given  the  nature  of 
our  industrv— there  is  something  right  about  monopoly— regulated  monopoly. 
Believing  these  things,  we  believe,  too,  that  the  time  has  come  for  those  who  be- 
lieve so  to  say  so. 
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The  time  has  come  to  alert  the  public  to  what  the  public  is  largely  unaware— 
and  that  is  that  regulatory  decisions  have  already  been  taken  in  its  name  that, 
whatever  advantages  they  may  afford  for  sonw  people,  cannot  help  but  in  the 
long  run  hurt  most  people. 

The  time  has  come,  we  believe,  for  a  thorough  thinking-through  of  the  future 
of  telecommunications  in  this  country — a  thinking-through  snflSciently  objective 
as  to  at  least  admit  the  possibility  that  there  may  be  sectors  of  our  economy — 
and  telecommunications  one  of  them — where  the  nation  is  better  served  by  modes 
of  cooperation  than  by  modes  of  competition,  by  working  together  rather  than 
working  at  odds. 

The  time  has  come,  then,  for  a  moratorium  on  further  experiments  in  eoo- 
nomios — a  m,oratorium  sufficient  to  permit  a  systematic  evaluation — not  merely 
of  the  question  of  whether  competition  might  be  feasible  in  this  or  that  segment 
of  teleconvmunications — hut  of  the  more  basic  question  of  the  long-term  impact 
of  its  further  extension  on  the  public  at  large,  the  adequacy,  dependability  and 
availability  of  its  service  and  the  price  it  will  have  to  pay  for  it. 

In  this  thinking-through,  the  members  of  this  organization,  it  seems  to  me. 
are  uniquely  equipped  to  take  the  lead.  I  say  this  because  your  first  responsibility 
is  to  the  public  at  large — not  to  some  customers  but  to  all  customers  and  not 
only  to  today's  public  but  tomorrow's  as  well. 

Now  what  has  brought  us  to  the  convictions  I  have  expressed  here — ad- 
mittedly in  the  most  general  terms? 

Three  things :  first,  the  record  of  what  has  been  accomplished  over  more  than 
half  a  century  of  operation  under  the  common  carrier  principle ;  second,  the  not 
altogether  happy  experience  of  competition — or  what  goes  by  that  name — in  those 
sectors  of  telecnnitmiriicntiovs  where  it  has  already  been  mandated  and  what 
that  experience  forcbod'Cs  for  the  future;  and,  third,  a  recognition,  bom  of  that 
experience,  that  the  alternative  to  regulated  monopoly  confronting  us  is  not  free 
and  open,  competition  but  contrived  competition — in  short,  government-spon- 
sored market  allocation  with  all  the  potential  for  inefficiency  this  implies. 

What  has  been  accomplished  by  the  common  carrier  principle  down  through 
the  years  in  embodied  in  the  nationwide  switched  network,  a  technological 
achievement  unmatched  in  scale  and  complexity  and  the  precision  of  its  opera- 
tions. Capable  on  command  of  performing  any  one  of  seven  million  billion  possi- 
ble interconnections,  this  network  is  too  valuable  a  resource  to  risk  a  perhaps 
irreversible  threat  to  its  performance  that  would  ensue  from  fragmentation  of 
responsibility  for  that  performance. 

This  risk  is  not  an  imaginary  one — as  witness  our  experience  of  the  Impact  of 
customer-provided  terminal  gear  over  the  five  years  since  "Carterfone."  For 
example,  current  studies  indicate  that  intercity  private  line  serving  links 
equipped  with  at  least  one  customer-provided  terminal  generate  trouble  reports 
at  a  rate  at  least  50  per  cent  higher  than  do  serving  links  equipped  with  Bell 
terminals  only.  And  studies  now  in  progress  of  message  telephone  lines  are 
showing  like  results — a  trouble  report  rate  for  lines  equipped  with  customer- 
provided  terminals  more  than  25  per  cent  higher  than  for  lines  connected  solely 
to  Bell  terminals. 

Admittedly  these  studies  do  not  by  themselves  tell  us  how  many  wrong 
numl»ers  or  how  much  crosstalk  and  other  "harms"  to  the  network  and  the 
service  of  others  arise  from  customer-provided  terminals  as  compared  to  tele- 
phone company  provided  terminals.  /  would  suggest,  however,  that  the  dispari^ 
ties  in  trouble  report  rates  I  have  cited  are  sufficiently  consequential  as  to  sug- 
gest an  urgent  need  for  caution  before  procdeding  to  a  further  liberalisation  of 
interconnection  requirements.  How  high  are  the  stakes  will  be  clearly  evident 
from  the  fact  that  an  increase  of  but  one  per  cent  in  ineffective  calling  attempts 
will  add  some  $75  million  to  the  capital  costs  of  the  network  and  some  $27 
million  to  annual  operating  exiienses. 

For  some  five  years  now,  we  have  pursued  our  announced  aim  of  facilitat- 
ing the  connection  of  customer-provided  equipment  by  making  interface  devices 
as  simple  and  inexpensive  as  possible.  To  pretend,  however,  that  our  experi- 
ence thus  far  has  been  satisfactory — to  us  or  to  all  our  customers — would  be 
just  that — to  pretend.  Competing  goals  of  network  protection  and  low  cost  require 
compromises  that  are  not  fully  satisfactory  on  either  count.  Awkward  as  they 
sometimes  are,  we  can — because  we  must — "live  with"  these  compromises.  But 
we  cannot  live  with  the  deterioration  of  network  performance  that  would  be 
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the  inevitable  consequence  of  "certification"  and  the  proliferation  of  customer- 
provided  terminals  that  wonld  ensue  from  it.  No  system  of  certification  we  can 
envision — and  no  interface  requirement — can  provide  a  fully  adequate  altema- 
tiv>€  to  the  unequivocal  and  undivided  responsihility  for  service  that  the  common 
carrier  principle  imposes. 

It  is  regulation's  role  to  see  to  it  that  this  responsibiUty  is  fulfilled.  To  see 
that  it  is,  some  commissions  have  moved  to  establish  explicit  service  standards. 
Obviously  we  can  hardly  object  to  being  held  rigorously  to  account  for  service 
for  which  we  are  in  fact  responsible.  But  when  that  responsibility  is  divided, 
not  only  is  our  own  ablity  to  meet  it  impaired  but  so  is  regulation's  ability  to 
see  that  we  do.  In  view  of  the  impact  of  interconnection  on  their  constituents — 
that  is,  all  users  of  oom^munications  service — it  seems  to  me  imperative  that  state 
commissions,  as  some  have  done  already,  tahr  prompt  initiatives  to  assure  they 
are  not  precluded  from,  exercising  this  fundamentaj  aspect  of  their  jurisdiction. 

Not  the  least  of  the  reasons  for  doing  so  are  dollars-and-cents  reasons. 

As  you  know,  revenues  from  the  telephone  companies'  vertical  and  toll  serv- 
ices help  keep  exchange  rates  low.  You  know,  too,  that  higher  charges  to  busi- 
ness customers  permit  lower  charges  to  residence  customers.  And  country  folk 
don't  pay  more  for  their  telephone  service  than  do  city  folk — this  even  though 
it  often  costs  more  to  serve  them. 

We  call  this  "value  of  service"  pricing.  Its  aim  is  to  bring  service  within 
the  economic  reach  of  as  many  people  as  possible,  thereby  enhancing  the  use- 
fulness of  service  for  everybody.  Certainly  it's  hard  to  imagine  how  today's 
virtually  universal  service  could  have  been  achieved  without  it.  Indeed,  I  will 
assert  that  it  could  not.  And  I  will  assert,  too,  that  no  special  interest  out- 
weighs the  public  interest  in  preserving  this  principle. 

For  where  will  the  burden  of  increasing  interconnection  fall?  Surely  not  on 
the  customers  for  vertical  services.  And  surely  naot  on  the  businessman  who — 
for  whatever  reasons  of  his  own — chooses  to  buy  a  PBX  from  a  vendor  rather 
than  lease  it  from  the  telephone  company.  No,  the  burden  will  fall  on  the  aver- 
age customer,  the  users  of  the  basic  services  that  it  has  been  regulatory  policy 
from  time  immemorial  to  keep  as  inexpensive  as  possible.  [As  interconnection 
siphons  off  revenues  from  other  services,  not  only  the  telephone  companies  but 
the  commissions  that  rej^ulaie  them  will  find  themselves  increasingly  restricted 
in  their  ability  to  pursue  what  they  have  hitherto  considered  a  basic  aim — an 
aim  that  I  for  one  am  not  prepared  to  abandon.] 

But  that  is  only  the  beginning.  Tliose  of  you  who  are  learned  in  the  mysteries 
of  separations  procedures  recognize  that  about  18  per  cent  of  station  equipment 
costs  are  assigned  to  interstate  operations  for  rate  making  purposes.  [And  you 
will  recognize,  too,  that  as  customers  replace  telephone  company  terminals 
with  terminals  they  provide  themselves  a  shift — a  potentially  massive  shift — 
of  revenue  requirements  will  occur.  By  one  estimate,  a  ten  per  cent  loss  of  the 
terminal  market  by  the  common  carriers  will  increase  state  revenue  require- 
ments by  almost  $220  million  a  year,  a  50  per  cent  loss  by  more  than  $1.0  billion. 
(The  burden  of  this  shift,  by  the  way.  falls  disproportionately  on  the  independent 
telephone  companies,  adding  in  the  event  of  a  50  per  cent  loss  of  the  terminal 
market  over  $250  million  to  their  annual  revenue  requirements.)] 

How  rapid  competitive  inroads  in  the  telecommunications  market  will  be,  I 
cannot  predict.  "What  I  do  know,  however,  is  that  the  prime  targets  of  competi- 
tion are  precisely  those  segments  of  this  market  that  are  the  most  profitable 
ones.  And  I  know,  too,  that  whether  these  inroads  are  slow  or  fast,  the  conse- 
quende  will  he  the  same — a  shift  of  revenue  requirements  to  the  states  and 
ultimately  upon  the  last  hastion  of  common  carrier  revemie,  basic  telephone 
service.  The  ultimate  effect  of  this  shift  is  not  hard  to  see — a  shutoff  of  service 
to  people  with  marginal  incomes.  This.  I  submit,  is  the  reverse  of  the  tradi- 
tional objective  of  the  common  carrier  industry  and  of  its  regulators.  It  is  the 
rever.se  of  what  has  heretofore  been  considered  the  public  interest. 

I  for  one  am  inclined  to  doubt  that  a  public  already  sullen  if  not  mutinous 
over  rising  costs  that  make  rate  increases  clearly  necessary  will  be  disposed  to 
welcome  further  increases  of  the  dimensions  I  have  cited.  Particularly  will  they 
be  disposed  not  to  welcome  them  when  they  come  to  recognize  that  for  what 
only  some  people  want  everybody  pays. 

But  it  the  public  even  faintly  aware  of  such  a  prospect?  I  think  not.  Is  it 
not  then  part  of  our  unusual  obligation  to  see  that  the  public  is  made  aware? 
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I  think  it  is.  What  /.s  more,  I  would  at  least  raise  a  question  as  to  whether 
regulators,  charged  as  thcg  arc  with  defining  and  defending  the  public  interest, 
do  not  have  a  like  obligation  to  do  irhat  they  can  to  make  sure  that  by  speaking 
out  before  it  i^s  too  late  the  public  understands  its  stake  in  the  interconnection 
issue.  For  however  that  issue  is  decided,  it  will  be  the  public  that  bears  the 
consequences  and  pays  the  price. 

Compared  to  our  experience  of  the  impact  of  the  inter-connection  of  customer- 
provided  equipment,  our  experience  of  the  consequences  of  competition  from  the 
so-called  specialized  common  carriers  in  the  private  line  field  has  been  relatively 
limited.  Indeed,  in  a  very  real  sense,  it  might  be  said  that  we  have  had  no 
experience  of  such  competition  at  all. 

To  be  sure,  MCI  for  more  than  a  year  now  has  been  offering  private'line 
services  on  the  route  between  Chicago  and  St.  Louis.  But  to  conclude  from  this 
sector  of  the  private  line  market  is  to  adopt  a  definition  of  that  word  that  does 
not  accord  with  that  in  any  dictionary  I  have  consulted. 

What  may  not  be  widely  known  is  that — as  of  right  now,  not  20  months  since 
it  opened  for  business — MCI  has  captured  over  80  percent  of  Bell  System  point- 
to-point  private  line  services  between  customer  premises  in  those  two  cities. 
What  is  more,  40  per  cent  of  MCI  customers  are  businesses  that  formerly  relied 
exclusively  on  the  Bell  System's  long  distance  services  between  the  two  cities, 
but  who  now  use  MCI  private  lines  for  a  substantial  portion  of  their  re- 
quirements. 

That  would  seem  to  indicate  that  MCI  is  a  pretty  stiff  competitor.  I  would 
submit,  however,  that  we  have  yet  to  see  competition  or  anything  resembling 
competition  in  the  market  for  private  line  services  between  Chicago  and  St. 
Louis. 

Why,  then,  did  our  customers  switch?  Not  because  MCI  offers  services  that 
are  in  any  significant  way  new  or  different  from  those  the  existing  common  car- 
riers offer.  They  switched  for  the  same  reason  that  you  or  I  might  switch  were 
we  offered  a  choice  between  virtually  equivalent,  products,  one  of  which  bears  a 
price  tag  about  a  third  less  than  the  other. 

That,  I  submit,  is  not  competition. 

Let  me  take  a  moment  to  tell  you  why  I  say  that. 

Some  of  you  will  recall  that  again  and  again  the  Bell  System's  submissions 
to  the  FCC  in  the  specialized  common  carrier  case  asserted  that,  reluctant  as 
we  might  be  to  see  the  end  of  nationwide  average  pricing  in  the  private  line 
field,  should  the  Commission  nonetheless  find  it  in  the  the  public  interest  to 
permit  selective  entry  by  these  specialized  carriers  we  would  be  ready  to  live 
with  the  consequences  provided  only  that  the  same  ground  rules  apply  to  all 
competing  parties,  including  us.  The  Commission's  order,  you  will  recall,  pro- 
vided ample — and  eloquent — reassurance  on  this  point. 

One  measure  of  our  reluctance  to  part — even  on  a  limited  basis — with  the 
principle  of  nationwide  averaging  is  the  fact  that  it  was  not  until  14  months 
after  the  first  new  intercity  carrier  became  operational  that  we  finally  sought 
Commission  permission  to  file — and  to  put  in  effect  as  promptly  as  possible — 
restructured  private  line  rates  responding  to  the  newly  competitive  environment 
confronting  us.  What  we  proposed — and  still  propose — is  a  two-level  rate  struc- 
ture that  calls  for  lower  rates  on  the  high  capacity,  low  cost  routes  the  specialized 
common  carriers  seek  to  serve  and — necessarily — higher  rates  elsewhere. 

That  was  in  February — to  this  date  is  remains  a  question  as  to  whether  there 
will  in  fact  be  genuine  competition  in  the  private  line  field  or  whether  what  we 
confront  will  not  turn  out  to  be  simply  an  arbitrary  allocation  of  the  market  to 
others  in  name  of  competition  and  heedless  of  the  higher  costs  to  the  public 
that  will  be  its  inevitable  consequence.  I  assure  you  the  Bell  System  is  not  ready 
to  accommodate  itself  peaceably  to  that  prospect. 

This  experience  foreshadows  what  can  happen  as  our  presumed  competitors 
extend  their  activities  selectively  to  other  routes  and,  eventually,  to  most  if  not 
all  of  th  more  profitable  major  communications  corridors  in  the  nation.  In  less 
than  three  years,  these  carriers — at  their  currently  projected  level  of  develop- 
ment— will  have  siphone<l  oft"  no  less  than  $220  million  of  revenues  that  private 
line  services  would  otherwise  contribute  to  meeting  the  common  costs  of  the 
Bell  System's  other  services. 

Again  where  will  the  burden  fall?  Again  it  will  fall  on  the  average  customer 
in  the  form  of  higher  exchange  rates,  higher  long  distance  charges.  It  will  fall. 
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too,  on  private  line  customers  in  cities  and  towns  on  the  high  cost  routes  the 
specialized  comfon  carriers  choose  not  to  serve.  Again  for  what  only  some  peo- 
ple want  everybody  pays. 

We  believe  that  this  prospect  is  a  suflBciently  realistic  one  as  to  raise  a  serious 
question  as  to  whether  further  entry  in  the  private  line  field  truly  meets  the 
public  interest.  When  the  FCC  determined — now  more  than  two  years  ago — that 
the  public  interest  would  be  served  by  permitting  virtually  free  entry  to  the 
private  line  field,  it  did  so  without  any  evidentiary  hearings.  Surely  a  decision 
of  this  dimension,  threatening  a.^^  it  does  the  undoing  of  basic  policies  to  which 
this  nation  very  largely  owes  the  advanced  development  of  its  communica- 
tions services,  merits  nothing  less  than  the  fullest  examination  of  its  potential 
consequences.  The  time  for  such  an  examination  is  now. 

What  has  heen  most  useful — and  at  the  same  time  most  troubling — about  the 
interval  since  the  FCC  mandated  what  it  called  "competition"  in  the  private  line 
field,  is  that  it  forced  us  to  «•  recognition  that  the  prospect  confronting  us  is  not 
free  and  open  competition  as  an  alternative  to  monopoly  but  rather  a  third 
altcrnntive  affording  the  virtues  of  neither  and  the  disadvantages  of  both,  and 
thiif  is  rrgiilatrd  c(>)» pcfition — a  division  of  the  marketplace  arbitrarily  imposed 
and  (irtificially  niaintaivcd. 

I  recognize  that  the  question  of  regulatory  policy  at  issue  here  is  a  pro- 
foundly difficult  and  vexing  one.  Admittedly  there  is  a  certain  attractiveness  in 
the  notion  that,  where  competition  can  be  substituted  for  regulation  it  ought  to 
be.  Our  instincts  as  Americans,  reared  in  the  free  enterprise  tradition,  support 
the  notion. 

On  the  other  hand,  it  appears  worth  noting  that  the  fervor  for  competition 
on  the  part  of  some  regulatory  officials  has  not  been  accompanied  by  any  demon- 
stration of  enthusiasm  for  its  necessary  concomitant — deregulation. 

Which  brings  us  to  the  question :  can  there  be  competition — real  competition — 
when  not  all  the  parties  to  it  enjoy  the  same  freedoms  or  bear  the  same  respon- 
sibilities, endure  the  same  constraints?  A  free  market,  if  it  is  truly  free,  afi'ords 
not  only  free  entry  but  free  exit  as  well.  And  competition,  if  it  means  anything, 
means  that  all  the  parties  to  it  are  equally  at  liberty  to  choose  which  markets 
they  will  serve  and  whicli  they  won't.  In  principle,  it  would  relieve  common 
carriers  from  the  obligati^'i  to  tariif  services  that  they  offer  in  competition  with 
others  and  it  would  relieve  them  of  the  obligation  to  assure  the  availability  of 
those  services  to  all  comers.  In  short,  it  would  destroy  the  common  carrier  prin- 
ciple and  the  commitment  to  public  service  it  engenders. 

I  doubt  that  there  is  anyone  in  this  room  who  thinks  that's  going  to  happen 
or  that  it  will  be  permitted  to  happen.  But  the  consequences  to  the  public  could 
be  quite  as  drastic  if  in  pursuit  of  ad  hoc  solutions  we  seek  to  accommodate 
ourselves  to  opposing  principles  without  rigorously  thinking  through  to  the  long- 
term  outcome  of  doing  so. 

I  suggest  that  the  time  for  that  thinking-througb  is  now  and  that  it  is  time, 
too,  that  the  public  be  made  a  party  to  it. 

Now  I  am  sure  this  audience — more  clearly  than  any  other  I  can  think  of — 
recognizes  that  a  decision  such  as  ours — to  take  to  the  public  the  case  for  the 
common  carrier  principle  and  thereby  by  implication  to  oppose  competition, 
espouse  monopoly — is  not  taken  lightly.  Particularly  is  it  not  taken  lightly  in  a 
company  it's  no  secret  is  the  world's  largest.  I  want  you  to  know  that  we  have 
thought  about  the  risks. 

It  will  be  alleged — indeed  it  has  been — that  it  is  not  the  public  interest  but 
our  own  that  motivates  our  stand,  that  our  purposes,  however,  idealistic  a  face 
we  might  seek  to  put  on  it,  is  simply  to  protect  our  markets  and  the  profits  that 
derive  from  them. 

To  that  charge,  I  have  but  one  rejoinder:  ours  is  a  business  that  seeks  profit 
only  to  serve.  I  don't  expect  our  would-be  competitors  to  believe  that.  And  in 
this  day  of  mdespread  skepticism  about  the  motives  of  large  institutions,  it 
would  probably  be  unrealistic  to  expect  many  among  the  public  to  believe  it 
eiUier.  Perhaps  you  don't.  But,  as  I've  said  many  times  to  our  own  managers, 
the  day  that  we  ourselves  stop  believing  it  will  be  the  day  when  we'll  begin 
to  lose— and  deserve  to  lose — the  opportunities  that  go  along  with  the  oreat 
responsiblities  the  public  has  entrusted  to  us. 

Moreover,  I  would  point  out  that  Walter  Gifford,  when  he  appeared  before  this 
convention  45  years  ago,  stated  it  to  be  a  fundamental  precept  of  our  business 
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that  profits  beyond  those  required  to  provide  service  should  be  returned  to  the 
customer  in  the  form  of  lower  rates  or  improvements  in  facilities  or  both.  We 
have  done  our  best  to  live  by  that  precept  ever  since — with,  I  should  observe, 
more  than  a  little  help  from  you. 

By  nothing  I've  said  do  I  mean  to  imply  that  telephone  people  are  better  or 
worse  than  anybody  else.  What  I  do  claim  is  that  there  is  a  perhaps  unique 
dynamics  at  work  in  our  enterprise  that  compelds  its  managers  to  conform  their 
aims  to  public  exix'ctations.  In  some  nieasiire.  the  imusual  obligation  we  have 
taken  upon  ourselves  is  simply  a  human  response  to  the  unusual  trust  that  has 
been  placed  in  us.  At  the  same  time,  it  would  be  unrealistic  to  deny  that  it  de- 
rives in  some  measure,  too,  from  the  fact  that  we  are  regulated  and  our  recogni- 
tion that,  because  we  are,  retaining  the  right  to  manage  and  the  satisfactions 
that  come  from  exercising  our  own  initiatives,  depends  on  perceiving — a'nd 
doing — what  is  right  before  regulation  tells  us  to.  In  any  case,  I  think  you  will 
be  ready  to  grant  that  our  business  did  not  grow  to  be  almost  a  hundred  years 
old  by  pursuing  interests  at  odds  with  those  of  the  public  it  exists  to  serve. 

I  would,  then,  simply  ask  this  question:  who  among  the  parties  at  issue  on 
the.se  matters — the  hardware  manaufacturers — the  large  users,  the  purveyors  of 
selective  intercity  services — does  self-intrest  compl  to  speak  for  the  interest  of 
the  public  at  large,  the  average  customer'?  Who  if  not  we? 

We  recognize,  of  course,  that  the  world  of  telecommunications  is  not  "ours"  and 
that  today  there  are  a  great  many  organizations  beside  our  own  whose  talents 
could  effectively  be  brought  to  bear  on  the  growth  and  improvement  of  the  na- 
tionwide telephone  network.  Our  aim  is  to  expand  and  not  restrict  their  oppor- 
tunities to  do  so.  To  that  end  we  are  looking  for  ways  by  which  we  in  the  Bell 
System  might  broaden  the  base  of  participation  in  the  task  of  supplying  the 
facilities  for  a  constantly  growing,  constantly  changing  network.  The  Western 
Electric  Company  is  a  great  outfit  and,  I  am  sure,  determined  to  retain  its 
leadership  in  the  production  of  communications  facilities  of  advanced  design. 
But  to  be  best  where  it  counts  most  Western  Electric  can't  be  best  in  every- 
thing. Nor  does  it  seek  to  be.  In  1972,  for  example.  Western  Electric  provided 
about  $500  million  of  telecommunications  products — switching  equipment,  vsdre 
and  cable,  carrier  and  microwave  equipment — which  it  had  purchased  from 
others  on  behalf  of  the  Bell  telephone  companies — and  the  telephone  companies 
themselves  bought  some  $200  to  $300  million  more  directly  from  outside  suppliers. 
I  anticipate  that  in  the  years  ahead  the  job  of  supplying  the  network  will  be 
even  more  broadly  shared  and  that  increasingly  suppliers  outside  our  business 
who  are  ready,  willing  and  able  to  fulfill  the  rigorous  standards  of  performance 
that  quality  service  demands  will  be  helping  to  build  the  telecommunications 
network  of  tomorrow. 

There  is  another  risk  we  run  in  taking  our  stand  against  a  further  exten.sion 
of  selective  competition  in  telecommunications  and  that  is  the  risk  of  appearing 
to  have  set  ourselves  against  change,  of  clinging  to  the  past  against  the  discom- 
fitures of  an  uncertain  future. 

But  I  submit — indeed  I  would  insist — that  not  all  we've  inherited  from  the 
past  is  bad.  It  is  in  fact  my  own  conviction  that  our  is — and  has  been  for  a  very 
long  time —  a  business  ahead  of  its  time  and  not  behind  it.  This  is  a  conviction, 
by  the  way,  in  which  I  am  not  alone.  Increasingly,  the  Bell  System  with  its 
integrated  structure  and  its  disciplined  approach  to  the  utilization  of  resources 
is  being  cited  by  serious  students  of  economic  organizations  as  a  prototype  for 
the  organization  of  a  wide  range  of  industrial  and  social  undertakings  crucial 
to  the  nation's  w^ell-being,  a  forerunner  of  the  kind  of  enterprise — performance- 
oriented  rather  than  product-oriented^ — it  will  take  to  bring  technology  fully  to 
bear  on  the  service  of  man. 

Increasingly,  too,  telecommunications  authorities  in  other  countries  are  seek- 
ing our  advice  with  a  view  to  restructuring  their  systems  to  match  ours — and 
without  exception,  they  encourage  us  to  oppose  the  erosion  of  end-to-end  respon- 
sibility, an  erosion  that  experience  has  taught  them  is  wrong. 

So  it  is  the  future,  not  the  past,  that  dictates  our  stand  in  opposition  to  a 
further  fragmentation  of  communications.  For  the  future  insofar  as  we  can 
see  it  is  one  in  which,  confronting  increasing  complexity,  we  shall  require  more 
rather  than  less  coordination  to  control  it.  More  rather  than  less,  product  and 
process  engineering  will  become  indistinguishable,  requiring  a  more  and  more 
disciplined  integration  of  the  functions  involved  in  translatng  science  into  serv- 
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ice.  And  more  rather  than  less,  the  drmnatic  opportunities  now  under  develop- 
ment— the  millimeter  waveguide  and,  beyond  it,  optical  transmission — oall  for 
aggregations  of  demand  that,  if  compromised,  could  significantly  delay  their 
introduction.  Against  these  prospects,  fragmentation  of  the  communications  mar- 
ket, we  are  convinced,  would  represent  a  serious  retrogression  for  which  our 
posterity  will  pay  not  only  in  terms  of  higher  costs  for  disordered  service  but 
also  in  trms  of  opportunities  deferred. 
"Who  then  speaks  for  the  future? 

It  is  not  to  oppose  change  that  we  suggest  that  we  at  least  know  where  it  is 
taking  us  before  we  embrace  it.  Indeed,  I  recognize  that  the  very  convictions  I've 
expressed  here  today,  should  they  prevail,  will  themselves  call  for  change.  For 
example,  /  never  thought  I  would  hear  myself  calling  for  more  regulation  rather 
than  less.  But  if  that  is  the  price  of  confirmation  of  the  common  carrier  prin- 
ciple and  the  concnitrntion  of  responsibiliti/g  that  goes  with  it,  that  to  me  is  a 
price  we  ought  to  pay.  Indeed,  I  would  invite  explicit  regulation  of  any  aspect 
of  our  business  where  the  public  might  require  additional  reassurance  that  its 
interest  are  being  fairly  and  objectively  served. 

There  is  a  final  risk  we  run  in  urging  a  re-examination  of  current  trends  in 
regulatory  policy — and  that  is  that  the  convictions  I  have  expressed  here  may 
not  prevail.  Realism  suggests  that  in  every  particular  they  won't.  But,  having 
convictions,  we  are  ready  to  test  them  against  the  convictions  of  others  in  the 
hope  that  the  outcome,  while  it  might  not  meet  the  perfect  satisfaction  of  any- 
body, will  prove  in  the  long  run  best  for  everybody. 

On  a  good  many  occasions  I  have  said  that  our  business  exists  for  no  other 
reason  than  for  the  service  it  provides  the  public  and  that  therefore  our  respon- 
sibility to  investors  places  no  greater  obligation  on  us  than  doing  the  very 
best  service  job  for  the  public — the  entire  public — that  we  know  how  to  do. 
Regulation's  obligation,  too,  is  to  the  entire  public.  It  is  this  shared  obligation — 
yotirs  and  ours — that  has  prompted  me  today  to  speak  out — and  to  urge  you  to 
speak  out — against  trends  that  unless  we  call  a  halt  to  them,  culd  slowly  sabo- 
tage the  very  policies  on  which  our  ability  to  fulfill  that  obligation  is  based. 

This  nation  owes  much,  I  think,  to  the  men  who  long  ago  shaped  the  regula- 
tory principles  on  which  the  communications  industry  has  grown  down  through 
the  years.  We  have  an  obligation,  I  suggest,  to  do  what  we  can  to  assure  that 
tomorrow's  public,  looking  back  to  our  times,  will  feel  itself  as  well  served. 

Exhibit  10  (Omitted.) 
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PHOSPECTUS 


10,000,000  Shares 
American  Telephone  and  Telegraph  Company 

$3.64  PREFERRED  SHARES 

ISIated  Value  $50  Per  Share) 


Dividends  cumutaiii-e  from  April  12,  1973  are  payable  quarterly  on   February   I,  May  1,  August  I  and  Noi- 
commencing  August  I,  1973. 


Redeemable  on  at  least  30  days'  notice  (n)  at  the  option  of  ttie  Company,  as  a  wliole  or  in  part  at  any  time,  at  $53.6S 
a  share  on  or  prior  to  April  30,  1974,  and  at  decreasing  prices  thereafter  to  and  including  April  30,  200S  and  there- 
after at  $50  per  share  and  (b)  through  operation  of  tfte  sinking  fund  at  $S0  per  share,  togetfier  in  each  case  with 
accrued  dividends;  provided,  however,  that  shares  may  not  be  redeemed  prior  to  May  J,  1983  through 
certain  refunding  operations  at  a  cost  of  less  than  7.28%  per  annum. 


As  a  sinking  fund  the  Company  on  May  1  of  each  year  beginning  with  1984  will  redeem 
300,000  I'rrffirvd  Shares.  The  Company  may  nrdit  agaiiisf  the  sinking  fund  shares  purchased 
or  optionally  redeemed  and  ha.t  the  nonciniialatire  right  to  increase  the  numher  of  shares  to  be 
redeemed  for  the  sinking  fund  on  any  May  1  by  an  amount  not  e.rceeding  300,000  shares. 


Application  has  been  made  to  list  tlie  Preferred  Shares  on  tlie  New  York  Stock  Exchange. 


THESE  SBCVRITIES  HAVE  NOT  BEEN    APPROVED    OR    DISAPPROVED    BY    THE   SECURITIES 

AND  EXCHANGE  COMMISSION  NOR  HAS  THE  COMMISSION  PASSED  UPON  THE 

ACCURACY  OR  ADEQUACY  OF  THIS  PROSPECTUS.     ANY  REPRESENTATION 

TO  THE  CONTRARY  IS  A  CRIMINAL  OFFENSE. 


PRICE  $50  A  SHARE  AND  ACCRUED  DIVIDENDS 


Per  Share - $50.00  S.55  $40.45 

Total $500,000,000  $5,500,000  $494,500,000 

(Ij  Plus  accrued  dividends  from  April  IS,  1973. 

(S)  Includes  fees  in  respect  of  Preferred  Shares  sold  jmrsuant  to  Delayed  Delivery  Contracts  referred  to  herein. 

(3)  Before  deducting  other  expenses  estimated  at  $370,000  payable  by  the  Company.' 


Preferred  Shares  are  offered  by  the  several  Undcru-riters  named  herein,  subject  to  prior  sale, 
when,  as  and  if  arcepted  by  the  Underwriters,  and  subject  to  approval  of  certain  legal  matters  by 
Davis  Polk  ^-  Wardivcll,  counsel  for  the  Underwriters.  It  is  e.vpected  that  delivery  of  the  certificates 
for  such  Preferred  Shares  will  be  made  on  or  about  April  IZ,  1973  at  the  office  of  Morgan  Guaranty 
Trust  Company  of  Jfeu'  York,  SS  Wall  Street,  Xew  York,  jf.  Y.,  against  payment  therefor  in  Jfew 
York  funds. 

In  addition.  Preferred  Shares  are  being  offered  to  certain  institutions  through  the  several 
Underivriters  for  delivery  on  July  10,  1973  pursuant  to'  Delayed  Delivery  Contracts  with  the 
Company.     See  "Delayed  Delivery  Arrangements"  herein. 


MORGAN  STANLEY  &  CO. 

Incorporated 


GOLDMAN,  SACHS  <«•  CO. 


KIDDER,  PEABODV  &  CO. 

Incorporated 


WHITE,  WELD  &  CO. 
Incorporated 


March  S7,  1975. 
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a  return  niu^t  be  cnrned.  Such  increased  expenses  and  the  increased  investment  in  plant,  coupled  with  today's 
high  cost  of  capital,  have  given  rise  to  the  need  for  substantial  increases  in  both  interstate  and  intrastate  rates. 
In  recent  years  in  a  few  large  metropolitan  areas  demand  for  telephone  service  temporarily  outpaced 
ability  to  provide  facilities.  As  a  result,  there  was  severe  criticism  in  the  press  in  certain  areas  and  in  several 
cases  regulatory  authorities  referred  to  service  difficulties  as  a  negative  factor  for  consideration  in  establishing 
the  allowable  rate  of  return.  However,  service  standards  are  being  met  in  most  areas  served  by  the  Bell 
System  throughout  the  United  States  and  service  is  improving  in  the  few  areas  where  difficulties  still  exist. 

Manufacturing  and  Supply  Facilities 

The  principal  business  of  Western  Electric,  a  wholly-owned  subsidiary  of  the  American  Company, 
is  manufacturing  communications  apparatus  and  equipment  and  cable  for  the  Bell  System  telephone  companies, 
procuring  and  selling  to  such  companies  supplies  not  of  its  own  manufacture  and  installing  central  office 
equipment  for  such  companies,  all  pursuant  to  Standard  Supply  Contracts  described  under  "Certain  Contracts". 
Western  Electric  also  does  a  large  amount  of  work  for  the  Government,  principally  in  connection  with  defense 
activities.  Western  Electric  has  a  number  of  subsidiaries,  including  Teletype  Corporation  which  manufactures 
teletypewriter  and  data  transmission  equipment. 

In  recent  years  Western  Electric  has  carried  out  an  extensive  program  of  construction  of  new  plant  and 
additions  and  improvements  to  existing  plant.  In  this  connection  it  has  substantially  increased  and  expects  to 
continue  to  increase  its  capital.  At  December  31,  1972  it  had  equity  capital  of  $2,905,048,000  and  long 
term  debt  of  $725,000,000  as  compared  with  equity  capital  of  $1,656,383,000  and  long  term  debt  of 
$470,000,000  at  December  31,  1967. 

In  1972  the  sales  of  Western  Electric  and  its  subsidiaries  amounted  to  approximately  $6,551,183,000  of 
which  about  83%  was  to  the  American  Company  and  its  consolidated  subsidiaries,  and  the  remainder 
was  principally  in  connection  with  business  for  the  United  States  Government. 

Research,  Development  and  Technological  Change 

Bell  Laboratories,  owned  half  by  the  American  Company  and  half  by  Western  Electric,  conducts  scientific 
research,  development  and  design  work  for  the  Bell  System.  In  1972  Bell  Laboratories  expended  $149,000,000 
for  basic  research  and  fundamental  develojJment  tor  the  American  Company  and  $232,000,000  for  specific 
development  and  design  work  related  to  BeU  System  products  to  be  supplied  by  Western  Electric.  In 
addition.  Bell  Laboratories  does  a  substantial  amount  of  work  for  Western  Electric  relating  to  government 
contracts.         .„ 

Bell  Laboratories  has  made  significant  contributions  to  communications  technology  over  the  years,  includ- 
ing invention  of  the  transistor,  development  of  Touch-Tone®  signaling  and  major  contributions  in  the  fields  of 
integrated  circuits  and  laser  technology.  Examples  of  current  areas  in  which  Bell  Laboratories  engages  in 
research  and  development  work  for  the  Bell  System  are  the  continuing  improvement  of  electronic  switching 
systems  ("ESS")  and  the  development  of  new  switching  technology.  Electronic  switching  systems  provide 
faster  call  processing,  increased  reliability  and  reduced  maintenance  costs.     At  the  end  of  1972  over  320 


i  registered  service  mark  of  the  American  Company. 
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For  many  years  the  American  Company  has  been  accepting  payment  from  the  Licensees  on  the  basis  of 
1%  of  gross  earnings  (total  operating  revenues  other  than  miscellaneous),  which  is  less  than  the  rate  staled 
in  the  contracts. 

Supplementary  agreements  cover  the  sharing  of  revenues  derived  by  the  American  Company  and  the 
other  companies  of  the  Bell  System  from  interstate  and  foreign  services.  These  agreements  provide  in  effect  that 
from  the  total  of  these  revenues  the  various  companies  will  be  reimbursed  for  expenses  (including  ta.\es) 
incurred  in  furnishing  the  services,  and  that  the  remainder  will  be  apportioned  among  the  comp;mics  upon  the 
basis  of  the  property  which  each  devotes  to  the  furnishing  of  such  services. 

Standard  Supply  Conlracts 

The  American  Company  and  each  of  the  companies  with  which  it  has  License  Contracts  have  long  had 
agreements  known  as  "Standard  Supply  Contracts"  with  Western  Electric  under  which  Western  Electric  agrees, 
to  the  extent  reasonably  required  for  the  company's  business,  to  manufacture  materials  or  purchase  materials 
manufactured  by  others,  to  sell  such  materials  to  the  company,  to  maintain  stocks  at  distributing  points,  to 
prepare  equipment  specifications,  to  perform  installations  of  materials  and  to  repair  or  dispose  of  used  materials 
returned  by  the  company.  Western  Electric's  prices  and  terms  are  to  be  as  low  as  to  its  most  favored  customers 
for  like  materials  and  services  under  comparable  conditions.  Each  agreement  continues  until  terminated  by  one 
■tl!  temv       ■  —     ■ 


^^lenLa..  ^  ,.  ...  .-     ..  -ij  .1.1-.-;. ^  ..-. 

phone  and  Telegraph  Company,  Pacific  Northwest  Bell  Telephone  Comp.uiy,  The  Mountain  States  Telephone 
and  Telegraph  Company  and  New  England  Telephone  and  Telegraph  Company)  and  certain  shareholders  of  a 
telephone  company  in  which  the  American  Company  itself  owns  only  a  minority  interest  instituted  actions 
which  are  pending  in  both  federal  and  state  courts*,  purportedly  on  behalf  of  the  respective  telephone  com- 
panies, against  the  American  Company  and  Western  Electric.  It  is  alleged  in  each  action  that  the  prices  that . 
have  been  charged  by  Western  Electric  to  the  telephone  company  under  its  Standard  Supply  Contract  and  the 
fees  that  have  been  charged  by  the  American  Company  to  the  telephone  company  under  its  License  Contract 
have  been  excessive.  In  addition,  in  a  number  of  the  actions  it  is  alleged  that  the  telephone  company  has  been 
unfairly  deprived  of  revenues  under  the  supplementary  agreement  between  the  Bell  System  telephone 
companies  covering  the  sharing  of  interstate  and  foreign  service  revenues.  Substantial  damages  are  sought 
against  the  American  Company  and  Western  Electric  at  common  law  and  also,  in  the  federal  court  actions, 
under  the  antitrust  laws,  with  the  amount  of  damages  under  the  antitrust  laws  to  be  trebled.  A  number  of 
the  actions  also  specifically  seek  rescission  of  the  License  Contract  and  the  Standard  Supply  Contract  of 
the  telephone  company  involved.  The  American  Company  considers  the  actions  to  be  without  merit.  Court 
proceedings  relating  to  a  proposed  settlement  of  these  suits  have  been  initiated.  The  proposed  settlement 
would  not  affect  the  Contracts  or  the  basic  relationships  between  the  Bell  System  companies. 


•  Harris!.  Simonson,  el  at.  f Consolidated  Action,  64  Civ.  1838)  v.  American  Telephone  and  Telegraph  Company,  el  at.— 
United  Slates  District  Court,  Southern  District  of  New  York:  Harris  J.  Simonson,  el  al.  (Consolidated  Action.  Index  Ao. 
9219/66),  Avnel,  el  al.,  and  Jafte,  el  al..  each  v.  American  Telephone  and  Telegraph  Company,  el  al.— Supreme  Conn, 
New  York  County,  New  York. 
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Exhibit  12 

Better  Bend  Than  Break 

[Remarks  of  Paul  H.  Henson,  Chairman,  United  Telecommunications,  Inc., 
AT  the  National  Convention  of  the  U.  S.  Independent  Telephone  Associ- 
ation.] 

Ladies  and  Gentlemen :  In  past  years  the  American  telephone  industry  and  its 
suppliers,  assisted  by  generally  progressive,  forward-looking  regulation,  have 
worked  together  to  build  the  world's  finest,  most  dependable  telecommunications 
complex  which  serves  virtually  every  corner  of  our  great  nation. 

Traditionally,  manufacturers  and  regulated  utility  entrepreneurs  were  priv- 
leged  and  even  encouraged  to  pursue  profitable  opportunities  as  they  appeared. 
In  the  process,  new  products,  services  and  conveniences  were  developed,  and,  by 
and  large,  the  public  has  been  well  served. 

Now,  however,  we  have  entered  into  a  new  era  of  great  social  and  economic 
change,  compounded  by  a  general  mistrust  of  our  elected  and  appointed  gov- 
ernmental figures  and.  indeed,  of  anything  which  smacks  of  being  a  part  of 
"The  Establishment." 

I  can  think  of  no  institution  which  in  the  past  decade  has  escaped  the  pres- 
sures for  drastic  change  which  have  come  from  dedicated  consumerists  and 
ambitious  politicians.  The  telephone  industry  has  received  its  share  of  the 
pressures.  Viewed  in  the  context  of  our  long  track  record,  the  telephone  industry 
has  demonstrated  that  it  is  willing  to  initiate  change  as  long  as  the  greatest 
benefits  from  change  accrue  to  the  gereatest  number  of  consumers. 

Therein  lies  the  problem.  That  which  is  good  for  most  of  our  customers  is 
seldom  perfect  for  all  of  our  customers. 

In  his  newsleter  entitled  "anaging  the  Human  Climate,"  Philip  Lesly  writes. 
"It  is  a  distinctly  American  delusion  that  anything  that's  not  perfect  is  some- 
body's fault  and  must  be  set  right  by  forced  directive.  Miracles'  have  become  so 
commonplace — from  miracle  drugs  to  constantly  surpassed  sports  records — that 
it's  presumed  the  only  limit  to  achievement  is  someone's  greed  or  recalcitrance. 
The  result  is  accelerated  c'emaiu's  for  forced  programs  to  achieve  arbitrary  goals 
without  much  consideration  either  for  whether  they  can  be  attained  or  for  what 
is  likely  to  really  happen  if  they  are." 

We  in  the  telecommunications  business,  and  especially  those  who  regulate 
our  business,  have  been  inundated  by  demands  for  revolutionary  changes  of  one 
kind  or  another.  Significantly,  some  of  the  most  vocal  demands — which  often 
are  conflicting — have  come  from  relatively  small  categories  of  customers  who  are 
not  content  with  evolutionary  changes  which  benefit  only  the  majority.  Small  or 
not.  however,  their  influence  is  being  felt — but  not  in  a  manner  which  benefits 
others  or,  perhaps,  even  themselves. 

As  a  result,  there  is  an  air  of  uncertainty  in  our  industry  where  once  there  was 
confidence.  The  former  urge  to  be  progressive  and  innovative  is  being  replaced, 
I  fear,  by  a  desire  to  cling  to  the  status  quo.  Telephone  managers,  suppliers,  yes, 
and  even  regulators  who  formerly  were  action-minded  are  being  forced  to  think 
defensively  and  proceed  slowly,  if  at  all,  in  implementing  their  plans  for  the 
future. 

With  every  thought  and  every  proposal  for  new  policy  or  action,  these  people 
must  hesitate  and  must  ponder  such  questions  as:  Who  might  object?  What 
protests,  lawsuits  and  injunctions  with  this  new  action  engender?  At  what 
cost?  With  what  delays?  And  with  what  effect  on  the  long-term  survival  of 
individual  organizations  and  industries  as  a  whole?  In  short,  avoidance  of 
trouble  has  become  more  important  than  imagination. 

If  satisfactory  answers  cannot  be  found  to  questions  like  these,  it  is  little 
wonder  that  the  path  of  least  resistance  is  followed  and  that  the  selected  choice 
of  action  is  to  make  no  changes  at  all.  My  point  is  simply  this :  with  too  many 
factions  taking  too  many  opposing,  unalterable  stands,  our  industry  is  forced 
to  opt  for  long-term  protection  rather  than  early  accomplishment. 

The  dynamism  for  expansion  and  improvement  which  once  characterized  the 
telephone  business  is  being  replaced  by  the  dead  hand  of  caution.  I  submit  that 
disunity  within  our  industry  is  one  of  the  reasons  for  low  price/earnings  mul- 
tiples on  most  telephone  equities.   If  operating  companies  and  their  suppliers 
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are  confused,  if  competitors  are  abusive,  if  regulators  are  hesitant,  how  can 
we  expect  investors  to  be  enthusiastic  about  our  future  prospects? 

This  is  not  to  say  that  our  industry  and  its  aspirations  are  going  irretriev- 
ably down  the  drain.  Rather,  it  just  isn't  going  any  place  at  all,  not  until 
compromise  and  cooperation  replace  the  current  regulatory  standoff  on  state 
and  federal  rights  and  not  until  the  telephone  industry  is  willing  to  reevaluate 
its  many  and  diverse  positions  on  interconnection,  specialized  common  car- 
riers, domestic  satellites,  pricing  of  services — both  competitive  and  non-com- 
petitive— and  other  matters  of  current  concern. 

John  D.  deButts,  lioard  chairman  of  American  Telephone  and  Telegraph 
Company,  laid  it  squarely  on  the  line  last  month  when  he  addressed  the 
National  Association  of  Regulatory  Commissioners  at  their  convention  in 
Seattle.  "The  time  has  come,"  he  said,  "for  a  thorough  thinking-through  of  the 
future  of  telecommunications  in  this  country — a  thinking-through  sufficiently 
objective  as  to  at  least  admit  the  possibility  that  there  may  be  sectors  of  our 
economy — and  telecommunications  is  one  of  them — where  the  nation  is  better 
served  by  modes  of  cooperation  than  by  modes  of  competition,  by  working 
together  rather  than  by  working  at  odds." 

In  echoing  Mr.  deButts'  words,  I  would  add  that,  in  my  opinion,  we  can 
serve  onr  nation  best  by  serving,  first,  our  own  industry  through  the  kind  of 
cooperation  and  adaptability  that  can  get  it  moving  again. 

The  matter  of  interconnection  is  a  case  in  point.  I  confess  to  having  been 
as  adamantly  opposed  to  interconnect  as  anybody  in  the  telephone  business 
during  and  immediately  following  tlie  Carterfone  hearings.  I  made  speeches 
and  I  wrote  articles  deploring  the  fact  tliat  customer-owned  terminal  equip- 
ment might  harm  the  network,  that  the  responsibility  for  service  would  be 
divided  and  not  clearly  assignable,  and  that  revenues  lost  through  serving 
interconnect  customers  would  have  to  be  recovered  from  non-interconnect 
ciistomers. 

But  we  lost  that  ball  game !  It  makes  no  difference  now  whether  we  were 
right  or  wrong  in  our  initial  stand.  What  matters,  in  this  World  Series  of  the 
interconnection  game,  is  that  the  interconnect  industry  has  won  the  first  three 
games  and  can  close  out  the  Series  with  one  more  win. 

I  don't  propose  that  we  concede  the  equivalent  of  the  final  game.  I  do 
submit  that  it  is  necessary  to  delay  the  Series  until  the  umpires  can  agree 
on  the  ground  rules.  However,  even  if  we  win  the  next  four  straight  games  in 
the  resumed  Series,  we  can't  expect  the  interconnect  industry  to  be  ruled  out 
of  any  future  contests. 

On  the  contrary,  it  is  time.  I  believe,  for  the  telephone  industry  to  accept 
the  fact  that  interconnection,  some  forms  of  which  have  been  in  existence  for 
40  years  or  more,  is  here  to  stay.  Having  been  created  by  regulatory  and 
judicial  decisions,  the  interconnect  business  is  clearly  legitimatized  but  yet 
to  be  defined.  It  is  legal,  proper  and  potentially  profitable. 

I  submit,  however,  that  it  does  not  represent  the  death  knell  of  the  telephone 
Industry.  Rather,  the  telephone  industry  need  lose  no  more  of  the  terminal 
equipment  market  than  it  deserves — or  feels  it  can  afford — to  lose.  Again 
quoting  Mr.  deButts'  Seattle  speech,  "Competition  means  freedom  to  leave  as 
well  as  enter  a  market." 

I  find  it  reassuring  to  observe  that  the  world's  largest  telephone  system,  the 
one  with  the  renowned  research  lalioratories  is  now  marketing  a  new  line  of 
PBX's  with  the  flexibility  of  features  and  jtrices  heretofore  unavailable  to  that 
companv's  customers  except  from  interconnect  vendors. 

It  helps  to  restore  one's  faith  in  the  American  system  of  competitive  enter- 
price — and  to  demonstrate  the  infirmities  of  the  argument  that  even  limited 
competition  in  the  telephone  husiness  is  contrary  to  the  public  interest.  It  also 
raises  the  question  as  to  who  benefits  from  delaying  the  introduction  of  new 
T-rodnets  with  such  flexibility  until  competitive  pressures  force  the  retirement 
of  old  product  lines. 

The  telephone  industry  has  had  a  paranoid  attitude  about  any  form  of 
competition  since  the  davs  of  Theodore  Vail  and  his  unsuccessful  attempts 
to  monopolize  all  transmission  of  intelligence  bv  electrical  means.  IVfany  of  us 
oame  into  the  business  in  the  'SOs  and  '40s  and  it  is  therefore  no  wonder  that  we 
are  really  monopolists  at  heart,  albeit  benign  and,  hopefully,  benevolert. 

I  say  this  because  we  were  convinced — and  rightly  so — that  the  public  com- 
munications system   of  this  country  could  only  be  managed  in  the  public  in- 
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terest  by  well-coordinated  and  integrated  organizations  with  common  objectives, 
if  not  common  ownership. 

I  concede  that  this  nation's  public  communications  system  never  could  have 
reached  its  present  state  of  proficiency  without  being  managed  by  the  kind  of 
coordinated  and  integrated  organizations  we  have  had.  However,  we  no  longer 
are  a  fledgling  industry.  The  industry  is  composed  of  an  important  group  of 
companies,  providing  vital  services,  and  our  combined  construction  budgets 
consume  a  significant  portion  of  the  nation's  available  investment  capital. 

There  is  no  competition  in  sight  that  threatens  the  continued  via'Sility  of 
our  basic  transmission  and  switching  business  or  the  direction  it  will  take  in 
the  years  to  come.  What  competition  we.  have  is  the  equivalent  of  the  diminu- 
tive nose  of  a  small  camel  in  a  very  large  tent.  With  the  traditional  American 
penchant  for  rooting  for  the  little  guy,  I  doubt  that  we  can  convince  many 
regulators — or   the  public- — that   we   need  protection. 

I  agree  that  competition  in  providing  telephone  terminal  equipment  must  be 
free  competition  with  the  same  rules  applying  to  all  competitors.  Given  these 
conditions.  I  am  confident  that  all  telephone  companies  can  give  a  good  ac- 
count of  themselves.  But  supposing  my  company  competes  to  the  best  of  its 
ability,  and  my  customer,  for  reasons  of  his  own,  still  obtains  his  PBX  switch- 
board from  an  interconnect  vendor.  What  am  I  going  to  do  about  it?  Squabble 
with  my  customer?  Make  him  angry  with  me?  Be  uncooperative  to  the  extent 
that  his  service  im  impaired?  No.  I'm  not  going  to  do  any  of  these  things. 
I'm  going  to  bend  a  little,  because  I'm  in  business  to  make  a  profit.  He's  still 
nil/  telephone  customer!  I  need  his  goodwill  in  order  to  co-exist  and  to  service 
his  other  communications  requirements  that  are  profitable  to  me. 

They  are  profitable  to  me.  that  is,  if  I  have  priced  them  right — and  that 
brings  us  to  another  matter  which  requires  industrywide  input  and  regulatory 
cooperations. 

Since  the  beginning  of  exchange  and  long  distance  services,  vertical  and  toll 
service  charges  have — more  or  less — subsidized  local  exchange  rates  in  order 
that  the  benefits  and  conveniences  of  telephone  service  could  be  extended  to  a 
greater  numl>er  of  customers.  Further,  on  the  valid  theory  that  the  benefits  and 
conveniences  of  telephone  service  were  of  greater  monetary  value  to  business 
customers  than  to  residcn-e  cus*^omers,  thp  industry  traditionally  has  charged 
its  business  customers  more  for  local  service.  At  the  same  time,  we  have  tried 
to  make  certain  that  rural  customers  pay  no  more  than  urban  customers  for 
acceptable  grades  of  local  service. 

This  "value  of  .service"  concept  of  pricing,  possibly  only  within  a  natural 
monopoly  industry,  has  served  the  nation  and  the  telephone  industry  well,  and 
it  has  been  a  relatively  easy  system  to  regulate.  As  long  as  rates  for  primary 
service  were  weighted  in  a  traditional  manner  and  as  long  as  a  composite 
rate  of  return  fell  within  time-honored  parameters,  nobody  was  overly  con- 
cerned with  the  rates  for  other  services.  In  fact,  we  in  the  telephone  business 
have  not  known  with  certainty  how  much  profit — or  loss — we  experience  on 
some  services,  nor  have  we  cared,  as  long  as  our  overall  return  on  rate  ba.se 
has  .<?eemed  fair. 

Now.  however,  the  introduction  of  direct  competition  in  some  areas  of  our 
l)usiness  has  made  it  imperative  that  we  know  the  relevant  costs  associated 
with  nil  areas  of  our  business,  especially  since  many  academicians  and  some 
regulations  are  saying  that  present  prices  for  various  classes  and  grades  of 
non-competitive  telephone  service  and  certain  supplemental  services  are  dis- 
criminatory and  should  be  adjusted  to  reflect  more  directly  the  telephone  com- 
panies' costs  of  providing  such  services. 

Plea.se  note  that  I  used  the  term  "relevant"  costs  associated  with  all  areas  of 
our  business.  T  will  try  to  use  that  term  con.sistently  throughout  this  discus- 
sion, not  wishing  to  attempt  to  prejudge  the  great  economic  debate  that  is 
going  on  about  the  use  of  "incremental"  vis-a-vis  "fully  allocated"  costs  in  the 
pricing  of  competitive  services.  For  the  purposes  of  this  discus.sion.  relevant 
costs  are  costs  as  costs  are  ultimately  defined. 

Ideologically,  converting  to  a  cost-related  pricing  system  is  not  objectionable, 
but  it  is  obvious  that  the  telephone  industry  is  going  to  be  forced  to  devote 
much  time  and  effort  to  determining  what  its  relevant  costs  are  and  what  the 
appropriate  rates  of  return  on  increments  of  the  business  should  be. 

The  development  of  such  cost  studies  is  going  to  increase  our  costs  of 
doing  business,  and  we  don't  know  in  advance  whether  knowing  relevant  costs 
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is  going  ot  save  us  money  or  lose  us  money.  Moreover,  tliere  are  so  many 
different  kinds  of  costs — fixed,  variable,  peak,  off-peak,  marginal — to  mention 
a  few — and  so  many  different  methods  of  determining  them  that  it  would  not 
be  inconceivable  for  1,600  telephone  companies  to  develop  a  bewildering  mul- 
tiplicity of  controversial  procedures. 

In  an  effort  to  establish  a  semblance  of  uniformity,  the  United  States 
Independent  Telephone  Association  has  formed  a  Subcommittee  on  Cost 
Analysis.  Under  the  direction  of  the  Separations  and  Settlements  Committee, 
the  subcommittee  is  developing  suggested  methods  and  procedures  which  will 
help  telephone  companies  to  identify  the  costs  related  to  various  services  to  the 
end  that  telephone  companies  will  be  in  a  position  to  evaluate  existing  and 
future  pricing  practices.  , 

Consequently,  I  submit  that  now  is  the  appropriate  time  for  our  entire  in- 
dustry, working  closely  with  a  national  task  force  of  regulatory  commissioners 
and  staff  members,  to  participate  in  an  interchange  of  information  leading  to 
the  establishment  of  uniform  guidelines  for  determining  costs  necessary  to 
support  pricing  decisions. 

Please  understand  that  I  am  not  advocating  complete  abandonment  of  the 
value  of  service  pricing  concept.  On  the  contrar>%  I  am  convinced  that  a 
pricing  system  based  exclusively  on  cost  of  service  principles  would  be  un- 
wieldy and  impractical.  If  we  are  to  fulfill  the  charge  of  the  Communications 
Act,  value  of  service  factors  must  continue  to  be  a  part  of  the  pricing  equation. 
However,  the  expert  judgment  required  to  formulate  prices  on  a  value  of  service 
basis  requires  the  support  of  factual  information  from  relevant  cost  studies.  I 
see  no  practical  alternative.  In  fact,  the  telephone  industry — and  its  regulatory 
bodies — could  make  some  serious  mistakes  by  adopting  new  pricing  policies 
with  respect  to  certain,  specific  services  without  a  clear  notion  of  their 
ramifications. 

The  pricing  of  private  line  interexchange  services  is  a  good  example.  Hi-lo 
interchange  tariffs  for  private  line  services  have  been  filed  to  permit  the  tele- 
phone industry  to  compete  with  specialized  common  carriers  on  high  density 
routes.  It  is  certain  that  we  will  have  to  prove  our  relevant  costs  of  providing 
such  services  and  disprove  the  presumption  by  some  that  the  telephone  in- 
dustry utilizes  message  toll  telephone  rates  to  subsidize  private  line  rates. 

It  should  not  be  too  difficult  to  prove  that  the  telephone  industry  can  offer 
competitively  priced  private  line  services  between  major  population  centers  if 
we  go  to  point-to-point  costing  and  pricing.  However,  if  the  industry  is  forced 
to  utilize  extensive  route  costing  and  pricing,  the  historical  policy  of  nation- 
wide rate  schedules  ba.sed  on  average  costs  will  have  to  be  abandoned.  Such 
action  will,  in  turn,  raise  the  rates  between  the  smaller  communities  to  their 
serious  economic  disadvantage.  Where  does  pricing  based  on  relevant  costs  end 
and  where  does  value  of  service  pricing  based  on  social  and  economic  objectives 
take  over? 

I  am  not  going  to  argue  the  merits  or  demerits  of  the  landmark  MCI  decision 
at  this  late  date.  Again,  we  lost  all  the  ball  games  that  have  thus  far  been 
played  in  this  "Series."  However,  I  submit  that  we  are  talking  about  a  new- 
ball  game  when  the  "experiment"  envisioned  in  the  MCI  decision  has  now  been 
expanded  to  include  some  twenty  systems  that  have  been  authorized  in  whole 
or  in  part.  That  is  quite  an  experiment ! 

Perhaps  an  experiment  of  even  these  proportions  could  be  justified  if  free 
and  fair  competition  were  permitted  to  exist.  Those  who  were  but  recently 
extolling  the  virtues  of  intercity  competition  now  seem  intent  on  preventing 
the  telephone  industry  from  restructuring  their  tariffs  so  as  to  be  able  to 
compete. 

The  philosophical  switch  from  competition  to  protectionism  is  evident  in  the 
obstructionist  tactics  of  the  specialized  common  carriers.  An  overzealousness 
on  the  part  of  some  regulators  in  verifying  that  subsidies  are  not  involved 
may  result  in  abuse  of  the  regulatory  process  and  unduly  delay  the  telephone 
industry  in  its  efforts  to  meet — not  undercut — the  new  intercity  competition. 

The  Justice  Department  is  more  direct  when  they  decide  to  oppose  us.  In 
the  mobile  radio  proceedings,  the  Justice  Department  simply  proposed  that  the 
telephone  industry  be  excluded  from  competitive  markets.  Well,  at  least  we 
know  where  they  stand. 

As  if  the  problems  confronting  the  industry  in  interconnection  practices, 
pricing  policies  and   intercity  competition  were  not  enough,  now  we  have  an 


3150 

industry  confrontation  brewing  in  domestic  satellites.  As  you  know,  the  FCC 
opted  for  an  "open  skies"  policy  in  the  licensing  of  domestic  satellites  and 
essentially  iiroclaimed  "the  more  the  merrier."  In  spite  of  some  arbitrary 
handicaping  of  the  common  carrier  entrants  in  the  race,  I,  for  one,  think  it 
was  a  good  decision.  Not  all  do. 

To  say  that  our  industry  has  served  the  public  well  by  growing  up  as  it  has 
is  not  to  say  that  the  public  might  not  he  served  better,  hereafter,  by  making 
some  changes.  To  say  that  a  long-haul  network  should  be  operated  under 
unified  direction  does  not  say  that  single  ownership  of  all  the  facilities  which 
form  that  network  is  essential.  Indeed,  we  know  it  is  not,  for  many  segments 
of  that  network  are  today  owned  by  Independent  companies. 
(  Cooperation  in  the  management  of  the  long-haul  network  takes  place  today 
among  Bell-owned  companies  and,  to  a  lesser  extent,  between  Bell  and  Inde- 
pendent companies — "lesser,"  I  say,  because  of  a  reluctance  to  admit  to  the 
realities  of  our  participation  more  than  due  to  any  unwillingness  or  inability 
to  cooperate. 

Because  of  their  very  nature,  satellite  facilities,  I  submit,  offer  a  unique  op- 
portunity to  introduce  participative  ownership  in  the  nationwide  switched  net- 
work. I  further  submit  that  such  participative  ownership  is  is  the  best  long- 
term  interests  of  the  entire  telephone  industry. 

Perhaps  if  the  Independents  had  been  encouraged  to  share  in  the  ownership 
and  operation  of  the  present  long  lines  network  we  would  not  have  some  of 
the  problems,  some  of  the  illogical  competition  and  some  of  the  regulatory 
constraints  that  we  have  today. 

I  am  quite  aware  that  these  are  controversial  issues,  that  complete  unani- 
mity of  opinion  for  or  against  them  is  unlikely  ever  to  be  achieved  among 
telephone  companies,  customers,  interconnect  suppliers,  specialized  common 
carriers  and  regulators. 

Some  of  us  see  no  reason  to  relinquish  old  concepts,  especially  if  we  are 
uncertain  about  the  economic  and  operational  impact  that  will  come  with  the 
adoption  of  new  ones.  At  the  other  extreme,  some  of  us  are  so  eager  to  change 
to  new  concepts  that  there  is  a  danger  of  throwing  oiit  the  baby  with  the 
bathwater. 

There  is  an  old  Scottish  proverb  to  the  effect  that  it  is  "better  to  bend  than 
break."  I  think  it  applies  very  well  to  the  situation  in  which  the  American 
telephone  industry — and  all  of  tho.se  vitally  concerned  with  the  people  it  serves 
— can  be  found  today. 

If  we  devote  ourselves  to  endless  and  unavailing  argument  and  philosophical 
discussion  on  these  controversial  issues — if  there  is  unalterable  polarization 
on  these  issues  with  no  seeking  of  a  middle  ground  where  the  public  interest 
can  be  well  served — if  there  i.sn't  some  bending  done — something  is  going  to 
break,  and  it  could  well  be  the  spirit  of  cooperation  and  partnership  that  has 
given  our  nation,  to  date,  the  world's  greatest  telecommunications  system. 

For  it  is  my  concern  that  the  world's  greatest  telecommunications  system  is 
threatened  more  by  other  forces  than  it  will  ever  be  by  a  limited  amount  of 
regulated  competition.  There  are  those  in  government  and  academic  circles 
that  .seem  determined  to  dismantle  and  fragment  the  telephone  industry  simplv 
because  the  industry  is  "big'  and  because  it  is  "concentrated." 

Perhaps  those  of  you  who  followed  the  hearings  before  the  Senate  .Tudiciary 
Antitrust  and  Monopoly  Subcommittee  chaired  by  Senator  Hart  earlier  this  year 
share  my  concern.  Most  of  the  carefuHy  screened  witnesses  testified  to  the 
effect  that  size  is  a  sin  and  vertical  integration  is  a  cardinal  sin.  Thev  advanced 
the  contention  that  the  Bell  System's  size  and  economic  impact  permit  it  to 
carry  on  anticompetitive  practices  against  interconnect  producers  and  suppliers, 
specialized  common  carriers  and  radio  common  carriers.  To  a  maiority  of 
the  witnesses,  the  solution  was  the  complete  dismantling  of  the  Bell   System. 

Our  colleague  Bill  Corman  summarized  these  allegations  and  the  prooo.sed 
solution  in  his  answer  to  the  nuerv  :  "Would  the  pubMc  be  better  served  if 
Bell  did  not  occupy  such  a  position?"  Bill's  response:  "One  answer  is  to  trv 
it  and  see  what  happens.  Ilowever,  I  feel  that  s:uch  an  answer  has  many  of 
the  attributes  of  Russian  roulette." 

I  agree  with  Bill  Corman's  nnalr>firy  but  T  believe  the  odds  are  a  lot  shorter 
than  the  theoretical  five  to  one.  If  the  political  and  economic  planners  are 
going  to  dismantle  the  Bell  Svstem.  the  maior  Independent  entities  are  next  in 
line.  I  can  onlv  conclude  that  such  a  restructuring  would  relegate  America's 
telecommunications  network  to  second-class  status  in  a  short  period  of  time. 
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Without  the  technical  and  operational  leadership  of  the  Bell  System,  which 
is  made  possible  only  by  the  combination  of  all  their  various  resources  and 
capabilities,  all  telephone  operating  companies  and  all  telephone  suppliers 
would  be  severely  handicapped.  The  reorganization  of  the  telephone  industry, 
as  envisioned  by  Senator  Hart  and  his  followers,  would  succeed  in  ending  this 
country's  world  leadership  in  telecommunications.  Because  unified  direction 
is  a  requirement,  tlie  only  answer  then  would  be  nationalization  of  the  indus- 
try. 

We  have  a  lot  of  detractors  these  days  and  we  are  going  to  strengthen  their 
hands  if  we  persist  in  spending  an  inordinate  amount  of  scarce  management 
and  regulatory  time  and  talent  on  our  competitive  services  which  are  a  rel- 
atively small  part  of  our  business.  Let's  get  together,  then,  to  compromise  our 
differences. 

With  the  public  interest  as  our  criterion,  let  us  decide  which  of  the  old  ways 
of  doing  business  still  are  valid  for  this  day  and  age  and  which  ones  should 
be  modified  to  meet  the  public  needs  of  today  and  tomorrow.  Instead  of  adopting 
an  inflexible  attitude  about  competition  of  any  kind,  let's  look  for  ways  to 
accommodate  competition  in  the  public  interest. 

Finally,  while  there  is  no  wrong  time  to  do  a  right  thing,  let  us  remember 
that  it  is  wrong  to  kill  time  when  we  can  employ  it  instead.  That's  an  old 
Swedish  proverb  that  I  just  authored  to  emphasize  the  need  for  immediate 
action  if  we  are  to  avoid  the  consequences  of  being  inflexible. 

Let's  all  bend  a  little. 

Exhibit  13 

Federal  Communications  Commission, 

Washington,  D.C.,  Octoher  19,  1970. 

[Public  Notice] 

(Remarks  by  Commissioner  Nicholas  Johnson,  Federal  Communications  Com- 
mission, prepared  for  delivery  to  the  Digitronics  Users  Asociation  Conference, 
Hotel  Ambassador,  Chicago,  Illinois,  Monday,  October  19,  1970) 

Why  I  Am  a  Conservitive  or  For  Whom  Does  Bell  Toil? 

You  may  be  wondering  why  a  conservative  like  I  would  have  so  much 
trouble  with  the  telephone  company.  Well,  let  me  tell  you. 

Now  that  Vice  President  Agnew  has  spilled  the  beans,  and  all  the  world 
knows  that  I  have  been  just  a  "super  permissive  government  ofiicial"  all  along, 
I  might  as  well  confess. 

The  Vice  President's  right.  It  is  no  coincidence  that  I  should  come  to 
Chicago  to  speak  on  economic  issues.  The  fact  is  that  I  have  picked  up  a 
great  deal  of  my  economic  philosophy  right  here.  Milton  Friedman  and  his 
colleagues  have  made  a  believer  out  of  me. 

It  hasn't  been  easy.  There  aren't  many  genuine  conservatives  left — especially 
in  Washington.  And  when  folks  found  that  I  was  getting  some  of  my  regulatory 
philosophy  from  Barry  Goldwater's  economic  advisor  I  knew  I  would  have  to 
pay  the  price  of  trade  press  ridicule  and  industry  suspicion. 

In  fact,  I  have  spent  most  of  my  career  as  a  government  ofl^cial — first  as 
Maritime  Administrator  and  now  as  an  FCC  Commissioner — unsuccessfully 
preaching  the  doctrine  of  free  private  enterprise  competition  and  less  govern- 
ment regulation  to  reluctant  American  businessmen  committed  to  socialized 
enterprise  and  government  protection  of  monopoly. 

I  didn't  believe  in  socializing  and  subsidizing  the  American  merchant  marine 
and  shipyards.  I  felt  that  with  the, genius  of  American  management,  we  ought 
to  be  able  to  win  in  world-wide  competition — as  the  American  computer  and 
industrial  machinery  companies  have  done.  I  wanted  less  government  involve- 
ment in  shipping — the  industry  wanted  more  regulation  and  socialization.  Now 
it  has  won  out,  as  you  may  know.  President  Nixon's  proposals  for  dramatic 
increases  in  maritime  subsidies  have  been  approved — notwithstanding  the  fact 
that  almost  every  independent  economist  in  the  country  argues  there  is  ab- 
solutely no  commensurate  economic  benefit  whatsoever  from  this  expenditure 
of  tax  dollars. 

Why  is  it  that  principles  of  competition  sound  so  good  at  Rotary  and  so 
frightening  when  competitors  threaten  to  move  in  next  door? 
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If  the  best  products  are  to  win  out  in  the  market  place,  if  the  theory  is  to 
work  in  practice,  there  must  be  informed  consumers.  Why  is  it  that  consumer 
product  industries  almost  universally  resist  efforts  to  provide  relevant  infor- 
mation about  their  products  in  advertising,  packaging  and  prices  that  make 


comparisons  easier 


If  there  is  to  be  competition  there  must  be  competitors.  Why  is  it  that  an 
industry  run  by  men  like  America's  newspaper  executives — whose  editorial 
commitment  to  free  enterprise  is  unmatched — are  distressed  that  only  94% 
of  the  cities  with  daily  newspapers  have  monopolies?  Why  is  it  they  feel 
compelled  to  press  for  a  newspaper  monopoly  authorization  bill  (Administra- 
tion-backed— over  the  protests  of  the  Assistant  Attorney  General  for  Antitrust) 
in  order  to  further  reduce  competition  in  their  business? 

You  get  the  idea.  In  general,  you  see,  my  problem  involves  the  distinction 
between  the  articulation  of  a  theory  and  its  application  in  practice.  It's  the 
carrying  of  a  conservative  philosophy  like  private  enterprise  to  its  logical 
conclusion  that  gets  me  in  trouble. 

My  problems  are  onlv  rendered  more  extreme  by  the  integration  of  my 
con.servative  economics  into  my  conservative  politics. 

Mv  politics  are  equally  oUl-fashioned.  They  are  based  on  an  American  theory 
developed  by  a  200-year-old  landed  aristocrat  named  Thomas  .lefferson :  de- 
mocracv.  He  believed  that  the  best  government  would  come  from  an  educated 
and  informed  people  participating  in  the  decisions  that  affect  their  daily  lives. 
Hnrdly   anvbodv   believes  in   thi«   cnnservntive  doctrine  anvmore. 

It's  kind  of  a  lonely  crusade  I  wage.  For  example.  I  felt  that  local  citizens 
should  participate  more  actively  in  the  license  renewal  process  of  their  local 
radio  and  television  stations.  This  was  preferable,  in  my  .iudgment,  to  regula- 
tion by  the  federal  government  in  Washington.  I  admit  this  sounds  sort  of  like 
a  George  Wallace  position.  And  I  sunpose  I  shouldn't  have  been  surprised  that 
those  Radic-Libs  who  control  the  broadcasting  industry — and  therefore  the 
Congress,  Administration,  and  FCC— wouldn't  see  it  my  way.  But  I  was  a  little 
saddened. 

And  so  it  goes.  The  life  of  a  conservative  is  hard. 

The  purpose  of  this  loner  introduction  has  been  to  make  it  easier  for  you  to 
understand  the  problems  t'vp  had  with  the  telephone  company. 

You  all  recall  the  telephone  company.  You  have  to  recall  the  telephone  com- 
panv.  You  lose  vour  dime  on  the  first  try. 

Well,  a  part  of  my  responsibility  as  an  FCC  Commissioner  is  to  see  to  it  that 
the  Bell  System  serves  the  public  interest,  convenience  and  necessity. 
That  it  is  a  necessity  no  one  doubts. 
Just  how  convenient  it  is  raises  other  issues. 
As  for  the  public  interest,  that  seems  to  have  been  forgotten. 
I  used  to  talk  and  write  about  the  public  interest  in  telephone  matters  a  lot : 
lower  rates,  more  flexible  services,  optimal  rate.^  of  technological  growth  and 
plant  expansion,  and  so  forth— you  know  the  litany.  Well,   I've  stopped.   It's 
not  that   I'm   not  interested,  you  understand.  It's  just   that  it's  not  working. 
It's  kind  of  like  falling  in  love  by  yourself.  It's  a  beautiful  trip,  but  it's  kind  of 

So" I've  decided  to  talk  about  Bell's  interests.  That  seem«  to  be  what  most  of 
the  people  who  come  to  the  FCC  these  days  are  talking  about.  It's  a  tougher 
ball  game  to  play,  but  that  just  makes  it  more  of  a  challenge.  And  at  least 
vou're  not  talking  to  yourself.  ......  i.v,   4.  t>  n 

You  can  imagine  mv  surprise,  as  I  got  into  the  subject,  to  discover  that  Bell 
management  has  been  urging  policies  that  don't  even  serve  the  company  s 
interests  I  mean.  I  could  understand  how  Bell's  pursuit  of  its  own  interests 
would  not  alwavs  serve  the  public  interest.  That  probability  was,  after  all,  the 
original  reason  "for  regulation.  But  why  would  Bell  deliberately  adopt  policies 
that  simultaneously  produce  (a)  higher  prices  and  worse  service  for  tn,'? 
public,  and  also  (b)  lower  profits  for  its  shareholders?  That  I  DUst  couldn  t 
understand.  But  the  evidence  was  clear  that  higher  prices,  lower  quaWy 
services  and  lower  profits  had  been  the  result  of  a  number  of  Bell  management  s 
policies.'  It  was  then  that  it  dawned  on  me :  perhaps  if  I  could  present  my  case 
for  public  service  from  Bell  in  terms  of  Bell's  own  profit  picture  I  might  at 
least  get  the  ear  of  some  of  the  company's  policy  makers  for  a  moment  And 
so  I  continued  mv  research  into  the  uncharted  wilderness  on  the  way  to  higher 
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profits  for  Bell.  What  I  have  to  report  today  are  the  results  of  preliminary 
investigation.  But  I  thought  it  might  be  of  interest  to  you. 

There  are.  as  always,  a  few  basic  assumptions.  I  assume  that  lower  costs,  and 
higher  revenue  from  increased  communications  use  and  improved  technology 
are  in  the  private  interests  of  the  company.  I  also  assume  some  regulatory  lag- 
that  is,  that  the  company  is  allowed  to  keep  a  certain  amount  of  windfall  profits 
(from  reduced  costs  or  increased  revenues)  before  the  FCC  and  state  com- 
missions catch  up  with  extravagant  rates  of  return. 

There  are  three  basic  areas  where  I  believe  the  Bell  System  has  not  served 
its  own  interests — what  I  will  call  financial  operations,  promotion  of  service 
and  technological  improvements. 

FINANCIAL 

Debt-equity  structure. — A  big  company  like  Bell  needs  capital.  Lots  of  it. 
Last  year  it  went  to  the  market  for  a  total  of  roughly  $2  billion  in  external 
financing.  A  few  percentage  points  can  make  a  big  difference — especially  if 
you're  a  shareholder.  But  basically,  anytime  you're  a  shareholder  in  a  company 
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whatever  the  company  makes  above  its  costs.  The  more  cheap  money  the 
company  can  borrow  the  richer  you  get.  That's  how  the  electric  utilities  rated 
A  and  B,  with  an  average  rate  of  return  of  6.6%  in  1968,  earned  for  share- 
holders an  average  of  12.3%  on  equity.  Bell,  by  contrast,  while  earning  7i/^% 
on  its  investment  earned  for  shareholders  only  9.3%.  It's  a  dramatic  and 
shocking  contrast,  but  true. 

Only  under  intense  questioning  during  the  1967  FCC  hearings  did  Bell  man- 
agement finally  concede  the  error  of  its  ways  over  lo  these  many  years.  So  long 
as  the  interest  rates  Bell  must  pay  for  debt  are  lower  than  the  total  rate  of 
return  it  must  pay  on  equity  (which  is  virtually  always  the  case),  it  is  in  Bell's 
interest  to  borrow  rather  than  sell  stock.^  But  it  is  a  bit  ironic  and  tragically 
costly  for  everyone  involved  that  Bell  is  only  now  going  to  more  debt  financing — 
when  it  has  to  pay  some  of  the  highest  interest  rates  in  our  nation's  history 
(8%  to  9%) — and  that  it  failed  to  borrow  more  during  all  those  years  when  it 
could  have  borrowed  in  the  2%  to  4%  range. 

Needless  to  say,  the  public  has  also  been  grossly  disserved  by  Bell's  financial 
policies.  Every  dollar  raised  through  equity  rather  than  debt  can  cost  the  con- 
sumer five  times  as  much.  But  so  long  as  our  principal  focus  is  on  the  share- 
holder's interests  we  needn't  dwell  on  the  public  interest  aspect  of  Bell's  folly. 

Stock  options  and  stock  financing. — As  a  part  of  the  Bell  miscalculation  on 
debt-equity  ratio,  there  was  for  some  time  a  i-ather  extensive  program  of  stock 
options  for  employees.  This  program  has  now  ended,  but  its  effect  was  sig- 
nificantly to  dilute  ATT  stock — with  a  rather  meager  return  in  terms  of  financing 
and  employee  incentives.  It  was  nice  for  management  and  employees — but 
mighty  costly  for  shareholders. 

There  are  two  other  matters  which  still  may  be  considered  in  the  FCC's 
lagging,  five-year-old  investigation  of  Bell's  rates  and  sei-vuces.  I  will  express  no 
final  position  before  examining  the  full  record.  But  I  think  there  is  significant 
evidence  for  the  following  two  propositions. 

Accelerated  depreciation. — You  don't  have  to  know  very  much  accounting  to 
know  about  depreciation — the  annual  "cost"  of  your  plant  wearing  out.  But 
when  your  plant  is  worth  $41  billion,  like  Bell's  is,  how  that  depreciation  is 
handled  by  the  accountants  can  make  a  big  difference  in  your  costs,  your  taxes, 
your  regulated  rate  of  return,  and  your  shareholders'  profits.  Now  there  are  a 
lot  of  inequities  in  the  tax  code  favoring  the  corporations  and  the  rich.  I  think 
many  of  them  ought  to  be  changed.  But  I'd  agree  with  Milton  Friedman  that, 
as  long  as  they're  there,  management's  role  is  to  minimize  its  company's  tax 
burden — not  to  make  social  policy  judgments  that  the  government  might  put  the 


1  I  am  assuming  Bell's  current  debt-equity  ratio.  There  would,  of  course,  come  a  point 
when  additional  debt  might  pose  financial  risk.  Most  economists  agree,  however,  that 
Bell  is  still  a  long  way  from  that  point. 
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money  to  better  use  than  the  shareholders.  Since  the  1954  Internal  Revenue 
Code  took  effect  Bell  has  be<?n  i)eniiitted  to  us  "accelerated  depreciation" — that 
is,  to  charge  off  as  a  tax  deductible  business  expense  more  depreciation  than 
was  formerly  permitted.  Instead  of  figuring  its  federal  taxes  based  on  accel- 
erated depreciation,  however.  Bell  continued  to  use  "straight  line"  (normal) 
depreciation.  As  a  result  the  potential  tax  savings — at  least  millions  and  perhaps 
billions  of  dollars — have  been  lost  forever  for  Bell's  shareholders.  In  a  tight 
money  market  when  the  company  has  to  obtain  increasing  amounts  of  addi- 
tional financing,  and  is  reportedly  considering  competing  with  the  U.  S. 
Treasury  for  the  hearts  and  minds  and  money  of  America's  savings  bond 
holders,  the  use  of  accelerated  depreciation  in  computing  Federal  taxes  would 
have  provided  gilt-edged  returns.  Finally,  in  1970,  Bell  changed  its  policy.  But 
its  failure  to  use  this  technique  for  16  years  simply  increased  its  own  costs  and 
those  of  its  customers. 

Western  Electric. — The  Bell  System  owns  its  own  supplier,  the  Western 
Electric  Company.  Of  course,  it  can  set  the  prices  it  pays  Western  at  whatever 
it  wants.  But  even  under  Bell's  pricing  it  is  currently  "paying"  Western  more 
than  $4  billion  a  year.  It's  not  a  small  business.  In  part  because  of  the  tremen- 
dous economic  power  this  gives  Bell  now,  and  would  give  Western  if  it  could 
compete  with  other  manufacturers,  the  Justice  Department  brought  an  anti- 
trust action  to  make  Bell  sell  Western.  Bell  fought  the  action  (unwisely,  as  we 
will  see  shortly),  and  the  case  was  settled  with  a  "con.sent  decree."  The  decree 
jiermits  Bell  to  keep  Western,  but  prohibits  Western  from  entering  the  market 
to  compete  with  other  electrical  and  telephonic  manufacturing  companies.  It  is 
clear  that  Bell's  position  has  enhanced  the  position  of  its  management :  they 
have  a  "bigger"  company  to  manage,  and  hence  a  good  argument  for  higher 
salaries  and  more  prestige.  But  what  has  it  done  to  Bell's  shareholders?  A  strong 
case  can  be  made  that  they  would  be  much  better  off  if  Bell  woiild  distribute  the 
stock  of  Western  Electric  to  them  and  at  the  same  time  move  to  abrogate  the 
1956  consent  decree.  This  may  seem  like  a  drastic  move  on  ATT's  part — but  the 
artificial  constraints  on  Western  Electric  mean  that  the  company  cannot  partici- 
pate fully  in  the  communications  technology  revolution  that  is  only  now  begin- 
ning. An  obvious  example  is  that  Western  Electric  does  not  sell  to  non-Bell 
companies  even  though  Hell  c';;ims  Western  Electric's  prices  are  lower.  And 
this  market  may  be  one  of  the  smaller  that  the  present  consent  decree  prevents 
Western  Electric  from  serving.  What  markets  might  Western  Electric  exploit  if 
it  were  not  held  down  by  the  consent  decree :  computers,  satellites,  CATV, 
television,  photography,  duplicating,  educational  systems  and  libraries?  The 
point  is  obvious.  With  stock  in  both  Bell  and  a  viable,  independent  Western, 
most  economists  agree  that  Bell's  shareholders  would  be  a  whole  lot  richer. 
And  the  odds  are  that  consumers  would  also  enjoy  the  fruits  of  more  intense 
competition :  more  technological  innovation  and  lower  prices. 

Rate  of  return. — Fundamental  to  Bell's  financing  is  its  authorized  rate  of 
return  on  capital  investment.  The  current  theory  of  public  utility  regulation  is 
that  public  commissions  must  hold  down  the  monopolistic  utilities'  rate  of 
return  to  reasonable  levels.  It  has  occurred  to  me  that  this  may  be  backwards. 
Perhaps  the  public  interest  would  be  better  served  if  we  just  forgot  about  the 
rate  of  return,  and  simply  concentrated  on  reducing  the  cost-per-unit-service  to 
customers  and  improving  performance  criteria.  At  the  very  least,  it  seems  to 
me  we  ought  to  have  some  idea  of  how  the  country  would  be  different  if  Bell 
had  a  rate  of  return  of  4%,  6%,  8%,  10%,  12%  or  whatever.  What  would  be 
Bell's  response  in  terms  of  rates  of  technological  innovation,  new  plant  invest- 
ment, quality  of  service,  and  so  forth?  Well,  the  answer  is  that  we  don't  know 
the  answer. 

For  a  company  where  every  percentage  point  increase  in  the  rate  of  return 
means  $250  million  annually,  one  would  think  the  issue  would  have  been 
addressed.  It  has  not  been. 

Indeed,  during  the  1967  hearings  I  put  the  question  to  Bell's  lawyers,  after 
roughly  this  kind  of  introduction.  How  would  Bell  like  a  much  higher  rate  of 
return,  I  asked.  How  w^ould  it  spend  the  money?  The  answer?  Here  is  an 
excerpt  from  the  transcript : 

"Commissioner  Johnson  :  I  appreciate  you  may  not  have  prepared  yourself 
to  address  yourself  to  such  a  question,  but  what  would  be  unwarranted  in  your 
judgment  about  our  permitting  a  rate  of  return  to  exceed  8V2  percent?  What 
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would  be  the  day-to-day  consequences  in  day-to-day  operations  for  the  company 
and  the  public? 

"Mr.  Garlinghouse  (Bell  Counsel)  :  .  .  .  I  would  say  when  we  get  above  the 
range  of  SV2  percent  we  would  not  be  hampered  in  furnishing  good  service  if 
the  earnings  were  brought  down  to  8^/4  percent.  The  service  is  the  ultimate  goal 
that  we  are  trying  to  achieve  and  eai-nings  are  a  vehicle  to  get  there. 

*         *         * 

".  .  .  Now  how  much  higher  than  8V2  percent  would  be  warranted  by  the 
economic  facts,  I  don't  know.  What  may  be  right  today,  may  be  wrong  tomorrow, 
and  it  could  very  well  be  the  rate  of  return  should  be  higher  in  the  future. 
[Tr.  pp.  10,  310-11]." 

How  would  the  shareholders  react  to  that?  I  was  offering  them  the  chancd*  to 
try  for  additional  hundreds  of  millions  of  dollars  a  year  and  I  couldn't  even 
get  the  company's  lawyers  to  address  the  question ! 

PROMOTION   OF   SERVICE 

It  is  rather  disturbing  that  Bell  management  would  make  fundamental 
errors  in  financing  that  cost  shareholders  and  consumers  alike  millions  or  billions 
of  dollars.  I  began  with  the  financial  examples  because  they  involve  (1)  such 
rather  obvious  blunders,  (2)  such  large  sums  of  money,  and  (3)  are  so  directly 
and  obviously  related  to  shareholder  losses.  But  finance  is,  after  all,  common 
to  all  enterprises.  It  is  not  unique  to  the  expertise  of  Bell  management. 

Some  of  the  most  disheartening  and  fa.scinating  of  Bell  management's  errors 
involve  the  telephone  business  itself.  How  has  management  responded  to  the 
opportunities  to  increase  its  business  and  reduce  its  costs?  It  is  in  this  area  that 
we  begin  to  uncover  some  rather  fundamental  lapses  in  communications  and 
economic  philosophy. 

There  is  no  one  who  I  have  ever  been  able  to  discover  within  ATT — manage- 
ment, sales,  or  scientific  research — who  has  a  sense  of  the  social-political- 
economic  role  of  the  telephone  in  a  modern-day  industrialized  society.  They  can 
design,  promote,  distribute,  and  install  a  "Princess  telephone"  that  will  transmit 
the  human  voice — even  if  they  don't  think  to  make  it  heavy  enough  to  keep  it 
from  sliding  off  the  bedside  table.  But  they  are  seemingly  incapable  of  thinking 
about  the  ways  in  which  people  might  use  that  instrument  in  their  lives. 

You  can  point  out  the  fact  that  it  costs  more  to  call  Washington  from  Alaska 
or  Hawaii  than  from  London.  What's  the  political  consequence  of  that  for  the 
United  States?  They  haven't  thought  about  it. 

You  can  ask  about  the  role  of  the  telephone  in  uniting  far-flung  families  and 
friends.  What  would  be  the  social  impact  of  universal  availability  of  a  low- 
price  WATS  service  ("long  distance"  service  without  a  per  call  charge)?  They 
don't  know.  What  factors  now  affect  telephone  usage  in  local  exchanges— where 
there  is  a  flat  monthly  fee  and  every  call  is  "free"?  In  what  ways  does  the 
pricing  of  "long  distance"  service  inhibit  usage?  How  much  lost  revenue  has 
Bell  suffered  as  a  result? 

What  would  be  the  economic  consequences  for  our  nation  if  WATS  (inward 
and  outward)  were  made  generally  available?  We  know  what  air  freight  has 
done  to  the  warehousing  business  in  some  industries.  What  is  the  correlation 
between  "no  cost"  telephone  service  and  the  profits  of  a  firm?  What  are  the 
economics  of  a  company's  closing  local  offices  and  taking  calls  at  a  single 
national  number? 

So  many  of  Bell's  decisions  suggest  a  philosophy  reminiscent  of  the  story  of 
the  two  librarians  at  a  convention  discussing  the  condition  of  their  respective 
libraries.  "Oh,  I'm  so  pleased,"  sa,id  one.  "All  my  books  are  in  and  on  the 
.shelves  except  for  two,  and  they're  coming  in  next  Tuesday." 

It's  not  the  telephone  company's  job  to  encourage  us  to  keep  the  phone  on 
the  hook  any  more  than  a  librarian  is  doing  her  job  if  she  wants  to  keep  the 
books  out  of  circulation. 

And  yet  I  cannot  help  but  get  the  impression,  at  almost  every  turn,  that  the 
telephone  company  mentality  is  of  exactly  that  character.  Management  seems 
almost  panicked  at  the  prospect  of  the  company's  business  expanding.  In  a 
moment  I  will  discuss  their  attitude  toward  off-peak  pricing  principles,  the 
Carterfone,  the  New  York  Telephone  breakdown,  the  Public  Broadcasting  net- 
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work,  cable  television  and  data.  But  the  common  impression  running  throughout 
is  that  of  a  company  not  only  failing  to  promote  increased  usage  of  its  service, 
not  only  failing  to  serve  the  increased  business  brought  its  way,  but  a  company 
that  would  actually  rather  fight  through  Commission  and  courts — with  con- 
siderable vigor,  expenditure,  and  occasional  success — than  switch. 

It's  a  tragicomic  posture  of  the  keepers  of  a  disintegrating,  condemned  old 
plantation  home  seeking  its  shelter  in  a  storm — because  it's  all  they  know.  But 
the  humor  quickly  fades — for  shareholders  and  customers  alike.  Bell's  failure  to 
understand  telephone  usage  enough  to  develop  new  business,  its  failur  to 
anticipate  even  the  comparatively  modest  growth  that  has  come  along  without 
cultivation,  has  cost  its  shareholders  billions  of  dollars  in  potential  profits 
forever  lost.  Of  course,  it  has  also  caused  the  public  an  awful  lot  of  grief, 
inconvenience,  and  excess  costs. 

One  of  the  most  ironic  features  of  Bell's  failure  to  expand  to  meet  demand 
is  that  it  is  one  of  the  few  companies  in  the  world  that  could  have  done  so  at 
absolutely  no  risk  whatsoever  to  itself.  Bell  is  authorized  its  "rate  of  return"  on 
its  capital  necessarily  employed  in  the  business.  In  other  words,  every  time  It 
can  plant  a  dollar  bill  in  the  ground  with  Commission  approval  (seldom  if  ever 
denied)  the  dollar  immediately  starts  earning  7  to  71/0%  for  the  shareholders. 
Even  if  the  business  does  not  develop  to  warrant  the  business  the  shareholders 
get  their  return.  It's  not  only  a  no-risk  investment,  it's  an  investment  with  a 
guaranteed  return.  In  fact,  one  of  the  responsibilities  of  a  regulatory  commission 
is  to  see  to  it  that  the  company  does  not  "gold  plate"  and  overbuild  beyond 
what  is  warranted,  because  of  the  unfair  burden  that  places  on  customers.  But 
there  is  absolutely  no  incentive  whatsoever  for  the  telephone  company  to  want 
to  hold  back  in  building  to  meet  anticipated  demand. 

Off-peak  pricing. — In  any  business  there  are  times  when  plant  is  idle — and 
when  any  business  at  all  will  contribute  to  necessarily  fixed  costs.  "Off-peak 
pricing"  is  a  simple  principle  widely  used.  Anytime  demand  for  goods  or  services 
increase  substantially  during  limited  times — whether  times  of  day  or  seasons 
of  the  year — economies  can  often  be  effected  by  spreading  that  demand  more 
evenly  over  time.  One  of  the  easiest  ways  to  do  this  is  by  changing  prlcse, 
making  them  higher  during  the  "peak"  and  lower  during  "off  peak"  periods. 
For  example,  the  airline  indu.stry  and  CAB,  have  come  up  with  an  intricate 
scheme  of  pricing  to  keep  the  planes  in  the  air. 

There  is  a  significant  peak  in  telephone  usage  during  the  four  or  five  hours 
around  noon  every  work  day.  During  many  of  the  20  other  hours  of  the  day 
the  telephone  system  is  almost  totally  idle.  But  the  Bell  System,  and  the  FCC, 
have  had  great  diflSculty  in  responding  to  this  obvious  problem  with  as  much 
imagination  as  the  airlines  and  CAB.  This  is  especially  tragic  for  Bell's  share- 
holders, because  with  a  $41  billion  investment  in  plant,  any  minute  when  it  is 
not  being  used  to  peak  capacity  is  costing  them  a  great  deal  in  lost  profits.  It  is 
also  costing  the  consumer  unjustifiably — for  he  must  sustain  the  financial  and 
other  costs  of  a  facility  which  is  substantially  overbuilt.  Most  of  the  limited 
off-peak  pricing  changes  (lower  rates  at  night  and  weekends)— each  of  which 
has  produced  higher  revenues  for  Bell — have  come  grudgingly.  In  most  instances 
Bell  has  vigorously  fought  them  at  the  FCC — delaying  their  effective  date  and 
reducing  their  impact.  The  price  cuts  are  always  substantially  less  than  the 
nature  of  the  off-peaks  would  justify — and  the  shareholders  are  entitled  to.  As 
a  result.  Bell  has  shown  a  much  less  smooth  demand  curve  than  it  very  easily 
could  have  achieved  by  fuller  plant  utilization.  It  has  lost  revenue.  It  has 
charged  unnecessarily  high  prices.  It  has  suffered  the  excruciating  embarrass- 
ment of  breakdowns  in  the  system.  For  all  of  these  failures  its  shareholders 
have  paid  a  high  price  indeed. 

Carterfonc. — The  sage  of  Tom  Carter  and  his  Carterfone  is  another  prime 
example  of  a  whole  flock  of  instances  in  which  corporate  intransigence  has  won 
out  over  common  sense  and  common  shareholders'  dollars.  Bell  is  afraid  of 
anything  that  has  not  received  its  papal  imprimatur  being  plugged  into  its 
telephone  system.  In  an  extreme  burst  of  jingoism,  it  even  has  the  FCC 
referring  to  such  equipment  as  "foreign"  attachments.  This  is  kind  of  like  the 
electric  company  trying  to  discourage  the  installation  of  air  conditioners  and 
washer-dryer  combinatons.  Howevier,  it  is  more  than  just  an  hilariously 
funny  posture  in  which  to  find  a  twentieth  century  telephone  company. 

If  the  phone  company  would  only  encourage  the  use  of  its  system  by  inno- 
vative  equipment   manufacturers    (rather    than    discourage   them),    it    would 
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suddenly   find  200  million  Americans   working  for  Bell   on   their   own   time 

rather  than  working  against  it.  The  increase  in  commimications  traffic  in  this 
country — which  ought  to  be  Bell's  principal  concern  and  measure  of  effective- 
ness—would jump  enormously  ;  because  200  million  people  can  think  of  a  lot 
more  things  to  do  with  a  communications  network  for  themselves  than  one 
corporation  can  think  up  for  them — particularly  if  it's  not  thinking. 

Tom  Carter's  device  was  simple,  popular,  effective,  and  harmless  to  the 
telephone  system.  It  was  scarcely  even  an  attachment.  It  simply  permitted  a 
coupling  between  a  telephone  set  and  a  land  mobile  transmitter-receiver.  It 
increased  the  use  of  the  telephone  system— and  the  potential  profits  of  Bell's 
shareholders.  It  was  fought  by  Bell  through  the  FCC  and  courts— for  11  years. 

New  York  telephone  service. — We  are  all  familiar  with  the  costly  breakdown 
in  New  York  telephone  service  and  the  subsequent  Bell  implicit  and  explicit 
admissions  of  management  failure.  As  ATT  Charman  Romnies  has  candidly 
conceded,  "There's  no  question  but  that  our  people  in  New  York  missed  the 
boat  in  estimating  the  growth."  But  New  York  is  not  atypical  of  a  basic  ATT 
failing.  We  used  to  assume  the  company  could  handle  a  slowly  growing  homog- 
eneous demand  for  Plain  Old  Telephone  Service  (appropriately  known  to 
company  men  as  "Pots").  Now  not  even  that  assumption  is  safe.  But  it  certainly 
is  not  a  company  geared  to  rapid  growth  and  accelerating  change.  In  New  York 
it  wasn't  simply  that  Bell's  plant  expansion  wasn't  fast  enough — investment 
was  actually  cut  back  at  crucial  time  periods.  New  York  serves  to  illustrate 
the  long  lead  times  in  the  ATT  system.  Lower  cost  planned  expansion  was 
replaced  by  high  cost  crash  programs.  Many  customers  went  unserved.  And 
how  does  one  calculate  the  costs  to  the  company  of  the  failure  to  inaugurate 
interstate  Picturephone,  or  the  problems  with  rate  increases  in  New  York  state, 
or  in  the  general  deterioration  of  the  service  reputation  of  the  company— all  of 
which  were  consequences  of  the  New  York  fiasco?  It  all  could  have  been 
avoided.  It  wasn't.  The  shareholders  suffered. 

ETV  service. — In  1966  the  Ford  Foundation  proposed  that  the  benefits  of 
satellite  technology  be  used  for  educational  broadcasting.  In  1967  the  Public 
Broadcasting  Act  was  passed — providing  for  free  or  reduced  rate  interconnection 
for  public  broadcasting.  Here  was  a  golden  opportunity  for  ATT  to  respond  to 
a  national  challenge  that  had  commanded  national  support.  Quick  provision  of 
reliable  service  at  a  price  public  broadcasting  could  afford  would  have  provided 
great  benefits  to  the  image  of  the  company.  It  was  a  new  growth  field.  Invest- 
ments here  would  pay  big  dividends.  The  investment  would  return  profit  imme- 
diately, and  even  more  in  the  future.  What  happened?  ATT  had  to  be  dragged, 
kicking  and  screaming,  to  the  FCC  where  it  has  fought  for  three  years  the 
service  to  public  broadcasting  that  Congress  ordered.  For  a  period  of  time 
Public  Broadcasting  was  getting  horrendous,  interrupted  service  and  the  FCC 
was  forced  to  intervene  on  that  account.  The  company  blew  a  public  relations 
dream — and  to  this  day  it  is  presenting  a  mostunstatesmanlike  posture  which 
can  only  continue  to  have  adverse  long-term  consequences.  Bell's  position  is 
even  more  difficult  to  understand  in  light  of  its  treatment  of  the  commercial 
networks.  The  tariff  for  commercial  network  interconnection  was  filed  in  1947 
as  a  promotional  tariff,  but  the  rates  remained  unchanged  for  more  than  20 
years,  being  raised  only  recently.  Now  the  FCC  is  holding  a  hearing  to  decide, 
among  other  things,  whether  these  rates  are  high  enough.  There  is  strong  evi- 
dence to  suggest  that  commercial  networks  enjoyed  "reduced  rates"  during  part 
of  this  time  period.  The  shareholders  seemingly  can't  win.  Bell  can't  optimize  on 
selling  service  to  commercial  enterprises  or  on  giving  it  way  to  public  cor- 
porations. 

CATV. — If  you  believe  the  pundits,  we  may  be  on  the  verge  of  a  nationwide 
revolution  in  communications — as  mass  communications  and  personal  communi- 
cations services  merge  in  a  new  technology  that  will  change  our  nation.  One 
thing  seems  sure.  Whatever  happens  the  Bell  System  will  play  at  best  a 
minor  role.  Bell  is  not  a  particularly  significant  factor  in  CATV.  There  are  no 
test  communities  where  the  Bell  System  is  applying  its  expertise  for  CATV 
communications.  Suppose  in  the  early  sixties  Bell  had  successfully  argued 
that  CATV  should  be  a  common  carrier  service  available  to  all  comers,  and  then 
moved  to  demonstrate  its  potential.  How  different  things  might  be  today,  as  the 
Bell  System  seemed  ready  to  rewire  the  nation  with  the  most  cost-effective 
combination  of  cable  and   Picturephone.    It  is  apparently  not   to   be — and   no 
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onp  will  ever  know  what  Bell  has  missed.  But  one  can  safely  estimate  the 
shareholders  have  once  again  been  robbed  of  a  multi-billion  dollar  profit 
potential. 

Privacy. — The  usefulness  of  the  nationwide  telephone  system  depends  in 
large  part  on  the  fact  that  it  is  a  private  commimications  network.  You  and  I 
would  like  a  telephone  conversation  to  be  as  close  a  substitute  for  a  private 
face-to-face  conversation  as  possible.  We  assume  that  no  one  else  is  listening. 
But  the  past  few  years  we  have  seen  an  increasing  erosion  of  the  privacy  and 
integrity  of  the  telephone  system. 

Especially  disturbing  is  the  fact  that  Bell  has  had  so  little  to  say  on  this 
is.siie.  There  have  been  no  strong  oppositions  to  amended  wiretapping  legisla- 
tion, no  court  actions  against  private  or  public  wiretapping,  no  public  opposition 
to  unauthorized  public  agency  wiretapping.  In  fact,  one  increasingly  hear  reorts 
of  Bell  Systems  local  company  cooperation  with  all  types  of  communications 
interception. 

The  effect  of  this  Bell  policy  is  cumulative  and  growing.  As  people  come  to 
believe  that  the  telephone  is  untrustworthy,  their  usage  declines.  The  company 
loses  the  patronage.  By  failing  to  resist  unauthorized  and  unnecessary  "inter- 
connection" to  its  system.  Bell  fails  to  protect  one  of  its  most  important  assets — 
people's  trust  in  the  privacy  of  the  telephone,  and  the  company's  public  commit- 
ment to  the  users'  (and  shareholders')  interests. 

Coin  phonos. — It's  a  little  matter,  in  some  ways,  but  one  of  great  consequence 
to  individual  users  on  occasion — and  significant  to  shareholders.  I'm  talking 
about  the  pay  phones — their  geographic  distribution,  the  number  that  are  out 
of  service,  and  Bell's  delay  in  converting  to  a  system  where  you  can  dial  an 
operator  without  depositing  a  dime.  There  is  no  way  of  computing  the  social 
costs  for  all  those  individuals  who  were  prevented  from  making  emergency 
calls  for  the  want  of  a  dime — or  an  operating  phone.  But  the  economic  costs  to 
shareholders  have  been  significant.  Any  time  someone  might  have  made  a  long 
distance  credit  card  or  collect  call  and  didn't — for  want  of  a  dime — they  have 
been  the  losers.  Bell  insisted  that  direct  operator  access  without  a  dime  was 
impossible — notwithstanding  the  fact  that  those  "backward"  telephone  systems 

in  foreign  countries  have  offered  the  service  for  years.  Finally,  it FCC  and 

Congressional  pressure,  it  relented — nfter  years  of  lost  profits  had  passed. 

Data  Communications. — Because  of  the  pendency  of  Commission  proceedings, 
I  do  not  want  to  say  much  about  service  in  the  data  field.  There  is  much  to  be 
said,  and  many  have  already  spoken.  A  Bell  oflicial  recently  said:  "[W]e 
recognize  that  we  haven't  always  been  on  top  of  the  job  in  serving  our  data 
customers."  The  Commission's  staff  has  concluded :  "In  an  industry  of  the 
size  and  growing  complexity  of  the  communications  common  carrier  industry, 
the  entry  of  new  carriers  could  provide  a  useful  regulatory  tool  which  would 
assist  in  achieving  the  statutory  objective  of  adequate  and  efficient  service  at 
reasonable  charges."  Bell  now  proposes  to  build  a  60  city  digital  network  to  be 
available  by  1973-74. 

TECHNOLOGY 

Satellites.— If  there  is  a  cow  more  sacred  than  all  others  at  Bell,  it  is  its 
belief  that  its  performance  in  technological  innovation  knows  no  equal.  The 
definitive  evaluation  of  technological  change  in  the  communications  industry 
has  not  been  written.  It  should  be.  At  least  in  satellites,  however,  it's  clear  that 
Bell  forfeited  an  early  lead  in  the  technology.  Bell  built  Telstar— a  random 
orbit  satellite.  Then  it  relaxed.  It  failed  to  develop  the  much  lower  cost 
synchronous  satellite  system,  which  does  not  require  the  elaborate  tracking  and 
telemetry  devices  and  uses  fewer  satellites.  Bell  has  been  virtually  absent  from 
the  development  of  an  entirely  new  international  industry.  Bell  banked  on  an 
obsolete,  capital-intensive  technology  (random-orbit  satellites)  when  innovation 
was  taking  place  toward  a  much  less  capital-intensive  development  (synchro- 
nous satellites).  .  , 

TD-2  Micro  ivave. — TD-2  microwave  is  simply  the  engineers  name  tor  an 
improved  system  of  microwave  transmission.  It  is,  however,  one  area  of  com- 
munications technology  where  we  have  some  industry  case  studies.  Competitors 
had  jumped  ahead  in  developing  this  particular  type  of  microwave.  Bell  had 
to  make  a  crash  effort  to  catch  up.  Whether  this  crash  effort  would  have  been 
successful  without  Bell's  basic  monopoly  advantages  in  terms  of  FCC  protection 
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of  Bell-maintained  barriers  to  competitive  entry  canot  be  determined.  But 
TD-2  Microwave  does  suggest  that  Bell  is  not  the  fountainhead  of  all  innova- 
tion. 

My  next  two  examples  of  technological  innovation  are  ones  I  feel  I  need 
to  be  a  little  more  tentative  about.  Ba.sed  on  conversations  with  a  number  of 
people  in  communications,  in  and  out  of  the  Bell  System,  1  feel  my  conclusions 
in  these  two  areas  are  correct.  But  I  do  want  to  note  that  the  evidence  is  not 
as   clear  as  in  the  TD-2  microwave  and   communications  satellite  cases. 

Transistors. — Bell  is  very  proud  of  its  role  in  developing  transistors.  But 
the  evidence  is  in  many  ways  much  more  ambiguous.  In  any  event,  many  of  the 
developments  since  transistors  have  taken  place  outside  the  Bell  System — for 
example,  in  semi-conductors.  Certainly  the  very  competitive  Japanese  are  jaow 
simply  exporting  the  applications  of  this  new  technology  right  back  to  use. 

iJSt>. — Bell  is  now  in  the  process  of  installing  its  version  of  electronic  switch- 
ing. Depending  on  the  time  schedule,  it  will  have  made  the  conversion  by  the 
year  2000.  Whatever  the  schedule.  Bell  may  be  installing  obsolete  technology. 
Those  who  have  studied  the  ESS  technology  decision  at  Bell  suggest  that  it 
may  have  chosen  a  less-advanced  technology  than  that  available — in  a  decision 
wbich  overemphasizes  risk  minimization,  and  an  ultraconservative  concern 
over  system  capability.  As  a  result  the  Bell  System  may  have  to  make  costly 
revisions  in  its  pattern  of  technological  innovation  in  switching.  This  question 
also  illustrates  the  difficulty  in  assessing  the  optimal  pattern  of  technological 
inovation  in  a  monopoly  with  vertical  integration.  Bell  is  now  buying  Japanese 
PBXs  for  use  in  the  New  England  area  where  solid-state  equipment  is  re- 
quired. 

I  cannot  close  this  discussion  without  some  comment  about  international 
comparisons  in  telecommunications.  Whenever  one  questions  Bell's  performance, 
the  non-sequitur  reply  is  usually  "have  you  ever  used  the  British  or  French 
telephone  system?"  This  is  a  strawman,  as  anyone  who  has  made  comparative 
studies  in  this  industry  recognizes.  I  would  suggest  that  we  can  learn  a  great 
deal  about  performance  from  telecommunications  systems  in  other  countries 
such  as  Sweden,  Switzerland,  West  Germany,  or  Japan.  Isn't  it  ironic  that 
while  we  can  u.se  our  space  technology  to  put  a  man  on  the  moon,  we  will 
have  to  suffer  the  hiuniliation  of  seeing  Canadian  and  Indian  domestic  .satellites 
in  the  .skies  before  ours?  In  many  countries  there  ar^  numerous  other  services, 
technologies,  or  lower  prices  that  we  do  not  have  in  this  country — even  if  it 
can  be  shown  that  on  some  absolute  scale  an  evaluation  might  find  the  American 
system  superior. 

CONCLUSION 

This  speech  is  already  much  too  long.  But  I  felt  a  few  examples  were 
really  necessary  to  make  the  point. 

Bell  management's  policies  disserve  the  public  interest  in  many  ways.  We 
all  know  that.  Few  in  the  company — or  the  FCC — seem  to  care  very  much. 

The  point  is  that  many  (though  not  all)  of  these  socially  retrogressive 
policies  also  fail  to  serve  Bell's  shareholders — robbing  them  of  billions  of 
dollars.  Sometimes  the  benefits  go  to  management.  Often  as  not  they  go  to  no 
one. 

For  whom  does  Bell  toil?  It's  hard  to  tell.  It's  not  the  public.  It's  not  the 
sliarcholders.  Management?  Well,  yes,  but  it's  not  that  simple  either. 

The  fact  is  that  a  national  monopoly  with  a  $41  billion  plant,  and  over  50 
federal  and  state  regulatory  agencies,  enjoys  the  benefit  of  neither  a  competi- 
tive spur  nor  an  effective  regulatory  check.  When  the  FCC  fails  to  probe,  and 
(luestion  Bell  management :  when  the  FCC  does  not  permit  its  staff  to  play  a 
tough  adver.sary  role  in  Bell's  ratQ  hearings ;  the  shareholders  of  the  company 
are  seriously  disserved  as  well  as  the  public. 

Some  form  of  competition  may  be  the  answer.  Whether  such  a  conservative 
approach  can  still  muster  any  adherents  in  a  Republican  Administration  under 
the  influence  of  Radic-Lib  American  businessmen  remains  to  be  seen. 
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Exhibit  14 

[Reprinted  From  The  Washington  Post,  Sunday,  December  16,  1973] 

NEVER  HAVE  SO  MANY  PAID  SO  MUCH  FOR  SO  LONG, 
FOR  SO  LITTLE  PROGRESS 
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Your  telephone  is  dying  of  old  age,  and  AT&T  expects  you  to 
pay  for  thie  funeral. 

Sounds  absurd,  doesn't  it?  Here  in  the  bosom  of  free  enter- 
prise, thiat  any  commercial  company  could  force  you  to 
accept  whiatever  it  decides  you  need  at  whatever  price  it 
wants  you  to  pay  But  until  1968,  that  was  the  situation- and 
now  AT&T  wants  those  "good  old  days'  back  again. 

If  they  get  their  way-  if  the  big  lies  they've  been  telling  go 
unchallenged-the  results  will  range  from  an  escalation  of  j 

our  monthly  phone  bills  to  lower  efficiency  and  higher  prices        | 
in  a  communications-starved  economy  throughout  the  nation,    i 

Bell's  version  of  the  American  dream; 
A  multi-billion-dollar  nightmare. 

Imagine  living  in  a  country  where  the  only  appliance  manu- 
facturer was  the  single  electric  company  that  supplied  power 
to  the  nation.  So  the  amount  of  power  your  appliances  con-_^ ,  ^^ 
sumed  was  determined  by  the  people  who  sold  you  your 
power  How  efficient  do  you  think  their  designs  would  be?  How 
anxious  would  they  be  to  innovate  power- saving  features?  | 

Or,  for  that  matter,  any  features  at  all  -  since  the  fewer  the  | 

changes,  the  higher  the  profit. 

Fortunately  progress  demands  a  choice.  So  the  U.S. 
utilities  who  made  appliances  at  the  start  of  the  century  soon 
stopped  to  do  what  they  did  best:  producing  and  distributing 
power.  Result;  instead  of  half-a-dozen  toasters  on  the  market, 
there  are  literally  hundreds;  rather  than  a  handful  of  refriger- 
ators to  choose  from,  there  ore  dozens-in  all  shapes,  sizes, 
capacities,  efficiencies,  colors  and  price  ranges.  The  same 
mixers,  radios,  vacuums,  washers. . .  but  not  telephones. 

It's  understandable.  When  you're  "the  only  phone  company 
in  town"  for  the  largest  part  of  the  nation,  it's  not  hard  to  get  a 
feeling  of  omnipotence.  And  because  it's  easy  to  be  "best" 
when  you're  the  only  contender,  there's  not  much  reason  to 
develop  new  solutions  for  new  problems.  Problems  that  have 
quickly  grown  in  size  and  seriousness.  While  neatly  camou- 
flaged behind  contoured,  illuminated  phones  with  dials  in  the 
handle- masquerading  as  major  progress. 

Giving  business  the  business. 
As  recent  phone  calls  you've  made  will  confirm,  the  nation's 
biggest  communications  problems  are  in  business.  Waiting 
interminably  for  people  to  be  found.  Getting  the  wrong  party. 
Having  someone  interrupt  your  conversation.  Being  cut  off  in 
mid -word.  Finding  yourself  talking  to  the  corner  candy  store  ds 
well  as  the  chairman  of  the  board.  Or  "gleep-buzz-click!"- 
talking  to  a  phone  that's  suddenly  gone  dead.  Until  you 
wonder  whether  the  phone  company's  got  a  grudge  against 
your  business. 

Maybe  it  does.  The  mainstay  business  telephone  is  virtually     [ 
unchanged  from  the  1938  "black  beauty"  you  see  above,  | 

(At  that  rate  of  progress,  where  would  your  business  be?)  If  the    i 
phone  company's  "choices"  were  the  only  ones  you  could 
make,  you  could  have  a  problem. 

©  1973  North  American  Telephone  Association 
■"Western  Electric 
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Happily,  that's  not  the  case .  .  ot  least  as  long  as  AT&T  can't 
get  its  way.  In  1968.  the  Federal  Communications  Commission 
ajled  individuals  and  businesses  could  attach  non-Bell  equip- 
ment to  Bell  lines.  And  as  a  result,  more  than  16,900  business 
users  to  date  have  installed  independently- manufactured 
"interconnect"  telephone  gear  on  more  than  286,000  phone 
lines.  Which  is  hardly  surprising,  considering  the  alternative. 

On  push-button  phones  (i<nown  as  "l<ey  systems"  in  the 
trade),  non-Bell  units  offer  literally  dozens  of  capabilities 
unavailable  in  comparable  Bell  offerings.  Including  features 
like  greater  capacity,  automatic  privacy  add-on  conferenc- 
ing, built-in  speaker  intercom  and  paging.  Plus  hands-free 
operation  on  inside  and  outside  calls,  music  on  hold,  station- 
by- station  toll-call  restriction,  more  attractive  styling  and  many 
more . . .  most  of  them  standard  features. 

On  larger  systems,  telephones  offer  similar  versatility,  v^ith 
tfuiit-in  "inteillgenf  •  features  like  programmed  call  forwarding; 
executive  priority:  call  transfer  without  operator  assistance: 
remote  call  pickup  and  more.  Add  to  this  a  projected  savings 
for  several  "interconnect"  customers  of  $50,000-5100,000  over 
a  10-year  period,  and  AT&T  has  a  sizeable  headache. 

Enter  the  big  lie. 
Tell  it  loud  enough  and  long  enough  and  people  will  believe 
you.  With  that  in  mind,  perhaps.  AT&T  chairman  John  D.  deButts 
made  a  speech  claiming  that  competition  is  harming  the 
telephone  industry.  Despite  significant  savings  documented 
across  the  nation.  Despite  more  advanced  and  sophisticated 
hardware  available  from  "interconnect"  sources.  Despite  the 
fact  that  interconnect's  innovations  have  produced  the  first 
real  phone  company  action  in  years. 

For  while  Mr  deButts  was  talking,  his  company  was  introduc- 
ing its  new  "Corn-Key"  system  through  market  tests  in  various 
states.  When  it  is  widely  introduced  in  1974.  Com-Key  will  bring 
Belljsuitomersieaturesthalhgye_beeaayailaWeJromJ'^^^ 
connect"  for  over  three  years.  If  we're  lucky,  who  knows  what 
we'll  get  in  1984? 

In  early  1970,  AT&T  set  up  the  "Denver  Project"-  a  widely- 
diversified,  top-calibre  task  force  of  Bell  Laboratories.  Western 
Electric  and  Bell  Operating  Companies  wort<ing  on  a  crash- 
program'  basis,  developing  large-scale  systems  to  compete 
with  "interconnect"  offerings.  Cutting  their  usual  6-year 
product  lead  time  by  more  than  half. 

And  there's  news  of  a  new  "flexible"  pricing  plan  that  will 
finally  give  users  a  little  break  on  Bell's  traditional  rent  now  and 
pay  and  pay  and  pay  later  no-option  formula. 

If  this  is  "harm  to  the  industry,"  someone's  confusing  "the 
industry"  with  Bell. 

The  biggest  lie  of  all. 
Now,  AT&T  has  added  more  shorts  to  the  circuit.  If  you  can't 
lick  'em  or  legislate  'em  out  of  existence,  it's  'scare  the  public' 
time:  Mr.  deButts  has  stated  that  if  more  businesses  add 
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non-Bell  phone  systems,  residential  phone  costs  will  go  up. 
Because  "business  business"  is  more  profitable  than  residen- 
tial business.  Unfortunately,  this  is  about  as  logical  as  the 
merchant  who  loses  money  on  each  sale  claiming  "I  make  if 
up  on  volume"  Because,  while  'business'  volume  is  for  greater 
than  residential,  its  costs  are  even  more  so. 

Think  about  it.  When  was  the  last  time  you  needed  a  tele- 
phone repairman  in  your  home?  When,  if  ever,  did  you  replace 
a  home  phone  because  it  wore  ouf?  The  majority  of  your  home 
phone  bills  come  from  s_ervices  used.  Once  installed,  home 
phones  provide  Bell  with  very  little  trouble.  And  a  pretty  decent 
installation  charge  for  a  S14,00  telephone,  a  hundred  feet  of 
wire  and  an  hour  or  two  of  a  technician's  time.  And  you  pay 
for  the  equipment  as  long  as  you  have  the  phone.  No  wonder 
the  phone  company  likes  you  so  much,  creating  "Princess™" 
and  "Trimline'""  telephones  to  boost  your  rate  even  more. 

Business  isn't  such  a  fun  customer  For  eight  to  ten  hours  a 
day  it  "demands"  enormous  facilities,  taxing  exchanges  and 
cables  to  the  limit-or  past-then  dwindling  to  a  trickle  for  16 
or  so  hours  more.  That's  costly  Meaning  billions  of  new  dollars 
a  year  for  equipment  that's  used  only  V3  of  the  time  for  five 
days.  And  almost  not  at  all  on  weekends. 

That's  just  the  beginning.  Because  business  is  so  hard  on  its 
facilities,  they're  more  prone  to  problems.  Requiring  more 
dollars  for  equipment,  ports  and  people  to  keep  them 
running.  In  major  cities,  some  buildings  have  "resident" 
repairmen,  complete  with  their  own  offices,   what  a  pain  in 
the  profit!  Same  thing  below-ground  as  well,  as  any  city  driver 
dodging  open  manholes  can  tell  you.  Business  phones  cost 
far  more  to  run. 

After  you've  sat  at  a  desk,  watching  repairmen  come  and 
go,  sometimes  for  days  on  end,  it's  hard  to  believe  that  Bell's 
making  a  better  buck  keeping  businesses  running.  Especially 
when  some  businesses  can't  be  reached  for  days. 

With  all  you're  paying  the  phone  company, 
shouldn't  you  get  some  change? 

V\fe  think  you  have  a  right  to  know  the  facts.  Not  to  indict  Bell 
for  blackmail -by-wire.  But  because  communications  has  sim- 
ply become  too  big  for  one  company  to  handle,  putting  self- 
interest  before  national  interest,  "fvlother"  Bell  doesn't 
always  know  best . . .  and  communications  are  too  vital  to 
take  chances. 

For  more  information  on  the  crisis  in 
communications,  write  our  Executive 
Director  Jim  Holmes.  The  North 
American  Telephone  Association. 
A  National  Organization  of  Inde- 
pendent Manufacturers,  Distribu- 
tors, Suppliers,  Service  Firms  and 
Consultants  Sen/ing  the  Interconnect 
Industry.  1725  De  Sales  Street,  Wash- 
ington, D,C.  20036  (202)  466-2454. 
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Exhibit  15 


MEMORANDUM  RUD 

JUN6    197^ 


STATE  OF  NEW  YORK 
PUBLIC  SERVICE  COMMISSION 


June  3,  1974 


TO: 
FROM: 


THE  COMMISSION 
COMMUNICATIONS  DIVISION 


SUBJECT:   Report  on  Rochester  Telephone  Corporation's  Interconnect 
Offering  (Case  26064) 

This  memorandum  is  presented  for  the  information  of  the 
Commission.   No  action  is  required. 

Opinion  No.  72-18  in  :ase  26064,  dated  August  21,  1972, 
required  Rochester  Telephone  Corporation  (RTC)  to  submit  a  quarterly 
report  on  the  operation  and  results  of  the  company's  interconnection 
tariff  which  became  effective  on  February  6,  1973.   This  memorandum 
provides  a  review  of  the  operation  and  results  for  the  first  full 
year  plus  two  months  of  the  company's  offering. 
DISCUSSION 

Attached  as  an  Appendix  are  RTC's  most  recent  quarterly 
report  for  the  quarter  ending  March  31,  1974,  and  charts  summarizing 
pertinent  data  in  the  reports.   Chart  #1  shows  the  growth  of  intercon- 
nected lines  with  a  division  for  lines  equipped  with  NPD's  and  a 
division  for  lines  equipped  with  Bell- type  connecting  arrangements.   It 
is  apparent  that  the  preponderance  of  customers  desiring  to  connect 
their  own  equipment  to  the  network  choose  the  NPD  method  as  opposed 
to  Bell-type  connecting  arrangements.   It  also  appear^  that  after 
the  first  eight  months  of  the  interconnect  offering  the  growth  rate  of 
interconnect  lines  is  settling  down  to  approximately  eight  (8)  percent 
per  quarter.   The  single  largest  increase  in  interconnected  lines 
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occurred  in  June,  1973,  when  the  Eastman  Kodak  Company  negotiated 
the  purchase  on-premises  telephone  equipment  as  approved  by  this 
.Commission  in  separate  Case, 26424.   The  969  lines  with  interconnected 
equipment  are  relatively  insignificant  (0.34%)  when  compared  to  the 
total  289,500  lines  served  by  the  Rochester  Company.   In  fact,  if 
the  eight  percent  growth  rate  persists  it  will  be  more  than  five 
years  hence  before  one  percent  of  the  RTC  lines  have  interconnected 
equipment.   It  is  also  interesting  to  note  that,  with  the  exception 
of  automatic  answering  devices  (offered  under  a  separate  tariff 
provision) ,  only  five  residence  lines  have  customer-provided 
equipment. 

Conclusions  on  investment,  expense,  and  economic  impact 
factors  are  difficult  to  compile  at  this  early  stage  of  experience. 
The  Division  is  planning  to  conduct  an  economic  impact  study  in  this 
area  after  more  data  is  available. 

The  qualitative  measures  of  service  show  no  detrimental 
impact  on  the  overall  service  provided  by  RTC.   Customer  trouble 
reports  are  the  prime  measurement  in  this  area.   In  order  to  provide 
comparative  measurements,  and  because  RTC  does  not  have  a  station 
count  on  interconnected  lines.  Chart  #2  presents  trouble  reports 
per  100  lines  rather  than  the  conventional  reports  per  100  stations. 
One  division  shows  total  company  reports  adjusted  to  remove  station 
troubles,  thus  making  it  more  closely  comparable  to  the  division 
showing  reports  on  interconnect  lines.   This  comparison  shows  that 
customer  trouble  reports  to  RTC  are  lower  on  lines  with  interconnected 
equipment  than  on  lines  with  RTC-provided  terminal  equipment.   Further, 
as  an  overall  indicator,  the  total  company  customer  trouble  reports 
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per  100  stations  since  October  1973,  has  improved  upon  the 
objectives  stated  m  the  Commission  Service  Standards  m  five  of 
the  six  months  reported  (i.e.  average  4.0). 

The  company  stated  at  the  NARUC  Communications  Committee 
investigation  that  "no  specific  cases  of  improper  signal  levels, 
hazardous  voltages  or  improper  line  voltages  have  been  detected 
to  date  by  RTC"  and  that  the  company  is  aware  of  "no  instance  where 
a  privately-owned  system  has  failed." 
CONCLUSION 

The  RTC  interconnect  offering,  when  reviewed  using 
available  indicators,  appears  to  be  acceptable  thusfar  to  RTC,  to 
its  customers,  and  to  the  other  parties  involved.   However,  data  is 
fragmentary  and  cannot  be  viewed  as  conclusive.   The  only  complaints 
received  by  the  Division  in  this  matter  have  been  to  request 
implementation  of  the  RTC  method  in  other  telephone  companies.   We 
do  not  believe  that   sufficient  experience  has  been  gathered  to 
require  other  companies  to  use  the  RTC  method. 

The  Communications  Division  will,  of  course,  continue  to 
monitor  the  offering  and  report  our  conclusions  and  recommendations 
to  the  Commission. 


Chief  System  Planner 


NEIL  A.  SWIFT 

Director  of  Communications  Division 


Attachment 
RWH:bvb 
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Exhibit  17 


coy.  KEY  718 


T5   rV'  /  :  r^n-' 

San  Francisco,  November  19,  1973 


TO  ALL  HOLDERS  OF  MARKETING  PRACTICES: 


GENERAL 


Effective  November  19,  197  3,  a  new  nervico  offering, 
COM  KEY  718  was  introduced.   The  COM  KEY  718  is  a  now  packn.7cd 
>,cy  telephone  .system  designed  to  meet  customers'  necd.s  in  tl\c 
small  and  medium  key  telephone  market.   The  features  offcruJ 
are  those  which  are  most  demanded  by  customers  who  have  been 
involved  in  competitive  activity.   Thus,  you  will  notice  the 
new  CO.v.  KEY  will  have  some  limitations  and  will  not  fit  all 
our  key  telephone  customers  needs. 

Our  Sales  Policy  to  minimize  product  churning  will 

,     ,.,/ 
-Use  to  offset  competition  X.V/'  '   / 

-Concentrate  on  customers  with  three  lines  and     j^yi"-' 
above  who  are  moving,  remodeling  or  requesting 
new  service. 

-Not  ignore  otlicr  valid  customer  nxmiremcnl.s , 
but  minimize  "swap-outs"  by  not  actively  promoting 
in  the  non-competitive  segments  of  the  Market. 

The  COM  KKY  713  is  called  such  becaur;.;  it  i"  limited 
to  a_ma.ximum  caoaci'y  of  7  lines  and  13  stations.   The  ::y^Jt<■■.« 
i<.-qua^,  that  Ir^;  all  lines  will  be  picked  np  r.t  all  starjoi:;- 
in^tho""E'ame  sequence. 

The  718  system  will  be  tax  e.xempt  because  of  the 
universal  intercom  feature.   This  tax  exempt  status  will  generally 
pertain  to  all  supplemental  items  of  equipment  associated  with  the 

BASIC  SERVICE  FEATURES: 

-Pickup,  hold  and  illumination  including  wink  hold  -  •':.'. 
operation  is  the  same  as  in  the  present  CO."-',  PAK  telC[-hr, 
service. 
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Exhibit  17 


Bell  Laboratories 

NITZUKO/TIE  1030  System  -  '""'  February  16.  19: 
Feature  and  Economic  Evaluation 

as  Compared  to  Similar  Bell  "°'"  F.  M.  Fenton 

System  Offerings.   Case  38897-76  DR-3225. 720216 . OlMF 


ABSTRACT 


This  memorandum  takes  a  close  look  at  a  specific 
competitive  key  system.   It  compares  this  system  with 
what  is  available  (and  what  will  soon  be  available) 
from  the  Bell  System  both  on  a  feature  basis  and  on 
an  installed  price  basis. 

Attached  is  literature  supplied  from  the  TIE  Corpora- 
tion which  details  the  features  and  uninstalled  prices 
of  the  NITZUKO  System. 
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Bell  Laboratories 

NITZUKO/TIE  1030  System  -  "'" 

Feature  and  Economic  Evaluation 

as  Compared  to  Similar  Bell  '"""'  ^-   M.  Fenton 

System  Offerings.   Case  38897-76  DR-3225. 720216 . OlMF 


MEMORANDUM  FOR  FILE 


1.0   INTRODUCTION 

It  is  well  known  that  the  Bell  System  is  currently 
facing  an  invasion  from  Japanese  sources  in  the  PBX 
field  as  a  result  of  the  Carterfone  decision.   It  is 
now  becoming  apparent  that  breaches  are  being  made  in 
the  Key  System  area  as  well.   As  a  result,  an  informal 
request  was  made  to  Department  3225  by  AT5T  to  evalu- 
ate a  Japanese  key  system  that  was  making  inroads  in 
Michigan  Bell's  territory. 

2.0   THE  COMPETITIVE  SYSTEM 

The  system  under  consideration  is  being  manufactured 
by  the  Japanese  Nitsuko  Company  and  is  being  marketed 
in  the  United  States  by  the  Telephone  Interconnect 
Equipment  Corporation.   Attachment  I  details  the  vari- 
ous features  available  and  their  associated  prices. 

^j?^2"^**  ''*  noted  that  many  of  these  features  are  of 
a  different  flavor  than  those  offered  by  the  Bell  System. 
In  particular,  the  following  points  should  be  noted. 

1.  The  basic  apparatus  is  a  relay  proup  which 
IS  conceptually  similar  to  a  KSU.   It  can  be 
arranged  to  provide  for  a  maximum  of  9  CO/PBX 
lines  and  3  intercom  paths  or  12  CO/PBX  lines 
and  no  intercom  paths.   This  unit  does  not 
include  the  line  circuits  (similar  to  and 
priced  competitively  with  the  400D) ,  but  it 
does  include  the  register  circuits  for  the 
intercom. 

2.  The  intercom  is  a  single  path/selector-only/no 
privacy  type.   Thirty  (two-digit)codes  are 
available  and  up  to  three  such  intercoms  (using 
three  separate  pickup  keys)  may  appear  at 
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2  - 


a  station  set.   The  single  dial  register 
is  shared  by  the  individual  intercoms  so 
calls  cannot  be  placed  simultaneously, 
however,  there  is  a  time-out  on  the  regis- 
ter similar  to  that  found  in  PBXs.   Since 
the  dial  register  is  shared  and  does  not 
drop  during  paging  the  whole  intercom 
system  is  tied  up  in  this  mode. 

3.   The  station  set  in  this  system  differs  sub- 
stantially from  Bell  System  sets  in  the 
following  respects : 

a)  Each  set  comes  equipped  with  a  loud- 
speaker for  paging  and  audible  sig- 
nalling. 

b)  Each  set  has  12  pickup  keys  plus  a 
hold  button  and  a  conference  button 
(total  of  14). 

c)  Upon  replacing  the  handset  all  pickup 
keys  are  restored. 

d)  For  an  additional  cost,  a  station  set 
may  be  equipped  with  an  active  element 
privacy  circuit.   The  operation  is 
unique  in  that  such  equipped  sets  are 
automatically  prevented  from  entering 
an  existing  conversation  via  coing  off- 
hook  on  that  line.   The  excluded  party 
may  bridge  onto  the  call  if  the  control 
station's  conference  button  is  depressed. 
This  feature  is  not  applicable  to  intercom. 

e)  The  dial  may  be  wired  such  that  outward 
CO  dialing  is  denied  and  only  intercom 
is  allowed. 

f)  The  station  set  requires  a  single-ended 
dual  amphenol  SO-pair  cable. 

A  comparison  will  now  be  made  between  this  system  and  the 
nearest  Bell  equivalent. 
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3.0  PRICE  COMPARISON 

Although  a  precise  comparison  cannot  be  made  because 
of  the  differing  features  of  the  systems,  reasonably 
compatible  approximations  to  service  offerings  are 
possible. 

3.1  The  Nitzuko  System 

First,  consider  the  Nitzuko  system  and  postulate  the 
following  arrangement: 

8  CO  Lines 

2  Intercom  Paths 

The  number  of  station  sets  will  be  considered  the  vari- 
able and  the  system  will  be  priced  up  to  30  stations. 
In  the  literature  obtained  from  Nitzuko,  little  indica- 
tion is  given  as  to  how  cross-connects  are  made;  there- 
fore, the  assumption  is  made  that  the  system  will  need 
equipment  and  station  backboards  similar  to  that  required 
in  conventional  1A2  installations.   In  Figure  1  an  equip- 
ment arrangement  for  a  fully  loaded  system  is  presented. 
The  following  equipment  is  necessary  to  implement  this 
system. 

Relay  Group  $420 .00/system 

Similar  to  a  KSU,  it  has  the 
recepticles  for  the  line 
circuits  and  intercom  cards. 
It  also  includes  the  dial 
register  for  the  intercom, 
switching  and  a  power  supply. 

CO  Line  Circuits  190. 00/system 

8  «  $23.75 
Intercom  Circuit  Cards  40. 00/system 

2  e  $20.00 

183A2  CO  Termination  Backboard      6.65/system 

This  price  includes  one  66-M150 
block  and  eight  10'  jumper 
pairs  to  the  equipment  back- 
board. 
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184B1  Equipment  Backboard        $  40.20/system 

♦   20.10  over  16 
Since  this  system  has  a  stations 

specific  maximum  growth,  a 
neat  and  optimum  wiring 
arrangement  can  be  planned. 
On  the  first  backboard  four 
66B4-25  blocks  can  be 
mounted  and  six  lines 
9    4  pair  (T ,R,L,LG ,A,A1 ,SIG, 
SIG  GR)  terminated.   Each 
block  now  has  the  capability 
of  multiplying  four  station 
sets.   After  i6  station  sets, 
another  backboard  and  set  of 
blocks  are  required.   For  the 
last  two  lines  another  back- 
board and  three  blocks  pro- 
vide all  the  needed  termina- 
tions.  The  price  of  the 
backboards  include  the  four 
66B4-25  blocks  as  a  standard 
offering. 

185A1  Feature  Backboard  5.80/system 

Three-pair  (T,R,L,LG,SIG, 
SIG  GRD)  termination  per 
intercom  code  are  required. 
Since  there  is  never  a  need 
to  share  intercom  codes  in 
this  system,  66M1-50  blocks 
can  be  used.   With  this 
arrangement  one  backboard 
per  intercom  is  required. 

Connecting  Blocks  5.10/16  stations 

One  66M1-50  block  will  term- 
inate 16  intercom  stations; 
therefore  a  maximum  of  two 
blocks  per  intercom  is  re- 
quired.  Since  there  are  two 
intercoms  two  such  blocks  per 
16  stations  are  required. 
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Equipment  Cable  $   2.17/system 

Approximately  5'  of  7S-pair 
raw-ended  cable  is  required. 
This  also  includes  the  price 
of  two  D- rings. 

Station  Sets  80.00/1  station 

lOT,  12  pickup  keys  and 
rotary  dial  9    $80.00 

Station  Cable  24.80/1  station 

This  system  requires  50-pair 
single-ended  cable.   Assume  a 
75'  run;  therefore,  purchase 
100*  length  to  allow  for 
wastage  and  error  in  placing. 

Station  Backboard  6.30/8  stations 

A  full  backboard  (183B1)  can 
accommodate  eight  66M1-50  blocks 
which  yields  a  capacity  of 
400-pair  terminations.   There- 
fore, it  can  terminate  8 
stations . 

Station  Blocks  2.55/1  station 

One  66M1-50  block  can  term- 
inate two  25-pair  cables  or 
one  50-pair  cable. 

Cross-Connect  Wire  0.41/1  station 

A  3-pair  jumper  (T,R,L,LG, 
A,A1)  is  required  per  line 
and  a  1-pair  jumper  (audible 
signaling)  per  station  set. 
Assume  an  average  length  of  3* 
per  jumper.   The  price  for  3' 
jumper  pairs  is: 

3-pair  jumper   $0.04 
1-pair  jumper   $0.01 

Therefore 


10  PU       -  0.40 
Signal  Pair  -  0.01 
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The  installation  times  and  prices*  are  as  follows; 


Equipment 

Equipment 
Price 

Labor 
Category 

Work  Time 

Work  Price 

Relay 
Group 

$420/sys 

Mounting 

18  min/sys 

I   5.10/sys 

Line 
Circuits 

190/sys 

Mounting 

4.8  min/sys 

1.36/sys 

Intercom 
Cards 

40/sys 

Mounting 

1.2  min/sys 

0. 34/sys 

Equipment 
Backboard 

40.20/sys 
♦20.10 
over  16 
sta 

Mounting 
♦Mounting  and 
Interconnect 

8.6  min/sys 
♦17.5  min  over 
16  sta 

2.44/sys 
+4.96  over 
16  sta 

Feature 
Backboard 

5.80/sys 

Mounting 

8.6  min/sys 

2.44/sys 

Connecting 
Blocks 

5.10/16 
sta 

Mounting 

6.0  min/16  sta 

1.70/16  sta 

Equipment 
Cable 

2.17/sys 

Placing 

4.5  min/sys 

1.27/svs 

Connectinc 

165   min/sys 

46.  75/svs 

Marking 

6.28  min/sys 

1.78/sys 

Station 
Sets 

80/sta 

Placing  and 
Marking 

9.4  min/sta 

2.66/sta 

Mounting 
Floor  Outlets 

0.9  min/sta 

0.26/sta 

Station 
Cable 

24.80/sta 

Placing 

31.5  min/sta 

8.92/sta 

Cutdown 

20  min/sta 

5.66/sta 

Marking 

4  min/sta 

1.13/sta 

Station 
Backboard 

6.30/ 
8  sta 

Mounting 

4.3  min/8  sta 

1.22/8  sta 

Station 
Block 

2.55/sta'Mounting 

O.S  min/sta 

0.14/sta 

Cross- 
Connect Wire 

0.41/sta 

Connect 

34.1  min/sta 

9.66/sta 

Testing 

8.0  min/sta 

2.27/sta 

Work  times  are  taken  from  "Customer  Telephone  Systems  Techniques 
for  Estimation  of  Installed  Price,"  by  F.  M.  Fenton,  W,  L.  Haun , 
J.  E.  Kilguss,  and  J.  H.  Lebrun  of  Department  3225.   Work  price  is 
calculated  by  multiplying  the  work  time  by  1.8  to  account  for 
support  and  then  applying  the  1970  labor  rate  of  $9.44/hour. 


3187 


-  7 


This  data  is  shown  plotted  in  Figure  2  as  total  installed 
price  vs  station  set  size. 

As  mentioned  earlier,  a  precise  comparison  between  this 
system  and  what  is  available  from  the  Bell  System  cannot 
be  made.   However,  two  offerings  will  be  examined  which 
closely  approximate  the  service  offering  of  the  Nitzuko 
system. 

3.2  Bell  System  Offering  #1 

The  first  system  to  be  considered  is  one  which  is  available 
today.  The  service  offering  will  be 

8  CO/PBX  Lines 

2  Single  path/no  privacy/selector-only 
intercoms 

To  get  the  intercom  capacity  beyond  19  station  codes  the 
1A2  424  KTU  cannot  be  used  and  we  must  resort  to  the  lAL 
207C  KTU  and  as  many  216B  KTU  transfer  digit  circuits  as 
necessary.   The  required  equipment  is  as  follows: 


Apparatus  Mounting 

One  16C  wall -mounted  unit 
will  be  required  per  system 
to  contain  the  equipment. 

Apparatus  Mounts 

One  584D  panel  will  accept 
the  line  circuits  and  pro- 
vide fusing  as  well. 

Power  Supply 

To  handle  the  current  re- 
quirements for  the  large 
number  of  lamps  in  the 
fully  loaded  system  a  29B1 
wall-mounted  supply  is 
needed. 


$  30.60/system 


67.20/system 


138.00/system 


Interrupter 

One  KS-19175L1  interrupter 
is  required  per  10  stations 

185A1  Feature  Backboard 

Same  requirements  as  in 
previous  system 


9.95/10  stations 


S.80/system 
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Connecting  Blocks 

Same  requirements  as  in 
previous  system 

Station  Sets 

630D1  rotary  dial  equipped 
with  12  buttons.   Price 
also  includes  one  KS-8109, 
L2  buzzer 

Station  Cable 

Same  requirements  as  in 
previous  system 

Station  Backboard 

Same  requirements  as  in 
previous  system 

Station  Blocks 

Same  requirements  as  in 
previous  system 

Cross-Connect  Wire 

Same  requirements  as  in 
previous  system 

Power  Cord 

One  P40J329,  6'  power  cord 
is  required. 

Power  Straps 

Twenty-four  straps  of 
AM186A  of  average 
length  5'. 

Equipment  Cable 

One  5'  A75A  single  ended 
cable  is  required  for  the 
584D  panel  and  one  5'  75  pair 
raw-ended  cable  for  the 
intercoms. 


$   5.10/16  stations 


100.31/1  station 


24.80/1  station 


6.30/8  stations 


2.55/1  station 


0.41/1  station 


1.08/system 


2.60/system 


9.76/system 
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Line  Circuits 


$172.80/syster 


Eight  400D  KTUs  are 
required. 

Intercoms 

There  are  two  independent 
intercoms;  therefore 


Two  -  207C  KTU 


109.80/system 


Two  -  216  B  KTU  per 

10  stations  in  excess 
of  9  stations 

Mounting  Brackets 


30.80/10  stations 
for  stations  >9 

6.45/system 


Two  99B  bars  are  required 
to  mount  the  intercom  KTUs 


184B1  Equipment  Backboard 


40.20/system 


Same  requirements  as  in 
previous  system 


♦20.10  over 
16  stations 


183A2  CO  Termination  Backboard 


6.65/system 


Same  requirements  as  in 
previous  system 


O  -  74  -  pt.  5-30 
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As  before,  the  system  installation  prices 

are  now  derived. 

Equipment 

Equipment 
Price 

Labor 
Category 

Work  Time 

Work  Price 

16 C  App 
Mountings 

$  30.60/sys 

Mounting 

12  min/sys 

3.40/sys 

584D  Panel 

67.20/sys 

Mounting 

3  min/sys 

0.8S/sys 

29B1  Power 
Supply 

138.00/sys 

Mounting 

10  min/sys 

2.83/sys 

Power  Cord 

1.08/sys 

Placing  5 
Connecting 

15  min/sys 

4.2S/sys 

Power  Straps 

2.50/sys 

Connecting 

45.6  min/sys 

12.92/sys 

Equipment 
Cable 

9.76/sys 

Placing 

Connecting 

Marking 

4.5  min/sys 
175.2  min/sys 
8.04  min/sys 

1.27/sys 

49.62/sys 

2.28/sys 

Line 
Circuits 

172.80/sys 

Mounting 

4.8  min/sys 

1.36/sys 

207C 
Intercoms 

109.80/sys 

Mounting 

7.0  min/sys 

1.98/sys 

216B  Digit 
Transfer  KTU 

30.80/10 
sta  >9  sta 

Mounting 

7.0  min/10 
sta  >9  sta 

1.98/10  sta 
over  9  sta 

99B  Bars 

6.45/sys 

Mounting 

4.0  min/sys 

1.13/sys 

Equipment 
Backboard 

40.20/sys 
♦20.10  over 
16  sta 

Mounting 

8.6  min/sys 
♦17. S  min  over 
16  sta 

2.44/sys 

+4.96  over 

16  sta 

CO  Termi- 
nation Board 

6.65/sys 

Mounting 

14.4  min/sys      4.08/sys 

Interrupter 

9.95/10 
sta 

Wiring 
Mounting 

30.4  min/sys    .'   8.60/sys 
2.3  min/10  staj   0.65/10  sta 
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Equipment 

Equipment 
Price 

Labor 
Category 

Work  Time 

Work  Price 

Feature 
Backboard 

5.80/sys 

Mounting 

8.6  min/sys 

2.44/sys 

Connecting 
Blocks 

5,10/16 
sta 

Mounting 

6.0  min/16 
sta 

1.70/16  sta 

Station 
Sets 

100.31/ 
1  sta 

Placing  5 
Marking 

9.4  min/1  sta 

2.66/1  sta 

Modification 
to  add  a 
Buzzer 

l6.6  min/1  sta 

2.S3/1  sta 

Mount  Floor 
Outlets 

0.9  min/1  sta  j 

0.25/1  sta  ■■ 

Station 
Cable 

24.80/ 
1  sta 

Placing 

31.5  min/1  sta 

8.92/1  sta 

Cutdown 

20. J  min/l  sta 

5.66/1  sta  ■■ 

Marking 

4.0  rain/1  sta 

1.13/1  sta 

Station 
Backboard 

6.30/ 
8  sta 

Mounting    1 

4.3  min/8  sta  : 

1.22/8  sta 

Station 
Blocks 

2.55/1 

Mounting    | 

0.5  min/1  sta  | 
! 

0.14/1  sta 

Cross-Connect 
Wire 

0.41/1 

Connect     j 

34.1  min/1  sta  j 

9.66/1  sta 

1 

Testing 

8.0  min/1  sta  . 

2.27/1  sta 

In  Figure  3  is  shown  the  physical  equipment  configuration 
of  this  system  and  in  Figure  4  the  total  installed  price 
as  a  function  of  station  size  is  presented. 

Some  comments  should  be  made  on  the  particular  differences 
between  these  two  systems : 

The  Nitsuko  System  has 

a)  automatic  restore  buttons 

b)  paging 

c)  flashing  lamps  on  intercom 

d)  capacity  to  add  another  intercom  for  a 
nominal  price. 

The  Bell  System  offering  can  easily  grow  to  greater  station 
capacity. 
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3.3  Bell  System  Offering  »2 

There  will  soon  be  available  to  the  operating  companies 
new  equipment  that  is  pertinent  to  this  comparison.   In 
particular,  this  equipment  is  a  new  two-link,  36-code 
intercom.   This  new  design  will  be  able  to  provide  privacy, 
flashing  lamps,  add-on  conference,  etc.,  for  a  very  attrac- 
tive price.   Further,  it  takes  advantage  of  "Modular  Panels" 
which  is  an  equipment  arrangement  which  substantially  reduces 
labor  expenditures  as  well  as  equipment  expenditures. 

The  following  equipment  is  required  in  this  system: 

620A  Modular  Panel  $  49.00/sys 

One  620  panel  can  accept 
eight  400DS.   It  comes  com- 
plete with  a  3.5-foot  cable 
that  on  one  end  is  factory 
prewired  to  the  panel  and 
equipped  with  a  plug  to  in- 
sert in  the  power  supply  on 
the  other  end. 


Line  Circuit 

Eight  400DS  §  $21.60 
Power  Supply 


172.80/sys 


160.00/sys 


New  power  supplies  are  being 
designed  for  this  arrangement. 
They  come  complete  with  built- 
in  interrupters. 

183A2  CO  Termination  Backboard 

This  board  can  terminate  100  CO 
jumpers  and  the  given  price 
includes  one  66M1-50  block  and 
eight  10'  jumper  pairs  to  the 
620  panel. 


6.65/sys 
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623A  Modular  Panel 


$  49.00/sys 


Mounts  the  common  equipment 
for  the  intercom. 


Intercom  Common  Equipment 


140.00/sys 


One  441A  §  $75.00 
424A  9    $65.00 


624A  Modular  Panel 


49.00/12  sta 


Mounts  12  station  circuits 
for  the  intercom. 


Intercom  Station  Circuit 


68.00/3  sta 


One  442A  8"  PWB  contains 
three  station  circuits 


Equipment  Cable 

Over  24  stations  an  equipment 
cable  is  required. 


80/sys  over 
24  sta 


Dial  Code  Extender 

Over  19  stations  one  444  KTU 
dial  extender  is  required. 


28. 


00/sys  over 
19  sta 


Station  Set 


58.06/1  sta 


830A1M  10-button  rotary  dial 
sets  may  be  used  since  there  is 
only  one  intercom  button.   This 
price  also  includes  a  KS-8109,L2 
buzzer. 


Station  Cable 


12.10/1  sta 


One  25-pair  single-ended  cable 
which  is  purchased  in  100' 
lengths  and  has  an  average  run 
of  75' 


Station  Backboard 


6.30/16  sta 


One  183B1  backboard  can  term- 
inate sixteen  25-pair  cables 
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Station  Blocks  $  2.55/2  sta 

One  66M1-50  block  can  term- 
inate two  25 -pair  cables 

Cross-Connect  Wire  0.37/1  sta 

9  PU  e  0.04   $0.36 
Signal  Pair   0.01 

$0.37 

184B1  Equipment  Backboard  20.56/16  sta  over 

4  sta 
One  board  similar  to  the  pre- 
vious system's  configuration 
is  required  per  16  stations 
after  four  stations  are  ex- 
ceeded.  This  price  also 
includes  5'  of  25-pair  raw- 
ended  cable  to  interconnect 
backboards. 
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Equipment 

Equipment 
Price 

Labor 
Category 

Work  Time 

Work  Price 

620A  Panel 

$  49.00/sys 

Mounting 

5  min/sys 

$1.42/sys 

400D 

172.80/sys 

Mounting 

4.8  min/sys 

1.36/sys 

Power  Supply 

160.00/sys 

Mounting 

5.0  min/sys 

1.42/sys  , 

CO  Backboard 

6.65/sys 

Mounting 

14.4  min/sys 

4.08/sVs 

623A  Panel 

49.00/sys 

Mounting 

5.0  min/sys 

1.42/sys 

Intercom 

Common 
Equipment 

140.00/sys 

Mounting 

1.2  min/sys 

0.54/sys 

624A  Panel 

49.00/12 
sta 

Mounting 

5.0  min/12  sta 

1.42/12  sta 

442A  KTU 

68.00/3 

sta 

Mounting 

0.6  min/3  sta 

0.16/3  sta 

Equipment 

5. so/over 

Connecting 

2.4  min/over 
24  sta 

O.oS/sys 
over  2  4  sta 

444  KTu' 

28.00/over 
19  sta 

Mounting 

0.6  min/over 
19  sta 

0.17/sys 
over  24  st3 

Station 
Set 

58.06/ 
1  sta 

Placing  6 

Markinc 

9.4  min/1  sta 

2.66/sti 

Modification 
to  add  a 
Buzzer 

10.0  min/1  sta 

2.85/sti 

Mount  Floor 
Outlets 

0.9  min/1  sta 

0.2o/sta 

Station 
Cable 

12.10/ 
1  sta 

Placine 

31.5  min/1  sta 

8.92/;ta 

Cut down 

10. U  min/1  sta. 

2.S5/st3 

Marking 

4.0  min/1  sta 

1.15/St3 

Station 
Backboard 

6.30/ 
16  sta 

Mounting 

4.3  min/16  sta 

1.22/16  sta 

Station 
Blocks 

2.55/2  sta 

Mounting 

0.5  iTiin/2  sta 

0.14/2  5la 

Cross- 
Connect 
Wire 

0.37/sta 

Connecting 

29.7  min/sta 

8.41/st3 
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Equipment 

Equipment 
Price 

Labor 
CatCEory 

Work  Time 

Work  Price 

Equipment 
Backboard 

$  20.56/16  sta 
(over 
4  sta) 

Mounting  5 
Inter- 
connecting 

14.3  min/16  sta 
(over 
4  sta) 

$4.05/16  St,-. 
(over  4  sta] 

Testing 

8.0  min/sta 

2.27/sta 

Figure  5  shows  the  equipment  arrangement  of  this  system 
fully  loaded,  and  Figure  6  shows  the  total  installed  price 
as  a  function  of  station  size. 


4.0   CONCLUSIONS 

A  comparison  has  been  made  between  the  1030  System  available 
from  Nitzuko  and  two  Bell  System  offerings.   The  first  Bell 
System  offerin^:  requires  the  use  of  some  lAl  vintage  KTUs 
to  achieve  the  capacity  of  the  Nitzuko  system.   Further,  it 
offers  fewer  features  and  has  a  higher  installed  price.   The 
second  Bell  System  offering  will  be  available  to  the  operating 
companies  in  approximately  a  year.   The  features  of  this 
second  offering  and  Nitsuko  are  more  comparable  with  the 
following  exceptions: 

1.  The  Nitsuko  System  can  only  grow  to  a  fixed 

line  size  because  of  common  equipment  limitations 
and  station  set  pickup  limitations;  only  the 
latter  restriction  applies  to  the  Bell  System 
offerings  (see  Figure  7). 

2.  The  Nitsuko  station  set  has  "automatic  restore" 
keys;  this  feature  is  not  available  in  any  Bell 
System  station  set. 

3.  The  Nitsuko  system  requires  one  pickup  key  per 
intercom  up  to  a  maximum  of  three  intercoms 
(since  they  all  share  the  same  dial  register 
calls  cannot  be  placed  simultaneously).   The 
Bell  System  intercom  is  a  two-link  arrangement 
which  only  requires  one  pickup  key  (it  also  has 
only  a  single  dial  register).   Besides  providing 
all  the  features  available  from  Nitsuko,  it  has 
several  more,  including  privacy,  CO  conference, 
add-on  transfer,  direct  station  selection  and 
off-premises  capability.   Simple  paging  could  be 
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added,  but  it  was  not  designed  into  this  system 
and  addition  of  it  would  be  awkward.   However, 
a  hands-free  answering  arrangement  is  available 
which  the  Nitsuko  system  cannot  provide. 

4.   Strictly  CO  conferencing  in  Nitsuko  seems  to  be 
accomplished  by  simple  bridging.   This  is  a 
practice  which  we  frown  on  because  of  transmission 
losses . * 

The  system  comparisons  thus  far  have  been  made  on  the  basis 
of  line  and  intercom  services.   This  was  to  insure  as  true 
a  comparison  as  possible;  however,  two  features  in  particu- 
lar merit  discussion.   These  are  "Music-on-Hold"  and 
"Paging". 

1.  Music-on-Hold 

In  the  NITZUKO  system,  this  feature  is  provided 
on  a  system  basis  for  a  total  uninstalled  price 
of  $74.00.   It  is  a  self-contained  unit  which 
serves  up  to  twelve  CO  lines  and  allows  for  an 
external  music  source  to  be  used  or  its  own 
internal  music  box. 

The  Bell  System  also  has  a  Music-on-Hold  feature 
provided  by  the  109A  interconnection  unit  at  a 
price  of  $30.00/line.   This  unit  does  not  provide 
its  own  music  source,  it  merely  provides  the 
customer  with  an  812  termination  to  which  he  can 
attach  his  own  music  source.   Further  this  unit 
was  designed  on  a  per  line  basis.   There  is  no 
reason  to  assume  that  a  unit  couldn't  be  designed 
to  provide  this  feature  on  a  package  system  basis 
and  be  competitive. 

2,  Paging 

The  NITZUKO  system  provides  this  feature  as  a 
matter  of  course  with  intercom  service. 

This  feature  is  not  designed  into  either  of  the 
the  Bell  System  offerings  but  could  be  provided 


K.  J.  Roberge,  "Why  Direct  Bridging  of  CO  or  PBX  Lines 
Is  An  Undesirable  Practice,"  September  1,  1971 
Case  38897-31. 
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Bost  gracefully  within  the  framework  of  the 
second  offering.   Assuming  that  the  necessary 
contacts  are  available  in  the  intercom  conmon 
control  (which  they  would  be  if  paging  was 
specified  as  a  design  criterion)  the  following 
equipment  would  be  needed: 

1  Amplifier  §  $50.00 

1  620  Modular  Panel  §  $49.00 

2  422B  KTUs  8  $30.00 
1  44A  KTU  §  $28.00 

and  a  speaker  (9  $6.20)  for  each  station  set, 
for  a  total  uninstalled  price  of 

P  -$6.20x(i  of  stations)  ♦  $187. 

This  arrangement  provides  the  same  grade  of 
service  as  the  NITSUKO  system  and  requires  the 
least  redesign  effort.   A  cheaper  system  probably 
could  be  made  if  it  were  incorporated  into  the 
intercom  rather  than  patched  on. 

The  important  result  of  this  study  is  that  with  the  intro- 
duction of  the  second  Bell  System  offering  we  will  be  more 
than  competitive  with  the  Nitsuko  systen  (see  Figure  8). 
That  each  system  is  optimized  around  a  different  set  of 
features  is  not  surprising.   The  question  to  be  resolved 
is,  "Which  system  provides  the  most  desirable  combination 
of  features  to  the  customer?".   Perhaps  AT§T  marketing  can 
provide  the  answer. 
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Copy  (with  att.)  to 
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Exhibit  2. — A.T.  d  T.  Memo  Comparing  Cost  of  Corn-Key  71S  With  Basic 
Nitsuko  System 

January  13,  1973. 

Dear  Mr.  Schiavoni  :  Current  installed  cost  for  the  basic  lOA  Communica- 
tions System  (718)  is  about  $300  higher  than  the  estimates  presented  to  the 
CPC.  Instead  of  coming  in  $100  under  the  basic  Nitsuko  system,  its  now  $200 
over  the  Nitsuko.  Representatives  of  BTL  are  at  Kearney  today  to  review 
Western's  costs  and  prices.  BTL  seems  to  think  that  about  $100  can  be  shaved 
off  Western's  prices. 

Labor  costs  included  in  BTL  study  are  based  on  CTS  Installation  Study 
data.  We  understand,  however,  that  labor  elements  included  by  Service  Cost 
people  in  developing  revenue  requirements  are  somewhat  higher  and  are  based 
on  inputs  from  Plant  Costs  people.  We  will  be  reviewing  the  labor  elements 
with  the  Service  Costs  people  who  will  be  in  Denver  today  and  tomorrow. 

In  connection  with  the  pricing  of  this  system  we  understand  that  Western 
has  indicated  that  the  price  of  the  basic  lOA  Communications  System  will  he 
less  than  the  Nitsuko.  Experience  with  other  systems  which  have  been  arti- 
ficially lowered  to  meet  initial  price  objectives  has  not  been  good.  If  demand 
does  not  materialize  subsequent  bulletin  costs  are  increased  to  reflect  actual 
costs.  Tariffs  which  are  based  on  initial  costs  then  become  uncompensatory 
and  are  hard  to  change.  Any  commitment  from  Western  regarding  prices  for 
the  lOA  System  should  be  a  firm  commitment  not  only  covering  the  initial 
pricing  structure  but  future  pricing  as  well. 

C.  J.  NiCKELSEN. 


Exhibit  3. — New  Jersey  Bell  Telephone  Co.  Memo  Re  Negotiation  Guidelines. 
Package  Rate  Introduetion 

I  Package  Rate  Introduction — Less  Than  Package  Feature.? 

On  the  effective  date,  customers  will  be  billed  the  new  "package  rates"  for 
Key  Telephone  Service,  liut  in  fact  may  not  have  all  of  the  features  which  are 
included  in  the  monthly  i  -^I'kago  rate 

The  following  conditions  may  then  be  encountered. 

A.  Customer  is  billed  the  illuminated  line  charge  (LBM)  at  $3.00  per  line, 
but: 

1.  Lines  are  not  equipped  for  wink  holding  operation. 

2.  Lines  are  not  equipped  for  line  holding  operation. 

3.  Lines  are  equipped  for  busy  line  or  incoming  intermittent  or  continuous 
line  operaton  only,  hut  not  both. 

4.  Six  button  stations  are  not  equipped  with  lamps. 

5.  Six  button  stations  are  not  equipped  with  holding  button. 

f).  Stations  do  not  have  six  button  sets,  but  rates  for  six  button  sets  apply. 

B.  Customer  is  billed  nonilluminated  line  charge  (LBW)  at  .50  per  line, 
but:— 

1.  Lines  are  not  equipped  for  line  holding  operation. 

2.  Six  button  sets  are  not  equipped  with  holding  button. 

C.  Customer  is  billed  a  manual  intercom  charge  (NJC)  at  .75  per  location 
equipped   for  manual   intercom  service  and/or  local  signaling,  but : — 

1.  System  does  not  have  a  manual  intercom  line — signals  only. 

2.  Signals   and/or   buzzers   are   missing   or    inadequate   at   some  locations 
where  charge  applies. 

3.  Some  locations  do  not  pick-up  manual  intercom  lines — but  six  button  set 
charge  is  being  billed. 

RECO^r  MENDED    NEGOTIATION    PROCEDURE 

On  and  after  the  effective  date  of  the  change  to  "package  rates."  negotiators 
should  be  guided  by  the  following. 

1.  When  any  customer  request  is  received  for  the  addition  to,  move,  change, 
or  disconnection  of  existing  key  stations: — the  negotiations,  quotation  of 
charges,  and  issuance  of  orders   should  be  confined  to   the  customer  request. 
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The  negotiator  should  not  initiate  discussion  of  the  "package  rates,"  the  features 
included  in  the  rate,  nor  offer  to  add  missing  features. 

2.  Customer  requests  for  an  explanation  of  the  "package  rates"  and/or 
features  included  should  be  confined  to  the  package  rates  and  features  ap- 
plicable to   that  customer's  existing  key   system.   Do  not  stimulate  changes. 

If  such  explanations  result  in  a  customer  request  for  addition  of  missing 
features — the  established  nonrecurring  charge  for  such  work  should  be  quoted 
and  added  to  the  KS  order  for  other  work  done  or  a  KS  order  issued  for  such 
additions  if  the  only  work  being  done. 

3.  Company-initiated  contacts — particularly  those  involving  outside  consult- 
ants or  competitive  situations  should  include  an  explanation  of  the  "package 
rates,"  the  features  included,  and  a  recommendation  to  add  missing  features 
or  other  changes  based  upon  devloped  need.  Established  nonrecurring  charges 
will  apply.  KS  orders  should  include  the  additions  or  changes  agreed  upon. 

4.  For  all  new  key  systems  negotiated  on  new  connects  or  "T"  orders — the 
"package  rates,"  features  included,  and  options  must  be  explained. 

All  features  available  under  the  "package  rates"  should  be  provided  and 
exceptions  avoided. 

The  above  preceding  guidelines  have  also  been  given  to  all  Plant  Installation 
and  Repair  Forces. 


Exhibit  4. — Letter  From  Department  of  Public  Utilities  of  New  Jersey 
Re  Com-Key  118  and  USi 

State  of  New  Jersey, 
Department  of  Public  Utilities, 

Newark,  N.J.,  Noveml)er  9,  1973. 
Re:  New  Jersey  Bell  Telephone  Co. — Com  Key  718  and  1434  Systems   (Docket 
738-668). 

Leonard  J.  Fassleb,  Esq., 
Fassler  d  Oestreioher,  Esqs. 
280  North  Central  Ave., 
Hartsdale,  N.Y. 

Dear  Mr.  Fassler:  The  Board  reviewed  your  detailed  letter  of  October 
1,  1973  concerning  the  above  tariff  filings  made  by  New  Jersey  Bell  Telephone 
Company.  After  weighing  the  information  contained  in  your  letter  it  was  de- 
cided to  permit  the  tariff  in  question  to  become  effective. 

In  determining  whether  to  suspend  the  effective  date  of  the  tariff  and 
conduct  hearings  as  you  requested,  the  Board  considered  the  question  of 
its  jurisdiction  over  the  telephone  interconnect  industry  with  respect  to 
operations  in  New  Jersey.  Any  hearings  on  the  tariff  would  involve,  among 
other  things,  detailed  examination  into  the  extent  of  the  Board's  regulatory 
powers  over  the  industry.  Further,  to  properly  evaluate  the  merits  of  your 
contentions,  such  hearings  would  be  practicable  only  upon  the  expressed  repre- 
sentation that  your  clients  would  submit  to  this  Board's  jurisdiction. 

The  Board  would  be  forced   to   review  all  costs  associated  with  equipment 
and  service  of  New  Jersey  Bell  Telephone  Company  and  all  other  companies 
engaged  in  the  telephone  interconnect  industry. 
Very  truly  yours. 

Radph  C.  Caprio, 

Secretary. 

Fassler  &  Oestreichleb, 
Hartsdale,  N.Y.,  October  1,  1973. 
Mr.  Ralph  C.  Capbio, 

Secretary,  Board  of  Public  Utilities  Commissioners, 
Newark,  N.J. 
Re:  Docket  738-668  (Com  Key  718  and  434). 

Dear  Mr.  Caprio  :  By  petition  dated  August  24,  1973,  the  New  Jersey  Bell 
Telephone  Company  (hereinafter  "N.J.  Bell")  filed  for  a  proposed  tariff  with 
respect  to  its  Com  Key  718  and  1434  Systems  The  requested  effective  date 
of  the  tariff  is  purportedly  October  11,  1973.  This  firm  has  been  asked  by 
several    companies    doing    business    in    the    State    of    New    Jersey     (including 
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Executone/N.J.,  Inc.,  Telephone  and  Sound  Sales,  Inc.,  and  Communications 
Design,  Inc.)  to  protest  the  petition  filed  by  N.J.  Bell  with  respect  to  the  above 
requested  tariff.  We  feel  it  appropriate  to  inform  you  that  it  is  our  clients' 
position,  and  we  join  in  that  position,  that  the  proposed  tariff  is  not  consistent 
with  other  tariffs  requested  by  the  Bell  system,  and  is  directed  at  creating  a 
non-competitive  situation  in  the  area  of  key  telephone  equipment.  Accordingly, 
the  purpose  of  this  letter  is  to  request  a  suspension  of  the  requested  tariff 
until  formal  hearings  can  be  held. 

In  support  of  this  request  we  wish  to  bring  to  the  Commission's  attention 
the  following : 

1.  The  New  York  Telephone  Company  (hereinafter  N.Y.  Tel)  filed  tariff 
requests  with  the  New  York  State  Public  Service  Commission  for  a  9  and  19- 
button  key  system.  The  equipment  used  in  the  New  York  filing  by  N.Y.  Tel 
is  substantially  the  same  as  the  equipment  used  by  N.J.  Bell  in  the  Com  Key 
718  and  1434  systems.  The  Com  Key  718  and  1434  systems  are,  however,  far 
more  complex  than  the  9  and  19-button  systems  filed  for  in  the  State  of  New 
York.  N.J.  Bell,  nevertheless,  in  this  Com  Key  718  and  1434  filing,  requested 
a  tariff  substantially  lower  than  the  tariff  filed  for  by  N.Y.  Tel.  in  the  State 
of  New  York. 

2.  The  installation  charges  set  forth  in  the  proposed  tariff  are  completely 
unrealistic  and  are  not  related  to  the  actual  installation  charges  to  be  in- 
curred by  N.J.  Bell  with  respect  to  the  installation  of  the  proposed  equipment. 
In  fact,  the  installation  charges  are  substantially  less  than  those  proposed 
by  N.Y.  Tel  in  its  9  and  19-button  key-phone  tariff,  although  the  actual  in- 
stallation costs  of  the  Com  Key  718  and  1434  systems  will  be  far  greater  because 
they  are  far  more  complex  than  the  9  and  19-button  systems  filed  in  New 
York. 

3.  Upon  information  and  belief,  the  costs  and  charges  compiled  by  N.J.  Bell 
with  respect  to  its  equipment  installations  do  not  include  N.J.  Bell  general 
overhead  and  profit.  Accordingly,  there  must  necessarily  be  cross-subsidization 
of  equipment  installation  by  New  Jersey  Bell's  general  and  residential  customers 
through  toll  and  other  charges.  It  is  our  analysis  that  the  installation  charges 
are  completely  unreali-stic  and  should  be  at  least  double  the  amount  requested 
in  the  tariff. 

4.  The  proposed  tariff  is  presented  with  two  options:  (a)  a  monthly  charge 
for  service  and  facilities  to  continue  as  long  as  the  Com-Key  facilities  are  in 
service;  and  (b)  a  two-tier  contract  for  three,  five  or  eight  years,  during 
which  time  a  customer  pays  a  fixed  monthly  rate,  and  then  a  variable  rate  for 
the  life  of  the  contract.  Nowhere  in  the  proposed  tariff  does  N.J.  Bell  state 
the  terms  and  conditions  of  the  contract  between  itself  and  the  customer. 
Accordingly,  the  following  questions  must  be  answered : 

(i)   What  are  the  terms  and  conditions  of  the  contract? 

(ii)  What  penalty  does  the  customer  have  for  termination  of  the  contract 
prior  to  its  term? 

(iii)   What  are  the  "variable  rates"  to  which  the  customer  is  subject? 

(iv)  Will  the  customer  be  explicitly  informed  in  the  contract  and  otherwise 
as  to  the  penalties  for  early  termination? 

(v)  Will  the  customer  be  informed  by  contract  and  otherwise  as  to  the 
parameters  of  the  "variable  rates"  to  which  the  customer  is  subject? 

(vi)  What  are  the  ramifications,  costs  and  charges  of  the  customer's  "trading 
up"  to  larger  and  more  sophisticated  telephone  systems  to  meet  the  customer's 
increased  needs? 

(vii)  Will  the  customer  be  informed  by  contract  and  otherwise  that  his 
718  or  1434  Com-Key  is  not  interchangeable  with  another  system,  and  that  a 
complete  new  installation  will  be  required  to  provide  additional  service?  What 
will  the  charges  to  the  customer  be  for  such  changes? 

5.  It  is  our  opinion  that  N.J.  Bell's  introduction  of  the  Com-Key  718  and 
1434  at  the  requested  tariff  would  quickly  lead  to  a  scrapping  of  existing 
key  telephone  equipment  at  a  huge  cost  to  N.J.  Bell.  We  take  this  position 
because  the  sheer  economics  of  the  requested  tariff  would  encourage  present 
key  telephone  users  to  call  for  a  change  Tn  equipment  to  tak  advantage  of  the 
lower  tariff  (without  even  considering  that  the  new  systems  provide  many 
new  features  not  available  in  existing  N.J.  Bell  key  equipment).  The  scrapping 
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costs  would  be  paid  by  N.J.  Bell's  general  and  residential  customers,  and  the 
new  equipment  would  necessitate  new  costs  for  which  bond  financing  would 
doubtlessly  be  pursued.  We  feel  that  we  should  have  an  opportunity,  upon 
formal  hearing,  to  examine  N.J.  Bell's  presentation  with  respect  to  scrapping, 
and  to  examine  the  reasons  for  the  introduction  of  these  low  anti-competitive 
tariffs,  which  will  encourage  the  scrapping  of  existing  equipment  at  a  huge  cost 
to  N.J.  Bell.  These  costs  and  expenditures  would,  of  course,  be  ultimately 
borne  by  the  general  public.  It  appears  to  us  that  existing  key  telephone  users 
would  be  encouraged  to  change  over  to  the  Com-Key  718  and  1434  for  the 
principal  reason  of  taking  advantage  of  the  tariff  specifically  pegged  at  an 
unrealistically  low  level  to  discourage  competition.  The  low  tariff,  will,  how- 
ever, be  subsidized  by  N.J.  Bell's  general  and  residential  customers  and  the 
public. 

6.  We  believe  that  the  presentation  by  N.J.  Bell  with  respect  to  the  requested 
Com  Key  718  and  1434  on  a  per  station  basis  is  an  improper  approach  to  this 
particular  tariff  request.  We  believe  that  the  request  should  be  made  on  a  per 
system  basis.  The  customer  is,  in  fact,  using  a  total  system.  The  tariff  should 
be  established  based  upon  the  total  cost  of  equipment,  installation,  overhead, 
profits,  etc.  The  equipment  is  not  "stand  alone"  equipment;  it  operates  as  part 
of  an  entire  key  telephone  system.  Accordingly,  the  costs  and  expenses  of  all 
elements  of  this  system  should  be  included  in  the  development  of  the  tariff. 

We  wish  to  assure  you  that  our  clients  and  the  telephone  interconnect  in- 
dustry in  general  believe  that  this  tariff  filing  is  of  extreme  importance.  We 
feel  that  an  extremely  low  tariff  request  has  been  made  (at  great  cost  to  N.J. 
Bell  and  to  the  publicT  in  order  to  eliminate  competition  in  the  telephone 
equipment  field.  To  permit  such  a  tariff  would,  in  fact,  have  a  serious  adverse 
and  unfair  effect  upon  our  clients  and  upon  telephone  equipment  suppliers 
generally.  The  general  and  residential  cusotmers  of  N.J.  Bell  and  the  public 
will  have  to  make  up  the  difference  between  losses  sustained  as  a  result  of 
this  tariff  (if  approved).  We  feel  that  it  is  proper  for  N.J.  Bell  to  compete 
with  independent  telephone  equipment  suppliers,  but  that  they  should  compete 
based  upon  tariffs  fairly  developed  and  adequately  supported.  We  also  feel  that 
the  New  Jersey  Public  Utilities  Commission  should  encourage  competition  in 
the  telephone  equipment  area,  as  it  is  only  competition  that  will  lead  to  inno- 
vation and  improvement  in  the  telephone  equipment  field. 

Our  clients  maintain  that  the  petition  filed  by  N.J.  Bell  herein  does  not  reflect 
its  true  costs.  In  this  regard  our  clients  ask  the  following  question :  How  is  it 
possible  for  the  New  Jersey  Bell  Telephone  Company  to  reduce  rates  on  equip- 
ment such  as  the  Com  Key  718  and  1434  systems  while  it  is  common  knowl- 
edge that  equipment  costs  and  installation  expenses  generally  have  been  going 
up  in  a  price  and  inflation  spiral?  The  answer  is  obvious:  N.J.  Bell  is  arbi- 
trarily reducing  its  equipment  prices  to  eliminate  competition.  It  is  also  obvious 
that  "the  people  that  will  pay  the  true  costs  of  this  anti-competitive  type  of 
subsidization  is  the  residential  telephone  customer  through  increases  in  toll 
and  other  charges.  What  is  happening  here  is  an  arbitrary  anti-competitive 
lowering  of  equipment  rates  and  a  collateral  increase  in  telephone  line  and 
other  charges. 

In  view  of  the  serious  matters  raised  herein,  we  respectfully  request  that  a 
formal  hearing  be  ordered  with  respect  to  the  matters  raised  herein  and,  in 
particular,  with  re.'^pect  to  the  Com  Key  71R  and  1434  proposed  tariff ;  that  the 
proposed  tariff  be  su.spended  and  not  put  into  effect  pending  the  hearing: 
that  we  be  given  an  opportunity  to  examine  the  production  costs,  installation 
costs,  research  and  development  costs,  marketing  costs,  sales  and  service 
training  costs,  scrapping  expenses,  and  all  other  costs  incident  to  the  intro- 
duction of  the  Com  Key  718  and  1434  system  at  the  hearing:  and  that  we  have 
such  other  and  further  relief  in  behalf  of  our  clients  as  may  seem  just  and 
proper  under  the  circumstances. 

We  do  wish  to  state  to  the  Commission  that  upon  formal  hearings  we  will 
retain  New  .Ter.sey  counsel  to  assist  with  respect  to  the  preparation  and  presen- 
tation of  our  clients'  position  in  the  above. 
Very  truly  yours. 

Leonard  J.  Fasst.ee. 
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Exhibit  5. — A.T.  d  T.  Statistical  Data  on  Competitive  Analysis — Key,  1972 

I.  Lost  revenue: 

January 10,  431 

February 16,963 

March 19,560 

April 26,060 

May 25,977 

June 19,945 

July___    _          24,322 

August 34,818 

September 35,646 

October 30,  310 

November 34,812 

December 40,926 

Total  lost  monthly  revenue— 1972 319,  770 

II.  DECISION  FACTORS,  PERCENT  OF  TIMES  THAT  THE  REASON  IS  MENTIONED  IN  LOST  CASES 


January-July 


August     September         October      November       December 


Price     .__ 50 

Features  _._ 17 

Ownership       6 

Maintenance -._ 

Availability. 1 


66 

57 

65 

56 

58 

13 

27 

38 

18 

25 

5 

6 

16 

11 

7 

4 

4 

3 

7 

0 

2 

2 

2 

2 

0 

Other 

24                  17                  24                  15                  18 

10 

III 

.  CUSTOMERS  LOSSES  BY  LINES  SIZE,  PERCENT  OF  LOST  CASES 

January-July           August     September         October      November 

December 

9  lines  plus .- 

8lines 28  21  18  16 

7  lines 10  8  12  8 

6lines 14  15  17  17 

5  lines 13  19  15  11 

4lines 16  17  17  23 

3  lines 10  9  13  13 

land  2  lines 9  11  8  12 


12 

10 

6 

10 

13 

12 

10 

14 

22 

33 

17 

14 

10 

14 

10 

3 

IV.  MANUFACTURER,  MONTHLY  ANALYSIS  OF  CASES  LOST  TO  SPECIFIC  MANUFACTURERS 


July 


August     September 


October      November       December 


Nitsuko 13 

TIE 16 

Nippon 9 

Litton 3 

Areata  '.. -.- 

Iwatsu/Shimcom 16 

ITT 31 

Stromberg  Carlson. 12 

OKI/Plessey --  2 


19 

32 

6 

15 

19 

28 

9 

14 

37 

39 

5 

13 

10 

5 

11 

5 

7 

10 

14 

16 

24 

17  .... 

19 

19 

20 

22 

19 

15 

42 

37 

25 

38 

44 

54 

21 

13 

12 

8 

10 

4 

4 

1 

1 

3 

V.  VENDOR,  MONTHLY  ANALYSIS  OF  CASES  LOST  TO  SPECIFIC  VENDORS 

Areata' 26                 30                 29                 21  32  42 

National  Tel 16                 24                 29                 21  17  53 

Litton 2                   9                 11                 11  10  9 

ITT 6                    6                    3                    9  14  4 

Intertel 21  16 

UBC.                                     9                   3                   15  1  5 

UCS...: 6                    10                     4                     8  3  3 

Gulf  States .- --- 14 


1  Areata  was  reported  as  a  manufacturer  but  is  actually  one  of  the  leading  vendors.  We  estimate  that  50  percent  of  these 
are  Nitsuko  systems.  We  also  believe  that  TIE,  Litton  and  Nippon  are  all  importing  Nitsuko  systems. 
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KEY-COMPETITIVE  CASES,  TOTAL  1972 


New  England 

New  York. 

New  Jersey 

Pennsylvania 

Chesapeake  &  Potomac. 

Southern 

South  Central.... 

Ohio... 

Michigan 

Montana 

Wisconsin... 

Illinois 

Northwest 

Southwest 

Mountain 

Pacific  Northwest 

Pacific 

Southern  New  England.. 
Cincinnati 

Total 


93 

170 

263 

65 

163 

315 

478 

66 

71 

80 

151 

53 

63 

54 

117 

46 

27 

210 

237 

89 

162 

130 

292 

45 

120 

113 

233 

48 

76 

73 

149 

49 

337 

205 

542 

38 

26 

15 

41 

37 

9 

9 

18 

50 

290 

126 

416 

^30 

111 

72 

183 

39 

292 

343 

635 

54 

201 

237 

438 

54 

170 

56 

226 

25 

254 

104 

358 

29 

173 

145 

318 

46 

0 

3 

3 

100 

2,638 


KEY-COMPETITIVE  CASES,  DECEMBER  1972 


New  England 

New  York 

New  Jersey 

Pennsylvania  

Chesapeake  &  Potomac 

Southern 

South  Central 

Ohio 

Michigan 

Montana 

Wisconsin 

Illinois. 

Northwest 

Southwest 

Mountain 

Pacihc  Northwest 

Pacific... 

Southern  New  England. 
Cincinnati 

Total 


21 

38 

59 

64 

33 

53 

86 

62 

7 

12 

19 

63 

6 

7 

13 

54 

4 

12 

16 

75 

19 

14 

33 

42 

12 

12 

24 

50 

9 

9 

18 

50 

36 

31 

67 

46 

2 

3 

5 

60 

1 

1 

2 

50 

30 

16 

46 

35 

13 

5 

18 

28 

38 

42 

80 

50 

12 

36 

48 

75 

7 

1 

8 

12 

31 

14 

45 

31 

19 

22 

41 

50 

0 

1 

1 

100 

Exhibit  6. — Minutes  of  lOA  and  12A  Communication  Systems 
Coordinating  Group  Meetings 

Febbuaby  7,  1973. 
Mr.  C.  J.  NiCKELSEN  : 
Mr.  W.  ScHiAVONi: 

A  meeting  of  the  lOA  and  12A  Communications  Systems  coordinating  group 
met  at  Western  Electric-Kearny  on  Tuesday,  January  23  to  review  the  status 
of  this  project. 

10a  communications  system 

The  first  working  system  was  on  display.  This  is  the  system  that  was  dis- 
played at  the  OVP  conference.  Jim  Simon  advised  that  as  the  result  of  testing 
this  system  several  changes  will  be  made  to  eliminate  undesirable  operating 
characteristics  or  add  to  its  capability  such  as  : 

1.  Eliminate  clicks  which  can  be  heard  in  receiver  when  intercom  selector 
is  processing  a  rotary  dialed  code  starting  with  the  digit  one.  The  digit  one 
is  used  as  the  transfer  digit  and  in  the  circuit  configuration  used  applies  a 
ground  to  the  amplifier  in  the  station  set.  Changes  in  the  voice  and  tone  signal- 
ing amplifier,  tone  generator,  preamp  and  paging  amplifier  are  required.  This 
condition  was  not  picked  up  earlier  because  TOUCH-TONE  sets  had  been  used 
in  the  development  work. 
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2.  Provide  a  timed  make  interval  on  tlie  recall  key  in  the  attendant  DSS 
console  to  assure  proper  operation. 

3.  Mute  the  intercom  tone  and  voice  signal  vphen  station  is  on  CO.  line. 

4.  Provide  background  music  capability  on  paging  option. 

5.  Design  DSS  consoles  so  that  they  can  be  used  as  a  standard  KTS  optional 
feature. 

Because  the  equipment  prices  out  about  $300  higher  than  the  initial  price 
objective  BTL  has  reviewed  the  design  to  see  what  could  be  done  to  reduce 
price.  The  following  action  has  been  taken  : 

1.  454A  KTU-Multipath  intercom  circuit.  Change  design  from  a  universal 
3-path  operation  to  2-path  operation  to  save  about  $35  in  price. 

2.  Eliminate  diode  matrix  presently  included  in  570A  KSU.  Diode  matrix 
provides  protection  against  polarity  reversals  in  S  &  S  offices.  Two  KSU's 
will  be  coded,  one  having  the  matrix  and  one  without.  Hern  Goodrich  stated 
that  tariffs  would  be  based  on  KSU  equipped  with  matrix. 

3.  Change  power  supply  from  29-type  ($134)  to  l^-type  ($39)— a  saving 
of  $95.  This  will  also  reduce  overall  weight  of  KSU  and  permit  power  supply 
to  be  shipped  assembled. 

4.  Use  standard  fuse  panel  rather  than  the  specially  designed  fuse  and 
lamp  panel.  This  will  save  about  $10  in  price. 

Western  advised  that  initial  prices  will  be  based  on  1975  bulletin.  W.  E. 
Kearny  expects  to  furnish  system  costs  to  staff  pricing  by  February  15. 

Ten  sets  of  spare  KTU's  for  the  10  systems  are  expected  to  be  produced 
through  March. 

Repair  of  common  equipment  and  KTU's  will  be  done  at  the  factory — 
Kearny.  BSRS  and  RS  will  not  be  available  until  first  half  1974.  This  matter 
will  be  reviewed  further  with  Western. 

12a  communication  system 

The  1434  system  was  originally  coded  the  20A  Communications  System.  In 
an  effort  to  conserve  codes  it  has  been  recoded  the  12A  Communications  Sys- 
tem. The  following  schedule  was  presented. 

1.  Available  for  Telco  ordering — August  1 ; 

2.  Prices  available — April  30  ; 

3.  First  system  produced — June  30 ; 

4.  Training  BSP's— July  9. 

5.  Production  :  June — 1  system  ;  July— 2  system ;  August— 5  system  ;  Sep- 
tember— 10  system  ;  October — 20  system  ;  November — 20  system  ;  Decem- 
ber— 20  system  ;  total  system — 78. 

L.  D.  Jensen. 

6th  Meeting  of  the  Cookdination  Team  For  the  Design  &  Manufacture  of 
THE  lOA  &  12A  Communication  Systems 

March  22,  1973. 

The  sixth  meeting  of  the  above  committee  met  primarily  to  assess  the 
competitive  posture  of  the  12A  System.  The  meeting  was  held  at  Kearny  on 
3/13/73. 

A  plus  or  minus  10%  cost  for  the  12A  System  was  presented.  The  price  at 
14  lines— 19  Stations  was  about  $5,000  installed. 

Initial  reaction  was  that  this  price  competed  favorably  with  the  2040,  Tie-2 
system  but  did  not  match  the  1030. 

Two  investigations  were  agreed  upon  : 

1.  A.T.&T.  would  run  a  price  profile  on  the  12A  system  using  the±  10% 
estimate,  and 

2.  BTL  would  look  into  a  stripped  down  12A  using  10  button  sets  to  afford 
a  7-19  thru  7-30  vehicle  to  compete  in  the  area  that  12 A  does  not  seem  to  fit. 

A  meeting  to  discuss  these  findings  is  to  be  held  at  Kearny  on  3/23.  A  rec- 
ommendation for  the  C.S.C.  re:  the  12A,  is  the  goal  of  this  meeting.  C.S.C. 
meets  at  Denver  on  3/2S. 

Other  topics  arose.  First,  the  demand  for  lOA  .seems  to  be  rising.  Bell  of  Pa. 
has  guaranteed  orders.  Pacific  Tel  wants  to  get  into  the  act,  as  well  as  many 
other  Telco's. 

The  committee  took  the  following  posture:  of  the  systems  to  be  available  by 
Mid  July,  the  allocation  is  to  be  as  follows:  1  Kearny  installation — develop- 
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ment  •  1  Denver— Product  Display ;  1  Southwest  Bell— Training  Center ;  1 
A.T.&'t.  Sales  Display;  80  Phoenix  (Mountain  Bell)  Product  Trial;  20  1  per 
company  "hands  on"  systems. 

No  other  orders  will  be  honored  until  8/1/73. 

March  22,  1973. 

To  assess  potential  order  fill  from  8/1  on,  Marketing,  A.T.&T.  was  urged  to 
get  its  General  Letter  out  as  soon  as  possible,  asking  for  demand  intent  from 
each  operating  Company.  .  ^  „^    ,,     ,    ,. 

Since  the  fate  of  the  12A  System  is  still  not  known,  A.T.&T.  Marketing 
has  not  selected  a  trial  Company,  nor  will  further  work  be  done  until  a  decision 
is  made  on  this  system.  „  ,„^     ^       .j.        ^     v. 

The  meeting  on  the  lOA  Trial  is  on  at  Phoenix  for  3/21.  One  item  to  be 
discussed  is  the  repair  methods  for  the  KSU,  KTU,  Tel  Sets  and  Console^. 

Iteration  of  the  need  for  Paging  Speakers,  both  indoor  and  outdoor,  was 
made.  Outdoor  speakers  are  already  under  KS  Spec.  Until  a  KS  Spec  is 
written.  Kearny  will  provide  speakers  in  accordance  with  BTL  instructions. 
Ordering  will  be  for  "Speakers  for  lOA  Communication  System." 

It  is  the  understanding  of  this  Team  that  Kearny  Merchandise  will  stock 
and  control  the  832,  2832.  833,  2833  Tel  Sets  and  the  6A1,  6B1,  7A1  and  7B1 
Selctor  Consoles   to   conform   with  the  .shipments  of  10A(12A)    Systems. 

Finally,  a  question  of  the  muting  feature  (voice  and  tone  alert  muted  when 
phone  is  in  use)  arose.  Latest  Tel  Sets  costs  include  this  feature.  Design  will 
be  modified  to  provide  after  the  first  50-70  tel  sets. 

J.  J.  CONROT. 

Approved  :  W.  E.  Medford. 

6th  Meeting— Attendance,  March  22,  1973 
Name:  Organization 

D.  Sayles WECo,  Kearny. 

G.  E.King Do. 

J.  J.  Conroy Do. 

D.  Fagg         A.  T.  &  T.,  195  Broadway. 

J.'Ochs Do. 

H.  Goedrich 

S.  Bush BTL,  Denver. 

R.  Greenman BTL,  Indianapolis. 

F.Fenton BTL,  Denver. 

R.  Thompson BTL,  Indianapolis. 

W   Hardy      _  WECo,  Shreveport. 

J.  Froehleir WECo,  195  Broadway. 

D  Foearty"'"   _  WECo,  Kearny. 

J.'jensen_. :::::::'_■/-: a.  T.  &  T.,  Denver. 

O.  Gerkensmeier -  BTL,  Holmdel. 


Exhibit  7. — Letter  from  Mr.  Hulse  to  Mr.  Schiavoni  Re  Loss  of  Key  Telephone 
Systems  to  Competition 

June  13,  1973. 

Mb.  W.  Schiavoni:  We  have  given  detailed  consideration  to  your  proposed 
visits  to  several  Operating  Companies  regarding  Key  Telephone  Systems.  We 
agree  with  you  that  the  loss  of  Key  Telephone  Systems  to  competition  is  a 
matter  of  great  concern  to  us  at  '195'.  However,  another  round  of  question  and 
answer  visits  at  this  time  would,  in  our  opinion,  be  of  little  value  since  we 
already  have  considerable  knowledge  of  Key  System  market  needs.  This  infor- 
mation was  acquired  through  numerous  previous  field  visits,  market  research, 
continuing  contacts  with  Operating  Companies  and  in-depth  analysis  of  all 
lost  competitive  cases.  In  fact,  we've  included  answers  to  most  of  the  questions 
on  your  agenda  based  on  available  data. 

Therefore,  as  an  alternative  to  your  proposed  visits,  we  suggest  that  an 
AT&T  Task  Force  consisting  of  Sales  Projects,  Market  and  Service  Plans,  Engi- 
neering and  possibly  Plant  be  formed  to  analyze  existing  knowledge  and 
resources  and  to  formulate  an  overall  game  plan  to  develop  a  product  line 
strategy  for  the  key  market.  Marketing  is  prepared  to  head  up  this  effort 
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Thp  product  line  strategy  shoulrl  inclnde  the  products  ( including  a  "New 
Look"  telephone  set)  and  systems  that  the  marketplace  wants.  This  strategy, 
of  necessity,  must  recognize  the  prohlems  attendant  with  the  phasing  out  of 
outmoded  services  and  the  protection  of  imbedded  investment.  Comnetitive 
products,  the  market,  pricing,  as  well  as  the  existing  and  future  technology 
should  he  considered  in  the  development  of  the  product  line. 

We  request  that  someone  from  your  organization  join  with  Joe  Froehle  of 
Sales  Proiects,  Herm  Ooedrich  and  Ron  Rothenhach  of  Market  and  Service 
Plans  and  someone  from  the  Plant  Department  in  forming  the  AT&T  Task 
Force.  We  believe  this  team  effort  will  result  in  a  product  line  strategy  that  will 
greatly  enhance  our  competitive  position  in  the  marketplace.  Further,  we  are 
confident  that  the  Operating  Companies  will  welcome  a  positive  forward  looking 
game  plan. 

Your  assistance  in  this  matter  would  he  appreciated. 

W.   J.    RiNKOR. 

J.  E.  Htjlse. 
[Attachment] 

Ket  Telephone  System  Market  Facts 

[Material  deleted.] 

S.  What  else  do  you  think  you  can  do  to  reduce  losses? 

New  activities  are  being  reviewed  to  improve  our  competitive  position  from 
AT&T.  We  are  considering  new  strategies  to  improve  our  market  coverage  and 
considering  reorganizing  our  .sales  and  marketing  organizations  to  improve  our 
impact  on  the  marketplace.  We  are  also  establishing  programs  to  assist  service 
repre.senta fives  and  other  customer  contact  groups  to  recognize  potential  com- 
petitive cases.  We  are  also  making  an  indepth  analysis  of  our  position  on 
certification. 

9.  Do  you  see  anything  in  the  future  that  may  significantly  alter  your  ability 
to  compete  effectively? 

The  individual  Operating  Companies  may  have  individual  factors  that  may 
affect  their  alnlity  to  coi  i  lete  rueh  ns  pricing,  relations  with  local  commissons, 
type  of  market,  etc.  However,  the  major  items  are  being  con.sidered  in  the 
development  of  a  product  line  such  as ;  overall  pricing  strategy,  competitive 
products,  existing  products,  overall  market  characteristics,  etc. 

10.  What  can  AT&T  and  BTL  do  to  help  you  reduce  losses  and  meet  com- 
petition? 

We  have  surveyed  the  marketing  organizations  in  the  Operating  Companies 
and  are  coordinating  with  all  departments  to  determine  what  actions  are  neces- 
sary to  reduce  competitive  losses.  We  are  currently  stressing  the  development 
of  product/sales  strategies  and  pricing  strategies  that  will  enable  us  to  be 
more  competitive  and  will  sinuiltaneously  protect  our  imbedded  investment. 
We  have  also  initiated  the  actions  outlined  in  question  #7  and  are  currently 
implementing  the  activities  listed  in  question  #8. 

AT&T  and  BTL  need  to  continue  working  to  develop  our  new  Key  Market 
product  line  and  adding  features  to  the  existing  1A2  technology. 

11.  What  characteristics  .should  he  considered  in  developing  new  designs  to 
serve  the  key  system  market  ? 

[Material  deleted.] 

12.  What  problems  can  you  foresee  with  the  introduction  of  completely  new 
key  telephone  system  designs? 

Problems  attendant  with  the  introduction  of  new  key  telephone  systems 
design  are :  1.  Tariff  filing ;  2.  early  retirement  of  other  products ;  3.  training ; 
4.  inventory. 

Exhibit  8. — Letter  from  Mr.  Nickelsen  to  Mr.  Schiavoni  Trant^mitting  List  of 
Problems  and/or  Suggestions  for  Corn-Key  718 

A.T.  &  T. 
June  29,  197S. 
1C1.17A 

Mr.  W.  Schiavoni  :  Attached  is  the  list  of  problems  and/or  suggestions  for 
Com  Key  718  found  at  the  June  6th  and  7th  meetings  in  Phoenix.  Beneath  each 
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item  listed  is  a  brief  description  of  tlie  action  that  is  bein^  taken  to  remedy 
each  particular  situation. 

It  is  surprising  and  unfortunate  that  in  spite  of  Plant  Operation's  and  our 
regulation  communication  with  Mountain  Bell.  Phoenix,  that  we  were  not 
informed  of  any  of  these  problems  developing.  We  will  work  more  closely  with 
the  people  in  Phoenix  to  prevent  a  similar  situation  from  occurring  again.  We 
will  also  follow  up  the  solutions  to  these  items  to  ensure  that  they  are  being 
implemented. 

Attachment. 

June  6th  and  7th,  1973  Meetings,  Phoenix,  Ariz.,  Problems  and/of 
Suggestions — -and/or  Status  6/22/73 

1.  The  quick  connect  lugs  on  terminal  strip.s,  usually  the  one  associated  with 
a  busy  lamp  console,  are  frequently  reversed. 

lA.  A  process  check  has  been  added  to  the  manufacture  of  the  570A  KSU  to 
prevent  this  from  occurring  again. 

2.  The  opening  in  the  bottom  of  the  KSU  cover  is  too  small  to  accept  18 
station  cable  for  a  fully  equipped  system. 

2A.  The  design  calls  for  a  larger  cutout  to  be  made,  however  this  had  not 
been  done.  The  cutout  is  now  being  made,  and  BTL  is  reviewing  the  size  of 
the  cutout  since  the  same  cover  will  be  used  on  the  515  KSU  as  well. 

3.  The  bolts  and  wing  nuts  provided  for  retaining  the  station  cables  entering 
the  KSU  are  inadequate  and  cannot  contain  all  of  the  cables. 

3A.  BTL  admits  that  the  retaining  clamp  is  flim.sy,  and  will  come  up  with  a 
better  solution.  This  should  be  in  production  following  shut  down. 

4.  A  flexible  ground  lead  (Number  6)  is  needed  from  the  power  supplv  to  the 
base  of  the  KSU. 

4A.  The  ground  lead  bends  each  time  the  gate  of  the  KSU  is  opened.  It  is 
feared  that  unless  this  lead  is  made  flexible  it  may  break  in  time.  BTL  is  review- 
ing the  design  and  a  solution  should  be  in  production  following  shut  down. 

5.  The  KSU's  are  being  shipi^ed  with  two  wrong  KTU's,  the  451A  (music- 
on-hold)  and  the  457B  (paging)  rather  than  the  intercom  (424A,  460A).  The 
tone  generator  (455A)  and  the  tone  and  voice  signaling  (456A)  are  okay. 

5A.  Part  of  the  problem  here  was  that  some  of  the  GTU's  were  being  shipped 
separately  from  the  KSU.  Kearny  assures  us  that  the  proper  KTU's  are  now 
being  shipped  with  the  KSU  and  are  not  inserted  in  the  jacks  for  shipping. 

6.  Four  KTU's  that  are  part  of  the  basic  service  (424A,  460A,  455A,  456A) 
should  be  shipped  along  with,  but  not  be  installed  in  the  KSU. 

6A.  As  in  5A. 

7.  The  threads  in  the  base  plate  of  the  KSU  that  are  engaged  by  the  screws 
that  mount  the  terminal  blocks  are  frequently  stripped. 

7A.  Kearny  is  working  on  a  new  process  that  will  eliminate  the  need  for 
removing  the  terminal  blocks  during  wiring,  Meanwhile  extra  care  is  being 
taken  to  avoid  stripping  the  threads  in  the  base  plate. 

8.  Some  of  the  70  type  fuse  holders  have  been  broken  in  shipment. 

8A.  It  was  speculated  that  this  may  have  occurred  on  units  that  had  fuses 
13  and  14  "added  on"  to  an  earlier  vintage  fuse  assembly.  Nevertheless,  the 
packing  of  the  KSU  is  being  reviewed. 

9.  The  70  type  fuse  holders  are  not  labeled  or  identified. 

9A.  Kearny  assures  us  that  these  are  now  numbered  appropriately. 

10.  The  lamp  indicators  are  not  labeled  or  identified. 
lOA.  As  in  9A. 

11.  The  serial  number  labels  should  be  indicated  by  the  addition  of  the  word 
"SERIAL"  and  placement  should  be  consistent. 

IIA.  This  suggestion  will  be  carried  out.  However  serial  numbers  will  be 
added  to  the  first  200  units  only. 

12.  The  volume  control  knobs  on  the  speakers  should  be  removed  and  the 
volume  control  should  be  provided  in  a  manner  that  would  allow  the  installer 
to  adjust  the  level  and  deny  this  facility  to  the  customer. 

12A.  This  is  a  good  suggestion  and  a  cost  reduction  as  well.  A  recessed  volume 
control  that  must  be  adjusted  using  a  screwdriver  will  be  provided  on  all 
speakers  being  shipped. 

13.  The  retaining  bar  on  jacks  15  through  18  should  be  spring  loaded  in  the 
same  manner  as  the  jacks  19  through  14. 

13A.  This  suggestion  is  being  implemented  now. 
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14.  The  KSU  should  be  labeled  where  it  can  be  seen. 

14A.  This  is  a  question  of  the  serial  numbers  of  the  KSU.  The  serial  numbers 
are  now  being  preceded  by  the  word  "Serial". 

15.  The  systems  are  beins;  shipped  with  400D  line  circuits  that  have  not  been 
ordered. 

15A.  This  was  true  only  of  the  very  first  systems  manufactured,  and  was  due 
to  the  fact  of  100%  testing.  400D's  are  not  now  being  shipped  with  the  KSU. 

16.  The  424  KTU's  are  not  being  serialized. 

16A.  The  424A  is  a  standard  KTI^,  which  is  not  normally  serialized. 

17.  Some  units  do  not  have  the  "0"  battery  modification. 

17A.  This  modification  was  added  to  eliminate  noise  in  the  system.  WECo. 
Kearny  and  Mountain  Bell  have  agreed  that  for  any  units  found  without  the 
"C"  battery  modification.  Kearny  will  supply  a  kit,  and  Mountain  Bell  will 
make  the  modification.  All  units  presently  being  made  contain  "C"  battery. 

IS.  The  plant  people  suggested  that  options  could  be  stenciled  on  the  back  of 
the  power  supply. 

ISA.  This  is  an  item  for  study.  It  was  pointed  out  that  the  power  supnly 
might  be  changed  out.  leaving  no  option  information  with  the  installation.  The 
same  problem  could  occur  if  options  were  outlined  on  the  inside  of  the  KSU 
cover.  BTL  will  investigate. 

19.  The  intercom  dialing  occasionally  feeds  "POPs"  into  the  paging  speakers. 
19A.  Solution  to  this  problem  involves  a  redesign  of  the  457  type  KTU.  BTL 

has  implemented  a  fix  to  the  unit  in  Plioenix  and   will  issue  information  on 
the  new  design  imminently. 

20.  Paging  access  occasionally  times  out. 

20A.  BTL  is  investigating.  This  may  require  a  design  modification. 

21.  Speakers  sound  tinnv  and  the  liaflles  look  cheap.  The  Phoenix  people  are 
now  buying  an  <S  inch  Utah  speaker  with  a  more  attractive  enclosure  for  about 
.$12.00.  They  feel  that  it  performs  better  than  the  one  they  are  now  being 
provided  and  they  are  not  satisfied  with  the  appearance. 

21  A.  Part  of  the  problem  here  seems  to  be  that  Mountain  Bell  Marketing  is 
selling  the  Customer  different  speakers  and  baffles  from  those  being  installed. 
WECo.  Kearny  is  lookin^^  into  providing  more  attractive  baffles,  and  will  do  so 
as  soon  as  their  stock  of  ■''')0  is  depleted. 

22.  Shipments  arrive  with  no  indication  of  the  contents.  Every  box  must 
be  opened  in  order  for  them  to  discover  what  is  inside. 

22A.  This  problem  was  being  caused  by  packing  several  telephone  sets  in  a 
larger  box   (overpacking).  This  practice  has  been  discontimied. 

23.  Thev  need  reduced  SB's  and  CD's  for  their  BSP's. 

23A.  We  do  not  normally  reproduce  the  SD  or  CD  in  the  BSP.  Mountain 
Bell  is  reconsidering  this  request. 

24.  They  have  ordered  SO  night  transfer  kits  and  to  date  have  received  3. 
They  willhave  to  go  back  on  a  few  of  the  installations  to  add  the  night  transfer 
kev. 

24A.  This  situation  has  been  corrected.  The  kits  are  available,  and  Phoenix  has 
all  they  need. 

25.  They  have  plenty  of  repair  tags  on  hand  but  they  are  uncertain  about 
where  the  KTU's  should  be  sent  for  repair. 

25A.  Kearnv  agreed  to  do  repair  on  7A  circuit  packs  (KTU's)  until  Repair 
Centers  have  been  designated  and  eipiipped.  The  570  KSU  repair  will  initially 
be  at  the  Denver  Service  Center.  A  proposal  for  routine  repair  of  both  KSU's 
and  KTU's  is  being  prepared  for  Service  Center  Administration  action. 


Exhibit  9.— Letter  to  Mr.  Rchiavoni  from  Manhrtttan  Engineering  Department, 
New  York  Telephone.  Indicating  Number  of  WOD  Key  Telephone  Units 
Repaired  and  Amount  .^prnt. 

New  Yokk  Telephone, 
Nev)  York,  N.Y.,  June  22,  1972. 
Mr.  W.  ScHiAVONi. 

Engineering  Director.  Customer  Telephone  Systems, 
American  Telephone  d  Telegraph,  New  York,  N.Y.  10007 

Dear  Mr.  Schiavoni  :  Engineering  Letter  (E.L.)  1521  is  a  classic  example  of 
the  ambiguous  direction  the  American  Company  provides  for  the  Operatag 
Companies.  It  tells  us  we  may  initiate  a  wholesale  changeout  of  400D  Key 
Telephone  Units  (KTU's)  and  have  them  modified  at  no  cost  under  the  terms 
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of  General  Engineering;  Complaint    (GEC)   0009  if  they  test  good  after  modifi- 
cation.   It   does  not.    however,   clarify   that  this  policy   be   applied    to    normal 
returns. 
[Indicates  number  of  400D  key  telephone  units  repaired  and  amount  spent] 

However,  even  if  they  increased  the  price  for  repair  400%  to  that  of  the 
new  product,  our  repair  costs  would  have  only  been  $180,000  or  60%  of  what 
we  actually  paid. 

We  have  been  informally  advised  that  Western  Electric  Company  action  in 
charging  us  repair  costs  for  units  covered  by  the  General  Engineering  Complaint 
is  in  keeping  with  the  traditional  returns  procedures  whereby  all  units,  good 
or  bad,  incur  equal  repair  costs.  The  400D,  however,  which  has  gone  through 
14  issue  changes  and  two  G.E.C.'s  in  six  years  and  as  experience  indicates  has 
a  short  service  life,  is  not  a  traditional  product.  ' 

We  have  written  Mr.  S.  M.  Grubin — General  Manager  Northeast  Region, 
Western  Electric  Company,  requesting  full  credit  for  all  repair  costs  which  they 
charged  us  for  400D  KTU's  which  tested  good  after  modification/ GEC-0009. 
We  would  appreciate  your  clarifying  E.L.  1521  to  eliminate  a  situation  which 
permits  Western  Electric  Company  to  charge  the  Operating  Companies  to  cor- 
rect the  deficiencies  of  this  product. 

Very  truly  yours, 

Manhattan  Engineering  Department,  Technical  Services  Division 

Subject :  Results  of  Study  of  400D  KTU  Returns. 

In  May,  1972,  we  tested  445  400D  KTU's  which  were  selected  at  random  from 
returns  to  the  Western  Electric  Company  Manhattan  Service  Center.  This 
sample  represents  10%  of  the  total  returns  for  April,  1972.  The  results  below 
indicate  that  84%  would  test  good  after  modification/ GEC-0009. 


C  relay  non- 

operational  or 

internal  A/C  A 

relay  contact 

1 

J  nits  tested 

Test  OK 

contamination 

Otherwise  defective 

Issue  No. 

Number 

Percent 

Total 

Number 

Percent 

Number       Percent 

Number 

Percent 

Issue  7  and 

79 

18 

22 

28 

38 

48 

19 

24 

Issues 

Issue  J 

62 
43 

14 
9 

31 
21 

50 
49 

18 

14 

29 
33 

13 
8 

19 

Issue  9 

146 

33 

98 

67 

30 

21 

18 

72 

16 
9 

53 
31 

74 
72 

10 
5 

12 

7 

Issue  11 

43 

Total.... 

445 

100 

256 

58 

115 

26 

74 

16 

Exhibit  10.— Letter  to  Mr.   Schaefer  from   Mr.   Sohiavoni  Re  Key  Telephone 
System  1913  Projects 

American  Telephone  &  Telegraph  Co., 

New  York,  N.Y.,  March  19,  1973. 
Mr.  J.  W.  Schaefer, 

Executive  Director,  Bell  Telephone  Laboratories, 
Holmdel,  N.J. 

Dear  Mr.  Schaefer:  The  lOA  and  12A  Communications  Systems  are  being 
designed  to  meet  a  pressing  need  for  packaged  key  telephone  system  service 
to  effectively  compete  in  the  market  place.  This  particular  development  has 
diverted  significant  effort  from  other  key  telephone  system  projects.  To  identify 
needed  key  telephone  svstem  effort  the  attached  list  of  projects  has  been  pre- 
pared. This  list  reflects  the  priority  of  projects  that  have  already  been  requested 
as  well  as  new  ones  which  are  considered  essential  in  order  to  satisfy  field 
requirements  for  new  facilities  and  services. 

This  list  of  projects  has  been  reviewed  with  your  people  and  they  are  in 
agreement  that  each  one  is  important  and  should  be  assigned  development 
effort.    Under   present    circumstances,   however,    it   is    our    understanding    that 
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manpower  is  not  available  and,  therefore,  no  commitments  have  been  made  as 
to  when  we  can  expect  these  projects  to  be  completed. 

I  would  appreciate  your  undertaking  a  review  of  this  project  list  with  the 
objective  of  determining  when  manpower  will  be  made  available  to  complete 
these  needed  developments. 
Sincerely, 

w.  schiavoni. 
Key  Telephone  Systems,  1973  Projects 

March  6, 1973. 

[Description  of  35  separate  projects  deleted] 


Exhibit  11. — Letter  to  Mr.  Sohiavoni  from  Bell  Laboratories  Re  New  Design  for 

Key  Set 

Bell  Laboratories, 
Holmdel,  N.J.,  May  24,  1973. 
Mr.  W.  Schiavoni, 
Engineering  Director,  A.T.  d  T., 
New  York,  N.Y. 

Dear  Mr.  Schiavoni  :  Confirming  our  telephone  conversation  on  the  afternoon 
of  5/24/73,  it  is  understood  that  Jake  Schaefer  and  I  have  agreed  to  supply  to 
Don  Genaro  a  6-botton  key  set,  a  10/20-button  key  set,  a  30-botton  CALL 
DIRECTOR®,  and  a  type-40  console  for  Don  Genaro  to  use  in  connection  with 
the  design  of  a  series  of  new  pajamas  for  these  items. 

It  is  Jake's  and  my  understanding  that  you  are  concerned  that  part  of  the 
losses  to  outside  suppliers  in  the  business  area  is  caused  simply  by  the  fact  that 
"our  station  instruments  seem  to  be  the  oldest  cars  in  the  garage."  To  reduce 
the  losses  from  cosmetic  aspects  as  promptly  as  possible,  it  is  your  proposal, 
and  we  are  agreeing,  that  it  would  be  of  interest  to  get  some  renderings  and 
some  plaster  models  made  of  these  station  items  in  new  shells,  at  which  point 
appropriate  tri-company  approval  for  going  forward  can  be  made. 

It  is  understood  that  Dun  Genaro  will  wrap  these  new  pajamas  around  present 
telephone  components,  much  as  he  did  for  the  Design  Line  Series,  so  that  we 
are  in  a  position  to  put  more  pleasing  designs  into  the  field  on  a  minimum 
schedule. 

[Sentence  deleted.] 

It  is  my  understanding  from  Jake  Schaefer  that  Alec  Feiner  will  see  to  it 
that  a  type-40  console  gets  to  Don  Genaro  as  soon  as  possible,  and  I  am  asking 
Don  Leonard  to  see  to  it  that  Genaro  receives  a  6-button  set,  a  10/20-button 
set,  and  a  30-button  CALL  DIRECTOR  as  promptly  as  possible.  It  is  under- 
stood that  Don  Genaro  will  work  with  Jim  Ritchey  and  Alec  Feiner's  designated 
representative  as  needed  to  produce  the  appropriate  renderings  and  plaster 
models. 

Very  truly  yours, 

FiTZ. 


Exhibit  12.— Letter  from  Mr.  Simoneau  to  Mr.  Horak  Re  New  Product  Strategy 
Program  for  Key  Telephone  Service 

P.T.  &  T., 
San  Francisco,  May  18,  1973. 
R.  D.  Horak. 

This  is  a  supplement  to  my  memorandum  of  May  11,  1973  concerning  new 
key  telephone  equipment.  I  think  it  would  be  advantageous  to  adopt  some  overall 
product  development  goals  and  objectives  in  the  key  telephone  market  of  both 
a  short  and  long  range  nature.  It  is  my  hope  that  by  developing  such  a  program, 
we  can  stay  one  jump  ahead  of  our  competition  in  meeting  our  customers' 
needs  instead  of  in  a  defensive  position,  one  jump  behind,  constantly  reacting  to 
their  competitive  thrusts  and  inroads  in  our  markets.  This  type  of  a  program 
requires  cooperation  and  close  coordination  between  our  two  groups  as  well  as 
a  continuing  awareness  of  what  tomorrow's  customers  will  need  and  want  today. 
We  must  be  able  to  offer  our  customer.s  the  very  latest  developments  in  com- 
munication technology  and  do  so  on  a  timely  basis  and  at  a  reasonable  price. 
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This  is  mandatory  if  we  wish  to  survive  in  today's  competitive  marketplace. 

Your  organization  is  in  the  best  position  to  technically  evaluate  outside  manu- 
factured systems  and  hardware  as  a  potential  offering  and  to,  on  a  limited  basis, 
design  and  develop  certain  items  which  are  not  available  in  the  market  today' 
If  we  can  bring  your  group's  expertise  to  bear  on  this  problem  soon  enough, 
perhaps  we  can  eliminate  many  of  the  problems  we  are  experiencing  today  with 
other  products  in  trying  to  meet  competition.  I  think  it  would  be  highly  "profit- 
able to  the  Company  if  we  jointly  defined  a  New  Product  Strategy  Program  and 
set  up  goals  and  objectives  to  be  met  with  priorities  and  time  frames  for  their 
accomplishment. 

As  we  have  discussed  in  the  past,  I  would  hope  that  in  working  together  on 
this  program,  we  would  be  able  to  identify  for  you  a  customer  need  or  want 
and  once  this  was  agreed  upon,  rely  on  your  people's  expertise  to  do  the  neces- 
sary technical  research,  development,  negotiation  with  outside  vendors,  etc.  to 
bring  this  idea  to  a  form  suitable  for  recommendation.  This  would  allow  you 
the  latitude  to  look  at  several  alternatives  versus  a  rigid  request  limiting  you 
to  look  at  just  one  vendor  or  item  of  equipment. 

As  a  star  in  developing  this  Strategy  Program,  I  would  suggest  that  we 
develop  three  integrated  programs  aimed  at  meeting  the  following  broad 
objectives : 

1.  A  short  term  program  to  be  completed  within  six  months  that  would  accom- 
plish the  following:  (a)  Add  new  features  to  our  existing  lA  line  of  equipment 
that  would  match  or  be  similar  to  the  new  Com  Key  718  system. 

(b)  Addition  of  decorator  faceplates  and  other  items  of  equipment. 

(c)  Addition  of  a  low  cost  30  button  set  perhaps  similar  in  style  and  concept 
as  our  existing  10  and  20  button  sets. 

2.  A  mid-term  program  to  be  completed  within  a  year  aimed  at  achieving  the 
following  objectives. 

(a)  Supplement  our  key  telephone  equipment  line  with  new  terminal  equip- 
ment such  as:  (1)  Integrated  hands-free  phones  that  are  low  in  cost,  (2)  "Top 
of  the  line"  executive  and  decorator  type  sets  that  are  multi-functional  in 
nature;  and  (3)  Special  types  of  key  sets  aimed  at  select  markets,  i.e.,  inte- 
grated sets  with  busy  lamp  field,  data  collection  terminals,  etc. 

(b)  New  Key  Telephone  Systems: 

(1)  The  future  direction  of  key  telephone  offerings  will  probably  take  two 
directions — "packaged"  as  with  the  718  or  1434  and  an  "unlimited"  similar  in 
nature  to  our  existing  key  service.  We  need  to  develop  new  offerings  that  will 
meet  customr  needs  in  these  two  categories  and  take  advantage  of  the  latest 
technologicf.l  development.  While  my  market  research  is  scarce  on  how  these 
systems  should  be  configured,  I  would  guess  we  might  need  something  like  the 
following  spectrum  of  packaged  systems  in  the  future:  (a)  3x8:  (b)  4x12;  (c) 
7x18  (Com  Key)  ;  (d)  14x34  (Com  Key)  ;  and  (e)  20x60.  I  include  the  718 
and  1434  here  because  some  outside  vendors  may  offer  more  attractive  equip- 
ment (cost  and  features)  in  these  package  sizes  than  will  be  available  with 
Com  Key. 

(2)  Evaluate  our  existing  lA  offering  to  make  it  more  modular  and  low  cost 
yet  at  the  same  time  expand  its  capacity  and  flexibility  for  features. 

3.  A  long  term  program  to  be  completed  within  five  years. 

(a)  We  should  evaluate  the  new  hybrid  KTS/PBX  systems  currently  coming 
on  the  market  which  combine  both  KTS  and  PB-  advantages  and  economies  in 
one  system.  This  is  certainly  a  void  in  our  product  line  today. 

(b)  Evaluate  various  size  electronic  key  systems  and  related  hardware  and 
terminal  equipment  currently  on  the  verge  of  being  offered  by  outside  manu- 
facturers. 

This  is  perhaps  an  ambitious  program,  but  it  is  a  necessary  one  if  we  wish  to 
stay  one  jump  ahead  of  our  competition.  If  we  can  stay  ahead  of  our  competition 
offering  new  products  and  services  before  they  can,  then  we  may  be  able  to 
alleviate  many  of  the  regulatory  problems  and  delay  tactics  we  are  being  hit 
with  today.  The  key  to  this  entire  problem  is  being  a  leader  in  the  marketplace, 
not  a  follower.  We  must  be  able  to  market  our  product  first.  Our  historical 
procedure  of  waiting  for  AT&T  and  Western  Electric  to  develop  new  products 
is  not  going  to  cut  it  in  today's  business  environment.  It's  up  to  us  to  take  the 
initiative. 

I  am  looking  forward  to  working  wit  a  you  on  this  project  and  hope  our 
meeting  on  May  30  will  be  the  first  step  to  see  &uch  a  program  implemented. 

R.  M.  SiMONEAU. 
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Exhibit  13. — Letter  From  C.  R.  Williamson  to  Operating  Vice  Presidents 
Re  Purchase  of  Non-Bell  PBX's 

American  Telephone  &  Telegraph  Co., 

March  11,  1970. 
To  :  Operating  Vice  Presidents 
From  :  Asistant  Vice  President — Engineering  A 

At  the  recent  Operating  Vice  Presidents'  Conference,  I  discussed  our  plans 
for  a  family  of  Bell  System  designed  electronic  dial  PBX  systems,  and  also 
indicated  that  I  would  be  sending  you  some  material  with  respect  to  PBX's 
of  other  than  Western  Electric  manufacture. 

A  number  of  the  Operating  Companies  have  expressed  interest  in  the  use 
of  non-Bell  PBX's  to  meet  service  commitments.  Attached  for  your  information 
is  a  letter  describing  the  arrangements  which  have  been  made  whereby  West- 
ern Electric  will  purchase  PBX's  of  other  than  their  manufacture  for  the 
Operating  Companies  when  requested  to  do  so.  Also  covered  is  service  feature 
and  capacity  information  for  non-Bell  PBX's  for  which  information  is  avail- 
able. 

C.  R.  Williamson. 

Attachment. 

American  Telephone  &  Telegraph  Co., 

New  York,  N.Y.,  March  30,  1970. 
To  :  Engineering  Staff  Heads 

From  :  Engineering  Director — Customer  Telephone  Systems 
Subject :  Purchase  of  Non-Bell  PBX's 

Synopsis :  Transmits  service  feature  and  capacity  information  on  PBX's  of 
other  than  Western  Electric  manufacture  and  describes  arrangements  for 
Western  to  purchase  for  the  Operating  Companies. 

At  the  Chief  Engineers'  Conference  in  November,  1969,  and  the  Operating 
Vice  Presidents'  Conference  in  February,  1970,  plans  for  a  family  of  Bell 
System  designed  electronic  dial  PBX  systems  were  discussed.  The  800A  and 
101  ESS  are  currently  available  and  both  the  805A  and  810A  will  be  in  pro- 
duction in  the  1971-1972  period.  In  addition,  a  new  200  to  300  line  system, 
called  the  801A.  is  under  study  with  expected  availability  in  1971. 

It  IS  our  understanding  that  a  number  of  the  Operating  Companies  are  in- 
terested in  non-Bell  PBX  systems  to  meet  service  commitments.  In  this  con- 
nection, arrangements  have  been  made  for  Western  Electric  Company  to  pur- 
chase PBX's  of  other  than  Western  manufacture  for  the  Operating  Companies 
when  requested  to  do  so. 

Among  the  many  factors  to  be  considered  regarding  the  use  of  non-Bell 
PBX's  are: 

traffic  capacity  of  trunks,  switching  network,  common  control,  etc.,  at  quoted 
line  sizes, 

adequate  and  continuing  documentation, 

equipment  reliability, 

transmission  performance, 

growth  and  feature  flexibility. 

training  for  installation  and  maintenance  forces, 

operation  and  administration. 

The  attachment  to  this  letter  contains  service  features,  line  and  trunk 
capacities  and  physical  size  data  for  non-Bell  PBX's  for  which  information  is 
available.  The  data  has  been  obtained  basically  from  manufacturer's  sales 
literature  and  we  do  not  represent  with  certainty  that  all  figures  are  accurate. 
We  intend  to  distribute  this  information  in  a  loose-leaf  binder  in  the  near  future 
and.  to  insure  distribution  control,  these  will  be  numbered.  The  information 
will  be  kept  up  to  date. 

It  will  also  be  distributed  by  the  Western  Electric  Company  to  Service  Man- 
ager's organizations  at  Service  and  Regional  Centers.  The  Western  Electric 
Company  Customer  Service  Organization  at  Service  or  Regional  Centers  will 
provide  additional  information  such  as  price,  availability,  and  detailed  tech- 
nical data,  on  request. 

The  Western  Electric  Company  is  prepared  to  purchase  non-Bell  PBX 
equipment  on  a  Telephone  Company  Engineered  basis  if  requested  by  the 
Operating  Company  in  accordance  with  standard  procedures  applying  to  com- 
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mercial  products.  When  the  Operating  Company  places  a  TCE  order  on  West- 
ern, the  Purchasing  Organziation  will  contact  the  non-Bell  manufacturer  to 
negotiate  F.O.B.  terms  and  other  conditions.  Provisions  for  spare  parts,  repair, 
installation,  maintenance  and  service,  etc.,  can  also  he  included  in  the  nego- 
tiations. The  Pricing  Organization  will  furnish  prices. 

If  you  have  any  questions  or  comments.  Matt  Pungerchar  on  212  393-8138 
will  be  available  to  discuss  them  with  you.  In  addition,  would  you  please, 
at  your  earliest  convenience,  advise  him  of  the  number  of  permanent  binders 
you  wish  and  the  address  of  your  distribution  point. 

This  letter  is  also  being  sent  by  Mr.  C.  R.  Williamson  to  a  special  mailing 
list. 

W.    SCHIAVONI, 

Engineering  Director'. 
Attachment. 


Exhibit  14. — A.T.  &  T.  Task  Force  Report  Re  Key  Telephone  Service  Losses 
Task  Fokce  Report 

Visits  were  made  to  four  operating  companies  by  J.  D.  Jensen — AT&T, 
Assistant  Engineering  Manager,  Customer  Switching  Systems  and  R.  J.  An- 
drews— BTL,  Head,  Business  Communications  Systems  Studies,  to  determine 
why  we  are  losing  key  telephone  service  customers  and  to  identify  possible 
corrective  actions. 

The  companies  and  dates  visited  are :  New  York  Telephone — July  3,  Southern 
Bell— July  6,  Pacific  Telephone— July  10  and  Illinois  Bell— July  12,  1973. 
Attendance  lists  are  attached  indicating  the  representation  from  Engineering, 
Plant  and  Marketing  organizations  in  each  company.  The  companies  were 
notified  in  advance  of  specific  question  or  discussion  topics  which  form  the 
structure  for  the  following  material. 

HOW  MUCH  ARE  WE  LOSING  AND  WHAT  ARE  THE  TRENDS? 

About  half  of  the  competitive  cases  are  lost  but  at  present  these  losses  only 
amount  to  1-2  percent  of  the  total  inward  movement  in  key  telephone  service 
customers.  It  is  not  likely  that  this  volume  even  comes  close  to  canceling  out 
the  net  annual  gain  in  key  service.  However,  the  trend  is  of  concern  in  that 
the  cumulative  total  of  lost  customers  and  associated  revenue  is  increasing 
at  a  200  percent  compound  interest  rate.  The  following  table  summarizes 
available  data.  The  average  annual  revenue  per  lo.st  customer  varies  from 
$1000  to  $1700. 

TABLE  I.— LOST  CUSTOMERS  AND  REVENUE 


Lost 
cases 

1970 

1971 

1972 

1973  (estimate) 

Cus- 
tomers    Revenue 

Cus- 
tomers    Revenue 

Cus- 
tomers    Revenue 

Cus- 
tomers 

Revenue 

System 

New  York 

._-        .47  _. 
...        .64. 
...        .38  .. 

440    $830,000 

990  $1,750,000 

290 

40        75, 000 

2,  460  $3,  840,  000 
1,064 

127      237,000 
93      128, 000 

141      215,000 

7,500 

""'330' 
300 
267 

$8, 000, 000 

Southern 

Pacific 

Illinois 

550,  000 
440, 000 
414,000 

WHAT   ARE  THE   PATTERNS   OF   LOSSES? 

[Material  deleted.] 

SOUTHERN   BELL  LOSSES  AND  WINS    (1972) 

[Material  deleted.] 
[Material  deleted.] 
[Material  deleted.] 
[Material  deleted.] 


ILLINOIS   BELL   LOSSES 

TABLE   II 

LOSSES    IN    CUSTOMER   INDUSTRIES 
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TABLE   III 

The  patterns  of  losses  with  respect  to  types  of  station  sets  predominantly 
used  by  the  lost  customer  vary  significantly  between  companies  and  generally 
can  be  identified  as  the  result  of  tariff  differences.  Southern  Bell's  losses  are 
concentrated  in  [deleted]  Pacific  Tel  has  a  fairly  recent  and  apparently  com- 
petitive tariff  for  10  and  20  button  sets.  Illinois  Bell  has  a  low  rate  ($2.50/mo) 
for  6  button  sets  but  the  rate  for  all  larger  multibutton  sets  is  the  same 
($12.00/mo).  A  new  tariff,  pending  approval,  will  establish  different  rates  for 
the  larger  sets. 

STATION  TYPES   USED  BY  LOST  CUSTOMERS 

[Material  deleted.] 

TABLE    IV 

Why  are  we  losing? 

Many  lost  customers  have  already  signed  a  contract  with  a  vendor  before 
the  operating  company  learns  of  the  case.  All  companies  were  vitally  concerned 
with  this  phenomenon  and  have  taken  or  are  considering  appropriate  actions. 
The  incidence  of  presigned  losses  is :  N.Y. — 68  percent.  So. — 15  percent,  Pac. — 
60  percent  and  111. — 60  percent. 

Price  or  a  combination  of  price  and  features  are  the  most  frequently  re- 
corded reasons  customers  give  for  dropping  Bell  key  service.  The  vendors  in- 
clude additional  features  at  close  to  the  same  or  lower  price.  Where  a  customer 
desires  a  nonstandard  Bell  feature,  the  vendor  seems  to  be  able  to  provide  it 
promptly. 

The  vendors  appear  to  aim  at  specific  gaps  in  a  given  company's  tariff. 
Illinois  Bell  has  a  wide  rate  spread  between  6  and  10  or  more  buttons.  Pacific 
Tel.  has  developed  and  submitted  tariffs  covering  Toll  Restriction  and 
Paging  but  the  commission  has  denied  Toll  Restriction  and  Paging  is  still 
pending.  N.Y.  Tel.  is  having  trouble  obtaining  approval  of  their  proposed 
tariff  covering  10  and  20  button  sets. 

Special  assemblies  are  often  required  to  meet  customer  requirements  in 
competitive  cases.  However,  the  charges  tend  to  be  noncompetitive  since  reuse 
cannot  be  assumed  and  tlic  Inbor  costs  tend  to  be  large.  Since  such  arrangements 
are  nonstandard,  the  intervals  for  a  price  quotation  and  subsequent  installation 
tends  to  be  unaceptable  to  the  customer. 

Vendors  appear  to  have  flexibility  to  vary  prices  to  reflect  advantageous 
installation  conditions  or  to  reduce  their  proflt  for  selected  customers.  The 
operating  company  must  hold  their  price  consistent  with  published  tariffs. 

Federal  and  local  ad  valorem  taxes  are  theoretically  applicable  to  all  owned 
equipment  but  tend  not  to  be  collected  on  customer  owned  equipment.  They 
tend  not  to  be  offset  by  the  interconnect  fees,  especially  for  large  systems. 
In  addition,  the  commissions  are  being  prompted  by  intervenors  to  require 
fungil)ility  factors  in  rates  for  new  products.  This  term  applies  to  the  require- 
ment on  the  new  product  to  assume  the  obligation  of  unrecovered  investment 
resulting  from  stimulated  changeouts  of  previous  products.  Other  reasons  which 
are  mentioned  by  lost  customers  include  payment  options  such  as  large  initial 
fees  which  are  attractive  to  customers  obtaining  government  financial  aid. 
Poor  experience  with  Bell  service  is  also  mentioned  and  includes  reliability 
of  service,  billing  accuracy  and  service  responsiveness.  Some  customers  elect 
other  equipment  as  a  result  of  their  own  corporate  afliliation  with  an  equip- 
ment manufacturer  or  vendor. 
What  -new  feature!^  are  mn.tt  requested  by  eustomers? 

The  service  features  which  are  most  frequently  identified  by  lost  customers 
are  those  planned  or  under  study  for  the  7A  and  14A  communications  systems. 
Toll  restriction  is  also  frequently  mentioned  but  is  not  currently  available  for 
application  with  key  equipment.  Vendors  can  provide  this  feature  as  needed 
with  separate  devices.  In  discussing  features,  all  companies  stated  a  need 
to  have  the  new  features  available  with  existing  equipment. 
Corporate  onnsi derations  oontribKting  to  losses 

Included  in  this  category  are  such  factors  as  managerial  policies,  organiza- 
tion, tariffs,  constraints  encountered  as  the  result  of  being  a  regulated  corpo- 
ration and  other  similar  considerations. 
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1.  Inadequate  market  coverage — no  planned  visits  to  key  system  customers 
to  stay  abreast  of  customer  communication  needs.  Customer  signs  contract 
with  vendor  before  we  know  about  his  interest  in  updating  service.  Also, 
little  sales  promotion  of  key  telephone  service  through  advertising  media. 

2.  Tariff  considerations — 

No  filled  tariff  on  10-  and  20-button  sets — when  sets  were  introduced  there 
was  no  competition.  TELCO  concerned  with  impact  on  existing  sets  (protec- 
tion of  investment). 

Not    so    much    tariffs   per    se,    but    rather    the  inability    to   offer   alternative 

pricing  arrangements two  tier,  front  end  load,  lease-purchase,  maintenance 

contract. 

Out  of  date  tariffs  reflecting  higher  equipment  prices  than  present  pricey — 
results  in  higher  rates. 

Tariffs  that  reflect  current  costs — many  tariffs  have  been  based  on  averag- 
ing— now  forced  to  support  tariffs  with  facts  by  commissions  and  interveners. 

Inclusion  of  federal  and  local  taxes  (excise,  state  message,  and  municipal) 
in  rate  base  adds  to  TELCO  costs.  Customer  avoids  such  taxes  when  commun- 
ications equipment  is  purchased. 

3.  Slow  response  to  TELCO  needs — developments  (new  and  improvements) 
require  too  much  time. 

4.  Inadequate  market  research — little  evidence  that  Bell  System  engages 
in  real  market  research.  We  react  to  competition  but  seldom  lead  in  new  cus- 
tomer features  and  service. 

5.  Bell  System  does  not  gamble  on  new  services  or  features — must  have 
well  defined  market. 

6.  Inadequate  manpower — customer  needs  for  interconnection  facilities  are 
met  promptly,  why  not  give  TELCO  the  same  service. 

7.  Protection  of  investments  leads  to  failure  to  innovate  and  develop  new 
products  and  services. 

8.  Sales  personnel  not  always  aware  of  options  and  special  assemblies  that 
might  be  offered  to  meet  competition — insufficient  interdepartmental  com- 
munications. 

9.  Commission  relations — commissions  concerned  over  impact  of  new  fea- 
tures and  services  on  TELCOs  existing  investment  (service  life).  TELCO 
record  keeping  often  inadequate  with  respect  to  service  life  of  key  equipment. 


Programs  initiated  to  minimize 

In  each  of  the  meetings  an  attempt  was  made  to  identify  specific  activities 
that  have  been  undertaken  to  counter  competitive  penetration  in  the  key  tele- 
phone systems  area.  Some  of  the  more  .significant  activities  that  have  been 
initiated  are  enumerated  below. 

1.  Looking  at  non-Bell  products — telephone  sets  in  particular. 

2.  Improved  program  of  market  coverage,  advertising  and  sales  material. 

3.  Staff  support  of  salesmen — lease-buy  evaluation,  cash  flow  analysis. 

4.  Hot  line  telephone  campaign — craft  personnel  alerted  to  customer  interest 
in  non-Bell  equipment  calls  centralized  marketing  number  with  information. 
Marketing  then  dispatches  sales  person  to  follow  up. 

5.  Remove  all  inside  wire  and  cable  when  customers  goes  non-Bell — forces 
competitor  to  install  cable. 

6.  Mass  mailing  to  key  system  customers — geared  to  encourage  customer 
to  call  TELCO  before  making  decision. 

7.  Prompt  response  to  special  assembly  requests — 30  days  to  complete  de- 
sign, develop  revenue  requirements,  establish  tariff,  determine  installation  date 
and  advise  customer. 

8.  Establishment  of  Technical  Services  Division  provides  support  to  Plant 
and  Marketing  in  competitive  cases. 

0.  Local  development  of  four-line  package. 

10.  Educational  program  to  acquaint  Plant  craft  forces  with  facts  of  com- 
petition and  what  it  means  to  them. 

11.  Emphasize  advantages  of  Bell  Svstem  maintenance. 

12.  Tariff  review  to  establish  separate  tariffs  for  CALL  DIRECTOR,  10-20 
button  sets  and  externally  mounted  keys. 

13.  Development  of  competitive  reporting  systems  to  identify  characteristics 
and  patterns  of  losses. 

14.  Interdepartmental  V.P.  level  competitive  action  council  established  to 
review  competitive  problems,  solutions  and  policies. 
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15.  Centralized  competitive  marketing  group  organized.  Personnel  diverted 
from  less  productive  and  important  work  assignments  to  achieve  a  "task 
force"  response  to  competitive  situations. 

Future  considerations  that  may  affect  your  ability  to  oompete 

In  discussing  this  topic  an  effort  was  made  to  elicite  future  considerations 
that  could  significantly  influence  the  companies'  ability  to  compete  effectively 
in  the  market  place. 

1.  Failure  to  develop  new  features  and  services. 

2.  Certification. 

3.  Attestation. 

4.  Regulatory  attitudes  and  rules. 

5.  Proliferation  of  intervenors  in  rate  cases  can  delay  commission  decision. 

6.  In  the  growing  competitiveness  of  the  customer  equipment  market  there 
is  evidence  that  some  vendors  are  retrenching.  In  some  instances  it  also 
appears  that  vendors  may  be  willing  to  quote  less  than  actual  installation  costs 
to  get  the  business. 

7.  Sale  of  used  equipment  by  vendors  at  lower  prices  than  quoted  for  new 
has  started  in  the  PBX  field. 

What  assistance  can  AT&T  and  BTL  render  to  reduce  losses 

This  question  was  included  in  the  agenda  to  find  out  what  recommendations 
the  companies  could  offer  where  AT&T-BTL  assistance  would  help  them  to 
reduce  losses.  Their  responses  tended  to  be  directed  more  towards  general 
policy  and  administrative  considerations  rather  than  specific  equipment  and 
service  needs  which  is  covered  in  a  later  section  of  this  report. 

1.  Need  AT&T  lobby  to  make  state  commissions  aware  of  property  tax  loss. 

2.  Evaluation  of  vendors  products  for  possible  systems  use. 

3.  Improve  performance  and  reliability  of  existing  products  (400D). 

4.  Develop  effective  strategy  for  introduction  of  new  products. 

5.  Review  new  developments  with  companies  so  that  they  know  what  is 
going  on. 

6.  Reduce  development  intervals. 

7.  Become  more  innovative — use  new  technology. 

8.  Establish  ongoing  market  raser.rch  programs— TELCOs  reply  on  AT&T. 

9.  Evaluate  and  disseminate  promptly  information,  including  costs,  on  com- 
petitive products — this  will  permit  sales  personnel  to  respond  intelligently 
when  competitive  products  are  encountered. 

10.  Size  of  key  telephone  system  business  requires  more  support. 

11.  Get  step  ahead  of  competition. 

12.  Centralized  review  and  consultation  of  special  assemblies  and  standardi- 
zation when  indicated. 

13.  Consider  need  for  and  importance  of  backward  compatibility  in  the  de- 
velopment of  all  new  products. 

14.  Procure  products  that  work — cost  reductions  often  lead  to  field  problems 
that  aggravate  customers  and  make  them  more  inclined  to  consider  competi- 
tive systems.  Don't  eliminate  field  trials  hut  find  ways  of  conducting  testing 
more  effectively. 

What  characteristics  should  6e  considered  in  developing  new  designs? 

The  companies'  response  fell  into  two  general  areas,  i.e.,  customer  service 
features  and  equipment  engineering  and  operating  considerations. 

A.  Customer  Service  Features 

All  the  companies  want  all  the  features  which  are  currently  involved  in 
losses  and  are  planned  for  the  7A/14A  communications  systems.  In  addition, 
some  standard  means  to  provide  toll  restriction  with  key  equipment  is  desired. 
Other  service  features  suggested  were 

1.  Auxiliary  headset  jack  assembly  for  all  multibutton  sets. 

2.  Portable  multibutton  set. 

3.  Capability  of  associating  toll  charges  with  stations  (AIOD). 

4.  Secretary  to  have  means  to  store  the  numbers  to  be  called  by  her  boss 
with  individual  buttons  or  short  codes. 

5.  A  button  to  redial  the  last  call  dialed  (Norelco). 

6.  Visual  indications  and  remote  release  of  hold  for  off-premise  stations. 

7.  Decorator  designs  for  multibutton  sets. 

8.  Kev  svstem  ringing  synchronized  with  CO  ringing. 

9.  TOUCH-TONE  dialing  in  a  rotary  dial  CO. 
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10.  Conferencing  CO  lines  with  Intercom. 

B.  Equipment,  Engineering  and  Operating  Cliaracteristics 

1.  Nonilluminated,  2-line  system  with  electrical  hold. 

2.  3^  line  system  with  selected  new  features  and  low  cost  set. 

3.  Quickly  installed  packages. 

4.  Busk  indicator  (LED)  on  KTU  pack. 

5.  Indicating  type  fuses. 

6.  Alarms  on  power  unit  fuses. 

7.  Indicator  of  recent  low  voltage. 

8.  Flat  cable  for  uudercarpet  use. 

9.  Compatibility  with  line  status  verification  operation. 

10.  Improved  diagnostic  documentation. 

11.  Flexibility  or  compatible  KTU  building  blocks  for  special  assemblies. 

12.  Ability  to  provide  individual  features  per  customer. 

13.  Compatibility  with  TAS  to  extinguish  lamps.  ' 

14.  Forward  and  backward  compatibility. 

15.  Improved  physical  designs — space,  reliability,  etc. 

16.  Miniature  puUable  cable  connector. 

17.  Reduce  number  of  cable  conductors. 

18.  Improved  regulation  of  power  supplies. 

'Sevo  key  telephone  system  introduction  problems 

In  discussing  the  development  and  introduction  of  new  services  and  fea- 
tures, it  was  recognized  that  the  companies  may  have  to  contend  with  local 
problems  of  such  a  nature  that  System  consideration  should  be  given  to  them. 
Two  areas  of  concern,  somewhat  interrelated,  were  repeated  in  most  all  the 
meetings,  namely,  tariffs  and  accelerated  obsolescence  of  existing  equipment. 
On  the  general  subject  of  tariffs,  it  developed  that  where  formerly  the  prin- 
ciple consideration  was  satisfying  the  commissions  that  the  rates  were  not 
too  high,  a  secondary  consideration  has  been  introduced  with  the  advent  of 
vendors  in  that  the  vendors  do  not  want  them  low.  Vendors,  therefore,  are 
intervening  with  increasing  frequency.  Commissions  are  being  forced  by  virtue 
of  the  intervenors,  to  obtain  detailed  supporting  documentation  from  the  com- 
panies which  in  turn  is  available  to  the  vendors  for  examination. 

The  introduction  of  any  new  equipment  has  always  affected  the  life  of 
existing  equipment.  The  introduction  of  new  features  and  services  has  often 
been  inhibited  because  of  the  accelerated  obsolescence  factor  associated  with 
new  facilities.  The  early  obsolescence  factor  caused  by  the  introduction  of  new 
equipment  was  of  significant  consideration  to  all  of  the  companies  and  one 
which  may  have  to  be  included  in  service  cost  studies. 

General 

During  these  meetings,  many  considerations  a.ssociated  with  competition, 
losses,  tariffs,  services,  features  were  discussed. 

The  following  points  received  special  emphasis. 

A.  All  companies  commented  strongly  on  the  poor  field  performance  of  the 
400D  KTU.  In  some  instances,  they  indicated  it  may  be  a  factor  in  competitive 


B.  The  need  to  be  innovative  and  exercise  leadership  in  developing  new 
products  and  services  which  the  companies  expect  .seems  to  be  contrary  to  the 
need  to  protect  our  existing  investment.  Somehow,  we  have  to  find  a  way  to 
achieve  these  dual  objectives. 

C.  The  telephone  companies  are  not  equipped  or  organized  to  engage  in  basic 
market  research.  The  identification  of  new  features  and  services  they  look  upon 
as  an  AT&T  responsibility. 

Of  particular  interest  was  the  emphasis  placed  by  each  company  on  a 
different  facet  of  the  general  subject  of  key  system  losses.  The  points  of  em- 
phasis are  covered  as  follows  : 

NEW    YORK    TELEHONE    CO. 

Special  assemblies  are  a  vital  part  of  competition.  This  emphasis  may  be 
due  in  part  to  the  fact  that  5  of  the  8  New  York  representatives  at  the  meet- 
ing were  from  the  Engineering  Department.  There  was,  however,  no  disagree- 
ment on  the  part  of  the  Marketing  and  Plant  representatives.  Suggest  that  a 
centralized  organization  be  established  to  respond  to  special  assembly  re- 
quests from  all  companies.  Although  special  assemblies  are  needed  to  respond 
to  competitive  situations,  the  telephone  company  must  recover  all  costs  in  the 
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rate  quoted  the  customer  because  there  is  little  or  no  reuse  of  such  assemblies. 

The  need  to  protect  the  investment  in  existing  apparatus  was  discussed 
at  some  length.  Tliis  seems  to  be  a  very  real  consideration  not  only  on  the 
part  of  the  telephone  company  but  also  on  the  part  of  the  commission.  The 
commission  is  interested  in  knowing  how  new  products  will  affect  the  life  of 
existing  products.  Vendors  intervening  in  rate  cases  and  new  tariff  filings 
claim  that  the  effect  of  a  shortened  service  life  in  existing  products  should 
be  recovered  in  rates  established  for  new  products. 

There  was  little  to  indicate  during  the  discussion  that  the  New  York  Com- 
pany felt  new  multibutton  telephone  sets  were  needed  to  meet  competition.  On 
the  other  hand  there  was  a  strong  indication  that  we  need  to  get  ahead  of 
competition. 

SOUTHBaiN   BELL 

Southern  Bell  was  particularly  critical  of  the  fact  that  we  have  generally 
offered  key  system  customers  basic  service,  i.e.,  pick-up,  hold,  illumination, 
button  sets  and  intercom.  No  exotic  facilities  and  services  have  been  made 
available  to  customers.  When  is  the  Bell  System  going  to  start  leading  the 
market,  become  more  innovative  and  use  new  technology? 

New  style  sets  are  not  needed — no  cases  have  been  lost  on  account  of  tele- 
phone set  styling.  If  new  key  system  features  dictate  a  new  telephone  set — 
OK.  But  don't  design  a  replacement  for  existing  multibutton  sets  just  to  change 
style. 

Special  assemblies  receive  little  attention.  Generally,  take  3-5  months 
to  respond  to  customer  speciaj_  assembly  requests.  Salesmen  have  no  authority 
to  obtain  commitment  on  special  assembly. 

Tariffs  are  not  a  factor  in  losses.  Features  of  7A  and  14A  should  be  made 
available  as  individual  key  system  options  for  use  with  existing  sets  and 
apparatus.  Don't  need  packages. 

PACIFIC   TELEPHONE 

Special  assemblies  are  not  a  significant  factor  in  competition  nor  are  tariffs 
since  Pacific  Telephone's  tariff  is  the  third  lowest  in  the  system.  Some  special 
assembly  activity  is  required  but  d^ps  not  seem  to  be  a  competitive  factor. 

Not  sure  how  much  use  will  be  made  of  packaged  systems.  All  7A  commun- 
ications system  features  should  be  made  available  as  individual  key  systems 
options. 

New  products  will  affect  existing  tariffs.  We  need  .judicious  tariffs.  If  we 
don't  make  new  services  and  features  available  someone  else  will. 

Bell  System  "trademark"  is  a  great  asset.  Can  compete  effectively  with  a 
15-20  percent  price  differential. 

Considering  local  development  of  a  4-line  package  for  less  than  10  stations. 
Features  have  not  been  defined  but  will  use  present  sets. 

Although  no  direct  comments  were  made  concerning  the  need  for  new  tele- 
phone set  styling  they  did  indicate  that  non-Bell  products  were  being  looked  at. 

We  must  respond  faster  with  new  products  but  don't  eliminate  field  trials — 
find  ways  of  determining  product  performance  faster — need  more  laboratory 
testing. 

Decisions  to  abandon  developments  .should  be  reviewed  with  telephone 
companies. 

ILLINOIS    BELL 

When  we  come  out  with  a  new  product  it  obsoletes  old  product.  Make  new 
facilities  compatible  with  existing  products  and  also  make  sure  that  they 
work. 

New  telephone  set  styling  not  a  major  consideration  in  present  competitive 
environment — don't  need  new  jacket  on  6-button  set.  The  effect  of  new 
products  on  existing  products  must  be  recognized.  We  either  have  to  protect 
our  investment  or  learn  how  to  write  off  this  investment.  AT&T  .service  costs 
people  considering  introducing  a  factor  in  cost  studies  to  account  for  displaced 
investment. 

AT&T  needs  to  look  at  special  assemblies  critically. 

Six-button  set  market  unhurt  bv  competition— CALL  DIRECTOR  market 
is  where  competition  exists. 

Do  not  need  features  of  7A  System  as  individual  options. 

R.  J.  Andrews. 
J.  D.  Jensen. 
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Key  Telephone  Service  Loss  Meetings 


New  York  Telephone  Co.— July  3,  1973  J.  J.  Gallagher— Sales 

J.  A.  Bandelt— Plant  R.  D.  Horak- Eng. 

H.  J.  Christensen— Eng.  W.  Kahl— Sales 

W.  G.  Dopman— Eng.  R.  L.  Kost— Sales 

D.  W.  Kessner — Eng.  J.  A.  Rauzon— Eng. 

J.  H.  Krebs— Mktg.  E    M.  Simoneau— Mktg. 

T.  G.  Morrison — Eng.  P.  F.  Webster — Sales 

A.  L.  Neale — Eng.  Illinois  Bell— July  12,  1973 
O.  C.  Rosenberger — Eng.  B.  R.  DeMaeyer — Eng. 
R.  J.  Sweeney— Mktg.  J.  P.  Hofstra— Eng. 

Southern  Bell— July  6,  1973  M.  R.  Jepson— Mktg.  ' 

G.  Crotts— Plant  P.  D.  Lattner— Eng. 

B.  E.  Durham — Eng.  W.  A.  Lockhart — Rates 
J.  C.  Edwards— Mktg.  E.  C.  Ma rienf eld— Plant 
L.  Manning,  Jr.— Eng.  K.  G.  McGuire — Plant 
D.  R.  Quattlebaum— Mktg.  R.  E.  Murray— Eng. 

A.  W.  Ringer— Eng.  J.  J.  O'Connell— Mktg. 

T.  Smith— Com'l  J.  L.  Preston— Eng. 

Pacific  Telephone— July  10,  1973  J.  E.  Quinlan— Eng. 

R.  E.  Anderson— Plant  G.  R.  Scott— Rates 

H.  R.  Dodd— Mktg.  G.  F.  Tannery— Planning 

W.  Dorris— Plant  G.  S.  Zillis— Eng. 

Bell  Laboratories, 

July  20,  1973. 
Subject :  Key  Service  Losses  Task  Force — 
Southern  Bell 

conference  notes 

The  meeting  with  Southern  Bell  was  held  in  Atlanta,  Georgia,  on  July  6, 
1973  (attedance  sheet  attached). 

There  was  general  agreement  with  AT&T  views  on  why  we  are  losing. 
Southern  Bell  indicates  70  percent  of  losses  result  from  a  combination  of  price 
and  features  where  the  price  of  a  special  assembly  to  provide  the  feature  is 
not  competitive.  Another  25  percent  of  losses  are  for  features  which  are  not 
available  via  Southern  Bell  and  5  percent  are  for  miscellaneous  reasons.  Some 
of  the.se  result  from  competitor  "gadgets"  which  are  not  necessarily  good 
communications  features.  Southern  Bell  indicates  they  did  not  have  a  chance 
to  compete  on  19  out  of  127  (15  percent)  cases  in  1972. 

The  volumes  and  trends  of  losses  are  not  too  severe  within  Southern  Bell 
growth  in  business  service  revenues — some  of  which  resulted  from  rate  in- 
creases. 

[Material  deleted.] 

The  patterns  of  losses  are  indicated  in  the  following  tables  together  with  the 
number  of  "wins"  where  the  information  was  available. 

[Material  deleted.] 

The  features  most  frequently  listed  by  lost  customers  in  the  order  of  im- 
portance to  Southern  Bell  are  : 

1.  Privacy  with  ability  to  add  on  a  station  when  necessary.  The  exclu.sion 
feature  is  not  adequate  and  existing  special  assembly  arrangements  are  not 
cost  competitive. 

2.  Multiline  Conferencing,  pop-up  buttons  are  highly  desirable  but  not 
absolutely  necessary. 

3.  Toll  Restriction  applicable  to~  individual  lines  or  to  individual  stations. 
A  device  to  trigger  on  l-f  or  0+  dialed  codes  would  be  adequate  in  Southern 
Bell. 

4.  Paging  including  a  business  interphone  type  of  operation,  e.g.,  hands  free 
answer  with  voice  alerting. 

5.  Music  on  Hold. 

6.  Lower  cost,  multipath  (2-3)  intercom  for  Tip  to  40  stations  with  flexi- 
bility for  a  common  buzzer. 

7.  Busy  Field  with  DSS  is  of  high  utility  to  customer  attendant  type  of 
operation. 
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8.  Tone  Signaling  as  a  per  station  option,  possibly  using  tone  ringer  which 
can  replace  a  C  type  bell  in  the  field.  The  18  volt  alerting  signal  should  be 
able  to  enable  either  a  bell,  tone  or  buzzer. 

9.  Other  features  mentioned  were  combined  sets,  delayed  ring  and  night 
transfer  arrangements. 

The  discussion  on  features  indicated  that  the  exclusion  feature  decreases 
the  need  for  button  restoral.  There  is  some  customer  confusion  with  termi- 
nology between  service  packages  and  hardware  rates  since  each  customer's 
features  make  up  his  own  service  package.  Southern  Bell  does  not  have  an 
automatic  dialer  at  present  since  the  previous  Bell  version  has  been  M.D.'d. 
There  was  a  strong  plea  for  ability  to  sell  individual  features  as  opposed  to  a 
service  package.  In  addition,  there  was  n  consensus  that  station  set  styling 
was.  not  a  competitive  problem  at  the  present  time. 

Corporate  considerations  affecting  key  competition  were  discussed.  The  tariff 
structure  and  regulatory  relations  are  not  considered  to  be  a  problem  at  this 
time.  There  appeared  to  be  less  concern  for  investment  protection  since  the 
equipment  is  assumed  to  have  a  "revenue  producing  life"  independent  of 
whether  or  not  it  is  stimulated  out  of  an  individual  customer.  The  rates  within 
the  tariff  are  a  problem  since  the  costs  on  which  they  are  based  have  not  been 
reviewed  for  some  time.  And  example  is  the  original  cost  of  $28  for  a  400K 
KTU  that  is  now  selling  for  $19.50.  Also,  the  rate  for  a  6  button  set  is  $2.15 
per  month  versus  $9.00  per  month  for  a  12  button  call  director.  Recently  they 
have  only  been  updating  their  rates  every  three  years  but  are  considering 
going  to  an  "as  necessary"  basis.  In  addition,  the  federal  excise  tax  on  station 
equipment  rates  is  a  competitive  disadvantage  for  the  TELCO. 

Active  programs  relating  to  competition  within  Southern  Bell  include  a 
competition  Action  Council  at  the  VP  level  to  review  all  activities  and  com- 
petitive products.  Equipment  engineers  are  actively  investigating  or  developing 
techniques  to  add  the  most  important  missing  features  to  existing  key  equip- 
ment. They  are  also  looking  for  economic  ways  to  provide  all  competitive 
features  for  customers  less  than  five  lines.  In  addition,  they  are  looking  at 
ways  to  assemble  equipment  pnckages  at  the  distributing  house  to  reduce 
installation  intervals  and  costs.  Thev  are  thinking  of  high  runner  equipment 
packages  similar  to  Pacific  Te^  and  S.  W.  Bell,  which  will  not  be  separately 
tariffed.  The  Plant  Denn^'^mon*-  is  adding  amphenol  connectors  to  set  cables  in 
the  field  in  order  to  reduce  costs  with  their  subsenuent  reuse. 

As  to  what  else  might  be  done.  Southern  Bell  would  like  to  consider  using 
nonstandard  appliques  to  obtain  additional  features  on  the  1A2  system.  They 
know  of  a  sanbor  printed  circuit  board  to  provide  music-on-hold  (it  preempts 
leads  used  for  intercom).  Thev  have  heard  that  N.  J.  Bell  has  a  mechanical 
applique  for  6  button  sets  to  pop-up  the  buttons. 

They  would  like  to  see  a  corporate  consensus  on  whether  they  really  have  to 
win  every  case.  To  do  so  will  require  extra  staff  overhead  to  be  prenared  for 
special  assemblies  and  crucial  short  schedules.  In  addition,  they  feel  a  need 
for  improved  interdepartmental  attitudes  to  back  up  the  sales  force.  They 
feel  that  operating  priorities  and  philosophies  which  were  appropriate  prior  to 
cometition  need  to  be  severely  shaken. 

Only  one  future  consideration  was  discTissed.  They  feel  that  cost  estimates 
for  key  equipment  may  be  underestimating  field  conditions.  They  recently 
compared  installed  costs  for  the  1A2  and  7A  systems  and  believe  the  7A  costs 
will  exceed  the  1A2  by  30  percent.  They  found  the  basic  material  and  installa- 
tion costs  were  about  even  but  the  station  costs  were  considerably  higher  for 
the  7A.  In  addition,  they  have  to  add  in  a  factor  for  carrying  additional  set 
codes.  They  are  concerned  about  the  7A  working  behind  PBXs  where  flash  is 
required  to  recall  the  attendant  and  also  causes  the  buttons  to  pop-up.  They  feel 
positive  about  introducing  the  7A  at  rates  compensatory  with  their  cost  esti- 
mates but  are  not  sure  it  will  have  a  large  market. 

Actions  for  AT&T  and  BTL  to  undertake  are  several: 

1.  Forward  looking  marketing  research  versus  analysis  of  historical  data. 

2.  Additional  guidance  in  interdepartmental  relations. 

3.  Adjustment  of  an  apparent  emphasis  on  new  products  at  the  expense  of 
attaining  adequacy  of  existing  products. 

4.  Augmentation  of  features  for  existing  products  via  modification  or  appliques 
versus  replacement  with  new  designs.  . 

5.  Centralized  coordination  of  multiple  TELCO  efforts  to  augment  existing 
equipment. 

6.  Reissue  of  plant  practices  to  remove  constraints  on  installation  of  paging 
speakers. 
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7.  Methods  or  computerized  facilities  to  provide  management  information  on 
status  of  customer  switching  service  and  operations — ^"to  help  analyze  where 
we  are." 

8.  Guidance  on  how  to  develop  "Sales-Engineers." 

9.  A  time-shared,  interactive,  computer  program  to  compute  total  customer 
charges  for  any  service  complement  for  the  salesman  while  he  is  on  the  cus- 
tomer premises. 

10.  Additional  opportunities  to  discuss  and  compare  competitive  marketing 
problems  with  other  TELCOs,  AT&T  and  BTL. 

11.  Additional  caution  and  planning  in  the  introduction  of  any  new  products. 
Plans  to  return  design-line  sets  to  Indianapolis  for  repair  and  direct  mail 
back  to  the  customer  are  considered  a  disaster  if  repair  quality  is  comparable 
to  experience. 

12.  Additional  thoroughness  in  verifying  the  effectiveness  of  revisions  for 
existing  products,  e.g.,  400D  circuit  pack  washing.  There  was  concern  wfth 
plans  to  ship  all  400Ds  to  Charlotte  for  washing,  thus  removing  accessibility 
to  repair  in  Atlanta  and  Miami. 

13.  In  discussing  relative  priorities  there  was  a  proposal  to  leave  the  "brush 
fires"  to  TELCO  engineers  and  concntrate  BTL  effort  on  application  of  new 
technology  to  obtain  a  "leap  ahead"  of  the  competition.  It  was  suggested  that 
with  appropriate  coordination,  the  TELCOs  could  augment  existing  equipment 
and  obtain  "backward  compatibility"  of  new  designs  with  appliques  to  interface 
with  existing  station  sets. 

Desired  new  product  capabilities  are : 

1.  Incremental  feature  capability  to  tailor  feature  complement  per  customer 
needs. 

2.  Ability  to  use  cheaper  set  for  3-4  line  installation  (vs.  7A  10  button  set). 

3.  Consideration  of  existing  customer  who  wants  some  new  sets  or  features 
without  having  to  replace  entire  system. 

4.  Attention  to  space  limitations  (reference  to  the  Lynch  VI  system). 

5.  More  than  19  station  ability  on  intercom  arrangements. 

6.  Consideration  of  new  features  aimed  at  reducing  customer's  administrative 
functions,  e.g.,  attendant  recall. 

7.  Some  way  to  track  toll  calls  and  associate  their  charges  to  individual 
stations. 

8.  A  means  to  indicate  to  the  key  system  attendant  that  a  station  user  has 
left  his  location. 

9.  Keep  in  mind  Telephone  Answering  Service  arrangements  so  lamps  are 
not  left  burning. 

10.  Visual  indications  and  remote  release  of  hold  for  off  premise  extensions. 

11.  Key  service  attendant  facilities  similar  to  a  PBX  console. 

12.  Would  like  to  have  both  forward  and  backward  compatibility  with  respect 
to  station  sets. 

13.  A  button  to  automatically  redial  the  last  call  dialed  (Norelco). 

14.  Similar  feature  to  allow  a  secretary  to .  store  numbers  her  boss  should 
call  so  he  can  dial  them  with  a  single  button  or  short  code. 

15.  Allow  TT  sets  in  a  DP  central  office. 

16.  Repertory  dialers. 

17.  A  line  circuit  that  works. 

18.  Physical  designs  somewhere  between  a  tank  and  a  transistor  radio — better 
tuned  to  the  oi^erating  environment. 

19.  Improved  design  and  manufacturing  quality  of  initial  volume  for  new 
products.  The  770A  has  seriously  affected  Southern  Bell's  service  credibility. 

20.  Attention  to  hazards  like  acoustic  shock. 

21.  Improved  reaction  time  on  stop-gap  measures. 

22.  Emphasis  on  design  behind  the  set.  Backward  compatibility  is  important. 
A  new  set  is  not  a  basic  need  and  should  be  introduced  only  if  it  is  necessary 
to  achieve  overall  economics. 

23.  Prefer  appliques  to  1A2  and  6  button  sets,  e.g.,  pop-up,  as  opposed  to  a 
new  small  system,  e.g.,  small  7A. 

24.  Prefer  additional  features  on  existing  equipment  as  opposed  to  a  new 
package. 

25.  Can  visualize  an  effective  product  line  based  on  a  small  system  with 
fixed  features  (first  three  requested  earlier)  and  a  large  system  with  full 
feature  capability  and  flexibility  to  activate  per  customer. 

B.  J.  Andrews. 
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ATTENDANCE  SHEET,  KEY  SYSTEM  LOSSES— JULY  6,  1973 


Company  and  department  Mail  address  Room    Telephone 


J.  D.  (Doug)  Jensen A.  T.  &  T.,  engineering Denver .._ 

B.  E.  Durham Southern  Bell,  engineering Atlanta 

D.  R.  Quattlebaum Southern  Ball,  marketing Atlanta 

J.C.Edwards Southern   Bell,   marketing  head-    P.O.  Box  2211,  Atlanta,  1238 

quarters  Ga.  30301. 

Gene  Crotts Southern  Bell,  plant Atlanta 1432 

R.  J.  (Bob)  Andrews BTL,  business    commercial    sys-    Holmdel,  N.J 

terns  studies. 

A.  W.  (Al)  Ringer. S.B.T.  &  T,  engineering Room  524,  Hurt  BIdg.,  524 

Atlanta. 

Lonnie  Manning,  Jr S.B.T.  &  T.,  engineering. Room  928,  Hurt  BIdg.,  928 

Atlanta. 
Trosie  Smith S.B.T.  &  T.,  commercial Hurt  BIdg,  Atlanta 1132 


March  19, 1973. 
Mr.  E.  D.  Hoffman. 

Director  of  Pricing. 

The  attached  Memorandum  for  Record  provides  the  Manufacturing  Division 
information  necessary  to  establish  a  price  for  the  lOA  Communication  Systems. 
It  is  our  view  that  the  costs  provided  will  be  attained  by  January  1,  1975  and 
will  also  penult  a  favorable  price  relationship  with  competitors'  products.  We 
would  appreciate  being  informed  when  a  final  pricing  decision  has  been  made. 

J.  W.  Hahn, 
Works  Comptroller. 

March  19,  1973. 
Memorandum  for  Record 
Re :  lOA  Communication  System  Costs  and  Prices 

The  first  objective  of  this  study  was  to  develop  a  lOA  Communication  System 
cost  which  would  meet  competition — in  this  case  equipment  designated  as  TIE 
I  1030  and  manufactured  by  the  Nitsuko  Company.  The  second  concern  was  a 
cost  which  would  permit  minimal  operating  variation  losses  while  providing 
a  challenging  manufacturing  objective.  A  third  concern  was  assurance  that  the 
IDA  Cost  bore  a  favorable  relationship  to  the  present  Western  Electric  manu- 
factured vehicle  for  key  switching — the  1A2  System.  It  is  recognized  that  the 
1A2  System  is  not  completely  comparable  because  it  lacks  the  capability  to 
provide  many  of  the  features  available  in  the  TIE  I  1030  and  Western's  lOA 
Systems.  If  possible,  it  would  be  desirable  to  establish  one  manufacturing 
cost  which  meets  all  three  of  these  objectives. 

In  order  to  prepare  comparative  data  a  representative  sample  rotary  config- 
uration was  developed  including  the  following  features  for  the  lOA  and  1030 
and  as  comparable  a  1A2  System  as  it  was  possible  to  develop:  Music  on  hold, 
paging,  privacy  with  disal)le,  muting  and  fuse  indicator. 
[Material  deleted.] 

The  cost  information  required  by  the  Pricing  Organization  for  components  to 
develop  lOA  System  prices  is  as  follows : 

[Material  deleted.] 


Exhibit  15. — Letter  to  Mr.  Deutschle  from  Mr.  SoMavowi  Re  400D  KTU  Repair 

Charge 

August  1972. 
Mr.  E.  C.  Deutschle, 
Western  Electric  Co., 
New  York,  N.Y. 

Dear  Mr.  Deutschle:  A  matter  of  continuing  concern  to  a  number  of  the 
operating  companies  is  the  cost  incurred  by  them  in  returning  400KTUs  to 
Western  Service  Centers  for  modification  in  accordance  with  the  terms  of  GEC 
0009,  Supplement  1.  Their  concern  stems  from  the  fact  that  a  substantial  per- 
centage of  units  returned  require  no  repair  treatment  yet  the  telephone  company 
is  billed  the  standard  repair  charge.  A  copy  of  a  letter  from  the  New  York  Com- 
pany regarding  this  matter  is  attached. 
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E.L.  1521  attempted  to  give  the  telephone  companies  an  alternative  where 
they  might  want  to  engage  in  the  programmed  replacment  of  in  service  units 
at  locations  that  have  been  especially  susceptible  to  intermittent-type  troubles. 
Action  under  this  program  requires  the  units  to  be  specifically  identified. 

The  complain  against  the  overall  program  is  why  regular  repair  charges 
should  apply  to  those  units  returned  to  service  centers  which  only  need  modifi- 
cation under  GLC  0009  and  why  should  the  telephone  companies  be  required  to 
specifically  identify  units  for  no  charge  GLC  0009  treatment. 

Mr.  S.  M.  Grubin,  in  response  to  Mr.  L.  P.  Oberst's  letter,  stated  that  regard- 
less of  how  the  Service  Center  handled  the  repair  charges,  the  total  billing 
dollars  would  remain  unchanged.  Although  this  may  be  the  case,  it  does  not 
present  an  accurate  picture  to  the  telephone  companies  of  the  actual  cost  of 
those  units  returned  to  service  centers  for  repair  only.  We  believe  that  there 
is  a  need  to  change  the  billing  arrangements  so  that  those  units  which  only 
require  modification  in  accordance  with  GLC  0009  are  excluded  from  the  billing 
base.  This  action  may  result  in  higher  per  unit  charges  but  will  present  a  true 
repair  cost  picture  which  will  help  the  companies  administer  the  repair  program 
more  effectively. 

Will  vou  kindly  review  this  matter  and  let  me  knew  by  October  15  whether 
the  proposal  to  limit  the  billing  of  400D  KTUs  returned  to  Service  Centers  to 
those  which  actually  require  repair  treatment  is  acceptable  to  your  company. 
Sincerely, 

W.  SCHIAVONI, 

Engineering  Director. 

Exhibit  16.— Memo  from  E.  E.  Headington  Re  551B  Key  Service  Unit  Fire 
Analysis 

Bell  Laboratories, 

October  24,  197S. 
Engineer's  Notes 
i.  introduction 

A  severely  burned  551B  Key  Service  Unit  has  been  received  from  Michigan 
Bell  Telephone  Co.  We  were  asked  to  examine  the  unit  and  comment  on  possible 
causes  of  the  fire.  These  notes  summarize  the  results  of  that  examination. 

II.  discussion 

The  burned  551B  Key  Service  Unit  (KSU)  was  received  from  Michigan 
Bell  Telephone  Co.  Included  with  the  unit  were  a  report  of  the  "On  Site" 
investigation  made  by  M.  A.  Stringes,  Michigan  Bell,  and  16  pictures  of  the 
fire  site  and  the  KSU  before  disassembly.  By  the  time  we  received  the  unit, 
the  Power  Supply  had  been  removed  and  sent  to  WE,  Kearny,  for  evaluation. 

It  is  obvious  from  an  examination  of  the  unit  that  an  intense  fire  occurred 
within  the  KSU.  The  cause  of  this  particular  fire,  however,  if  it  was  within 
the  KSU,  is  extremely  diflScult  to  ascertain.  In  our  investigations  to  date, 
we  have  uncovered  some  potential  shorting  problems,  but  it  will  be  shown 
in  the  following  paragraphs  that  it  is  unlikely  that  any  of  these  problems 
cause  this  fire. 

It  has  been  noted  that  the  wiring  cable  connecting  the  quick-connect  block 
with  the  equipment  components,  on  at  least  one  551B  KSU  (not  the  one  in 
question),  has  been  frayed,  leaving  some  of  the  conductors  exposed  and  free 
to  contact  the  circuit  pack  mounting  framework.  This  could  cause  a  shorting 
condition.  With  the  Power  Supply  outputs  properly  fused,  however,  the  appro- 
priate fuse  .should  blow  before  a  fire  hazard  condition  is  created. 

Another  source  of  possible  shortijig  has  been  noted  when  the  Power  Supply 
Cord  grommet  is  improperly  mounted.  If  improperly  mounted,  a  pulling  force 
on  the  power  supply  cord  can  pull  the  grommet  out  of  the  KSU  hole  and 
partially  disconnect  the  power  cord.  When  partially  di.sconnected,  the  Power 
.supply  plug  pins  are  exposed,  and  vulnerable  to  contact  with  the  metal  housing 
of  the  551B  KSU.  If  the  customer's  power  source  is  properly  fused,  however, 
th's  condition  should  not  cause  any  fire  hazard. 

Both  of  the  above  mentioned  conditions  will  be  eliminated  by  the  551C 
KSU.  This  unit  is  currently  under  development  at  WE.  Kearny.  It  is  made  of 
p'astic  instead  of  steel,  and  has  no  hinged  area  for  a  cable  to  pass.  All  inter- 
connections are  accomplished  with  surface  wiring  on  a  flat  backplane. 
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The  400D  line  circuit  has  been  thoroughly  investigated  to  determine  if  It 
presents  any  fire  hazard  when  exposed  to  lightning  or  other  large  voltage 
surges.  No  hazard  has  been  found.  Circuits  up  to  Issue  13  did  contain  a 
16G  transistor  which  could  fail  in  a  catastrophic  mode  and  possibly  cause  a 
fire.  This  was  changed  in  Issue  14  however,  and  KTUs  in  the  field  are  being 
modified  with  a  new  transistor  as  they  are  recycled  through  the  Service 
Centers.  An  investigation  of  the  burned  KSU  revealed,  however,  that  the  line 
circuits  in  the  KSU  did  not  have  the  dangerous  16G  transistor. 

III.  CONCLUSIOX 

In  summary,  although  we  have  determined  some  areas  in  some  551B  KSUs 
which  can  cause  potential  shorting  problems,  we  can  find  no  cause  for  a  fire 
in  this  particular  KSU. 


E.  B.  Headington. 


Exhibit  17.— Letter  from  Mr.  Schiavoni  to  Mr.  Corgan  Re  Key  Telephone 
Systems  Funding  for  Controlled  Introduction  of  New  Products 

November  12,  1973. 
Mr.  W.  G.  CoRGAN, 
Western  Electric  Co.,  Inc., 
New  York,  N.Y. 

Dear  Mr.  Corgan  :  The  introduction  of  new  customer  products  into  the  Bell 
System  generally  involves  some  kind  of  field  evaluation  to  determine  their 
ability  to  perform  satisfactorily  in  the  field  environment.  This  evaluation  can 
be  made  through  Bell  Laboratories  field  (technical)  trials  or,  more  recently, 
through  a  procedure  that  Is  called  "controlled  introduction".  In  the  case  of 
technical  trials  the  cost  of  the  product  to  be  tested  is  borne  by  Bell  Labora- 
tories. Such  products  may  be  assembled  by  Western  on  preproduction  facilities 
under  a  Bell  Laboratories  order,  or  by  hand  assembly  by  Bell  Laboratories. 
In  either  case  the  product  field  trialed  does  not  generally  represent  the  ulti- 
mate product  manufactured  by  Western. 

Recently,  to  expedite  product  availability  "controlled  introductions"  have 
been  employed.  This  procedure  provides  the  introductory  company  with  a 
product  manufactured  by  Western  on  regular  production  facilities.  The  product 
is  also  purchased  by  the  telephone  company  at  normalized  Western  prices. 
The  participating  company  is  provided  with  assurance  that  should  any  un- 
foreseen trouble  conditions  develop  they  can  be  assured  of  the  full  support  of 
Bell  Laboratories,  Western  and  AT&T  in  resolving  the  problems. 

Most  customer  products  are  installed  on  cutomer  premises  by  telephone 
company  personnel  and,  therefore,  despite  all  of  the  assistance  rendered 
bv  Bell  Laboratories,  Western  and  AT&T  should  a  trouble  be  encountered 
and  the  final  solution  require  a  change  in  components  or  replacement  of  in- 
strumentalities under  an  "A"  change  classification,  only  materials  are  supplied 
by  Western  to  the  telephone  company  at  no  charge.  The  labor  associated  with 
a  field  visit  to  customers'  premises  to  implement  the  change  must  be  borne  by 
the  telephone  company. 

As  vou  mav  know,  there  is  an  increasing  reluctance  on  the  part  of  the 
telephone  compenies  to  participate  in  field  trials.  This  attitude  stems  from 
the  following  considerations : 

1.  The  number  of  requests  for  trials  is  increasing  and  trial  activities  gen- 
erally impose  an  additional  burden  on  top  of  an  already  heavy  work  load. 

2.  Experience  which  indicates  that  the  trial  companies  must  bear  the  ex- 
pense of  visits  to  customer  premises  to  correct  the  trouble  condition  despite 
all  the  assurances  of  assistance  in  resolving  unexpected  problems. 

In  connection  with  the  controlled  introduction  of  the  7A  Communication 
System  in  Phoenix  at  least  two  significant  Class  A  Changes  have  been  made 
to  the  product  which  require  visits  to  customer  premises.  One  of  these  is 
covered  by  CPCN  132-XY  and  the  other  one  by  CEC-3013.  In  both  cases  the 
labor  incurred  by  the  telephone  company  to  implement  the  recommended  change 
will  be  significant  insofar  as  the  local  people  are  concerned. 

We  believe  that  experience  of  this  type  points  to  the  need  for  a  reevaluation 
in  the  wav  new  products  are  introduced  and  tried  out  in  the  field  environ- 
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raent.  Steps  can  be  taken  to  require  all  new  customer  products  to  be  ade- 
quately field  trialed  and  funded  under  the  BTL  development  case.  Although 
this  has  and  will  continue  to  be  done  in  some  instances,  the  adoption  of 
this  procedure  as  "standard"  for  all  new  product  introduction  has  several 
drawbacks;  i.e.,  a  substantial  increase  in  development  costs  will  be  incurred, 
delays  will  be  experienced  in  the  introduction  of  new  products  and  the  product 
trialed  will  more  than  likely  not  represent  the  final  product  as  manufactured 
by  Western.  On  the  other  hand,  in  the  light  of  recent  experiences  we  can 
anticipate  greater  reluctance  on  the  part  of  telephone  companies  to  participate 
in  "controlled  introductions"  when  they  are  expected  to  incur  costs  associated 
with  changes  to  correct  design  deficiencies. 

I  believe  it  is  appropriate  to  review  the  financial  considerations  associated 
with  "controlled  introductions"  so  that  no  unforeseen  financial  burden  is 
placed  on  participating  companies  which  would  discourage  them  from  partici- 
pating in  activities  of  this  sort  and  which  could  also  deter  needed  changes 
from  being  introduced  in  products  on  customer  premises.  Arrangements  similar 
to  those  covered  in  the  January  1,  1069,  Customer  Planning  Division  memo- 
randum titled  "Agreement  Between  AT&T  Company  and  Western  Electric 
Company  Regarding  Model  Shop  Trial  Expenses"  as  they  relate  to  mainte- 
nance costs  incurred  by  the  trial  company  would  seem  appropriate.  We  would 
be  glad  to  participate  in  such  a  review  and  to  this  end  have  assigned  Doug 
Jenson  (303-451-1854  or  Cornet  374-2584)  of  my  organization  to  this  project. 
Sincerely, 

W.   SCHIAVONI. 


Exhibit  18. — Letter  to  Mr.  Schiavoni  from  Mr.  Nette  Re  Keeping  the 
Key  Systems  Competitive 

Michigan  Bell, 
South  field,  Mich.,  November  14,  197S. 
Mr.  W.  Schiavoni, 

American  Telephone  and  Telegraph  Co., 
Neiv  York,  N.Y. 

Dear  Mr.   Schiavoni:   In  response  to  the  questions  you  raised  in  GL  73- 
09-171,  I  would  recommend  that  you  consider  the  following: 

[8  priorities  indicated  of  features  that  must  be  made  available  on  existing 
and  future  key  systems  at  low  cost  in  order  to  remain  competitive.] 

While   the   above  list   is    rather  long,    it   accurately    represents   my   feelings 
as  to  what   must   be  done  in  the  key   telephone  field  if  we  are  to  get  com- 
petitive and  remain  so.  If  you  have  any  questions,  please  call  me. 
Yours  truly, 

J.  R.  Nette. 


Exhibit  19. — Letter  .to  Mr.  Ross  from.  Mr.  Schuefer  Re  New  Look 
Packaged  Key  Systems 

Bell  Laboratories, 

November  19,  1918. 
Re  New  Look  Packaged  Key  Systems  With  Hands-Free  Answer  on  Intercom 
and  Built-in  Speakerphone. 

Mr.  Ian  M.  Ross :  AT&T  Marketing,  Engineering  and  we  are  in  agreement 
that  our  next  step  in  the  packaged  key  series  of  offerings  should  be  to  provide 
hands-free  answer  on  intercom  (HFAI)  and  built-in  speakerphone  (BIS) 
features.  There  is  evidence  of  a  real  market  and  several  competitors  have 
these  features  in  their  product  lines  at  this  time.  The  way  to  get  these  features 
in  our  product  line  seems  to  us  to.be  through  a  new  look  set  such  as  the  STS 
styling.  The  issue  at  this  time  is  a  lack  of  a  Western  Electric  commitment  to 
provide  such  a  set  early  next  year.  This  letter  will  illustrate  some  of  the 
factors  involved  and  will  recommend  that  you  bring  this  issue  up  at  the 
highest  levels  at  Western  and  AT&T  to  achieve  a  resolution. 

AT&T  Marketing  has  estimated  that  sales  of  7A  packaged  key  systems  in 
1974  will  be  about  10.000  systems  which  is  about  130.000  sets.  Official  Marketing 
estimates   for  the  14A  system  do  not  exist,  but  Marketing's  "best  guess"  for 
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1974  is  about  3000  systems  which  is  about  75,000  sets.  I  believe  that  Western 
estimates  of  their  1974  program  for  the  basic  7A  and  14A  sets  are  somewhat 
lower  than  the  above  numbers  but  there  is  little  doubt  that  the  packaged  key 
offering  is  on  its  way  to  being  a  market  success.  As  you  know,  the  7A  was 
introduced  in  Phoenix  and  is  now  available  as  a  systems  standard.  First 
shipments  of  the  14A  occurred  early  in  November  for  trial  in  Pennsylvania 
BeU. 

We've  asked  AT&T  Marketing  to  estimate  the  potential  demand  for  BIS/ 
HFAI  sets  for  the  7A  and  14A  systems.  Based  on  the  traditional  Speaker- 
phone  demand  of  about  3%  of  business  key  lines,  and  the  estimate  of  packaged 
key  sales  of  about  200,000  sets  in  1974,  we  estimate  the  potential  demand  for 
BIS/HFAI  sets  to  be  about  6000  with  about  4000  of  these  being  the  7A 
variety. 

Attached  to  this  note  are  brochures  on  a  couple  of  competitors'  offerings,  the 
TIE  II  and  the  NEC  Patrician,  together  with  a  recent  filed  representatives 
report  indicating  interest  in  the  HFAI  features  on  packaged  systems.  Note 
that  the  sets  described  in  the  competitors'  brochures  provide  new  styling,  the 
usual  key  stem  features,  and  HFAI.  In  addition,  the  TIE  II  can  have  BIS. 
We  understand  that  NEC  is  planning  to  push  very  hard  with  the  Patrician 
set  in  the  American  market  and  is  putting  a  great  deal  of  effort  into  new 
key  systems  for  the  export  market.  Thus,  we  are  already  behind  in  providing 
these  features  through  WE  equipment. 

Provision  of  these  new  features  require  some  changes  in  the  packaged  key 
system  unit  and  in  the  set.  The  attached  letter  from  Tom  Powers  to  Alec 
Feiner  and  Don  Leonard  outlines  the  design  changes  involved.  The  key  sys- 
tem unit  design  is  complete  and  there  appears  to  be  no  problem  as  far  as 
manufacturing  schedules  are  concerned.  See  attached  letter  from  Alec  Feiner 
to  Tom  Powers  dated  November  12,  1973. 

The  pacing  item  is  the  set.  Don  Leonard  is  planning  to  release  LDIs  for 
the  7A  and  14A  versions  in  January,  1974,  along  with  a  few  other  things. 
(See  attaclied  letter  from  Leonard  to  Fitzwilliam.)  These  sets  will  have 
some  interim  components,  particularly  use  of  the  standard  key  instead  of 
an  LED  kev,  in  order  to  accelerate  the  schedule.  At  this  time  WE  has  given 
a  production  estimate  on  a  new  set  for  use  with  1A2.  which  we  haven't  asked 
for  vet,  and  for  STS,  but  we  have  no  commitment  on  new  sets  for  packaged 
kev  "systems.  Don's  present  estimate  of  availability  of  new  BIS/HFAI  sets  for 
I)a"ckaged  key,  assuming  the  same  WE  enthusiasm  as  demonstrated  for  the 
STS,  is  mid-1974  for  small  quantities  of  both  sets  with  earlier  availability 
(perhaps  March)  of  the  7A  set  since  it  shares  STS  plastic.  Without  a  strong 
WE  push,  availibility  would  not  be  until  January,  1975  for  7A  and  October. 
1975  for  14A.  More  details  are  in  the  attached  letters  from  Don  Leonard  to 
Tom  Powers  and  from  R.  K.  Thompson  to  J.  W.  Fitzwilliam.  At  this  time,  the 
primary  Western  emphasis  is  on  production  of  the  STS  set  with  initial  models 
scheduled  in  December  and  a  production  capability  of  a  few  hundred  sets  per 
month  available  early  next  year.  We  feel  that  it  would  be  possible  to  make 
initial  models  of  the  7A  set  with  HFAI  and  BIS  available  by  diverting  hous- 
ing from  the  STS  program  since  these  housings  are  essentially  identical.  How- 
ever, the  14A  with  HFAI  and  BIS  requires  a  bigger  housing  for  which  West- 
ern has  not  yet  decided  to  tool. 

Based  primarily  on  the  pressure  of  the  market,  we  make  the  following 
recommendations : 

1.  That  initial  models  of  a  7A  set  with  HFAI  and  BIS  be  made  available  to 
the  field  as  quickly  as  possible,  probably  by  diverting  housing  from  the  STS 
program. 

2.  That  Western  immediately  begin  to  tool  up  for  the  14A  .set  with  HFAI 
and  BIS  in  order  to  make  models  available  to  the  field  early  in  1974. 

3.  That  the  STS  program  continue  into  field  trial  in  order  to  determine  the 
real  extent  of  the  market.  A  market  research  study  of  the  less  than  5  line  key 
market  is  expected  to  be  complete  in  March,  1974. 

I  understand  that  AT&T  Marketing  (Bill  Rinkor)  and  the  AT&T  Engineer- 
ing (Bill  Schiavoni)  wi'l  support  these  recommendations.  Plea.se  let  me  know 
if  we  can  furnish  anv  more  information  for  your  use. 

J.   W.    SCHAEFER. 
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Exhibit  20. — Letter  from  Mr.  Anderson  to  Mr.   Schiavoni  Re  Key  Telephone 
Losses  of  New  England  Telephone 

New  E.nglani)  Telephone, 

November  28,  1073. 
Mr.  W.  Schiavoni, 

Engineering  Director,  Customer  Telephone  Sijsteins, 
American  Telephone  d  Telegraph  Co. 
New  York,  N.Y. 

Dear  Bill  :  In  the  past  three  months  competition  has  taken  a  total  of  183 
key  telephone  systems  from  the  New  England  Company.  Thirty-eight  (3S)  of 
these  systems  might  have  been  saved  with  COM  KEY  718  and  seven  (7) 
other  systems  might  have  been  retained  if  the  COM  KEY  1434  was  available 
for  us  to  offer. 

The  two  reasons  offered  for  the  losses  other  than  "no  chance  to  compete" 
were  "features"  and  "price"  in  that  order.  It  might  be  well  to  offer  some  of  the 
COM  KEY  features  to  the  customers  with  five  lines  or  less.  ' 

Your  letter  has  been  discussed  with  our  Marketing  Department  and  the 
features  that  we  desire  to  offer  and  their  priority  are  as  follows : 

[8  items  indicated.] 

[Paragraph  describes  suggestions  for  improving  existing  key  telephone 
systems.] 

In  the  future  design  of  key  telephone  systems,  apparatus  which  reduces 
the  required  number  of  cable  pairs  should  be  considered.  Apparatus  cabinets 
should  be  cut  down  in  size,  appearance  modernized,  and  above  all  a  real  effort 
made  in  making  the  various  features  less  costly. 

C.  W.  Anderson, 
Assistant  Vice  President,  Engineering. 


Exhibit  21. — Corn-Key  718  Rate  Comparisons 

COM   KEY  718  RATE  COMPARISONS  (15  STATIONS-7  TRUNKS-TOUCH-TON E)-BELL  OPERATING  COMPANY, 
PACIFIC  TELEPHONE  &  TELEGRAPH  RATES 


Quantity.  USOC,  and  item 


Total  Item  Total  item 

Monthly              item  1  time  1-time 

rental         monthly  installation  Installation 

of  item            rental  charge  charge 


1—KGL— Common  equipment  rotary  dial $38.75  $38.75 

7— KGG— Line  equipment 1.70  11.90 

1_KGV— Ringing  trunks  night  transfer 1.20  1.20 

1_KH5— Music  on  hold .-._ 2.10  2.10 

1— FTP— MOH  Connector  arrangement. _ _._ 1.60  1.60 

1_KH6— Station  busy  console  with  DSS 5.25  5.25 

15— KGJ— Rotary  dial  stations. ,_ _.  5.00  75.00 

15— KGN— Automatic  privacy  arrangement .85  12.75 

15— KGS— Privacy  release  key .80  12.00 

Totals -... -- - 160.55 


$130 

$130 

4 

28 

6 

6 

9 

9 

11 

11 

50 

50 

40 

600 

11 

165 

9 

135 

1.134 

COM  KEY  718  RATE  COMPARISONS  (15  STATIONS— 7  TRUNKS)-BELL  OPERATING  COMPANY,  OHIO  TELEPHONE 

RATES 


1—KGL— Common  equipment  rotary  dial. 
7— KGG— Line  equipment 

1—KGV— Ringing  trunks  night  transfer... 

1—KH5— Music  on  hold.. 

1— FTP— MOH  connector  arrangement 

1—KH6— Station  busy  console  with  DSS.. 

15— KGJ— Rotary  dial  stations 

15— KGN— Automatic  privacy  arrangement. 
15— KGS— Privacy  release  key 


$40.  00 
1.50 
1.00 
3.00 


$40.  00 
10.50 
1.00  . 
3.00 


10.00 
6.50 
1.00 
1.00 


Total. 


10.00 
97.50 
15.00 
15.00 


192.  00 


$150 
15 


40 
600 


$150 
105 
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COM   KEY  718  RATE  COMPARISONS  (15  STATIONS-7  TRUNKS-TOUCH-TONE)-BELL  OPERATING 
COMPANY,  ILLINOIS 


Quantity,  USOC,  and  item 


Total  Item  Total  item 

Monthly              item  1  time  1-time 

rental         monthly  installation  installation 

of  item            rental  charge  charge 


1—KGL— Common  equipment  rotary  dial. 

7— KGG— Line  equipment 

1—KGV— Ringing  trunks  night  transfer.. 

1_KH5— Music  on  hold 

1— FTP— MOH  connector --. 

1_KH6— Station  busy  console  with  DSS. 

15— KGJ— Rotary  dial  stations... 

15— KGN— Privacy 

15— KGS— Pri  vacy  release 


Total. 


$40.00 
1.50 
1.00 
4.50 

$40. 00 
10.50 
1.00  ... 
4.50 

$150 
15 

45 

$150 
105 

45 

8.00 
7.50 
1  00 

8.00 
112.50 
15  00 

50 
50 

50 
1,175 

75 

11  25 

202.75  ... 

1.525 

COM  KEY  718  RATE  COMPARISONS  (15  STATIONS-7  TRUNKS)-BELL  OPERATING  COMPANY,  NEW  JERSEY 


1—KGL— Common  equipment 

7— LGG— Line  equipment 

1—KGV— Night  transfer 

1_KH5— Music  on  hold 

1— FTP— MOH  connector  arrangement 

1_KH6— Buy  console  with  DSS 

15— KGJ— Rotary  dial  stations 

15— KGN— Privacy  automatic  arrangement. 
15— KGS— Privacy  release  key 


$45.  00 

$45.  00 

1.85 

12.95 

.90 

.90 

3.00 

3.00 

10.00 

10.00 

8.00 

120.00 

1.10 

16.50 

.90 

13.50 

40 
450 


Total. 
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Exhibit  22. — "An  Introduction  to  the  Corn-Key  TIS,"  Puhlished  hij  Ohio  BelU 
Telephone  Co.,  September  1913  (excerpts) 


EXECUTIVE    SUMMARY 

The  COM  KEY  718  was  developed  to  meet  the  customer  pressures  iu  the  new 
competitive  marlvet  place.  The  system  is  a  large  packaged  key  telephone  system 
designed  Nvith  two  major  objectives  in  mind : 

(1)  To  incorporate  a  number  of  new  features  that  customers  want  and  that 
improve  the  utility  of  their  telephone  system. 

(2)  To  permit  attractive  rates  by  utilizing  every  economy  possible. 

COM  KEY  718  has  a  capacity  to  terminate  up  to  seven  (7)  Central  OflBee 
lines  and  eighteen  (18)  stations.  It  has  been  designed  to  be  offered  as  a  basic 
package  with  optional  features  which  may  be  individually  selected. 

Standard  features  include :  Pick  Up,  Hold  and  Illumination  with  Wink  Hold, 
Two-Path  Dial  Intercom,  Voice  and  Tone  Signaling,  Multi-Line  Conference 
(Central  Office  Lines),  Button  Restoration. 

Optional  features  include :  Privacy,  Music  on  Hold,  Paging,  Station  Restric- 
tion, Power  Failure  Transfer,  Night  Transfer,  Background  Music,  Preset  Con- 
ference (Intercom).  Busy  Lamp  Console,  Direct  Station  Selection,  Busy  Lamp 
Console,  Message  AVaiting,  Touch-Tone. 

For  planning  purposes  only,  the  A.T.dT.  suggested  rate  and  tariff  strategy 
has  been  included  tcith  this  introduction.  Several  fundamental  differences  exist 
between  the  suggested  strategies  for  COM  KEY  718  and  current  Key  Telephone 
service  offerings. 

A  controlled  market  introduction  of  the  COM  KEY  718  was  conducted  in  the 
Phoenix  Metropolitan  Exchange  Area  and  Pennsylvania  Bell.  With  this  intro- 
duction coming  to  a  close  this  month,  preliminary  results  appear  to  confirm  the 
ability  of  COM  KEY  IIS  to  meet  the  requirements  of  the  competitive  market 
place. 

A  market  demand  forecast  for  the  COM  KEY  718  system  in  Ohio  has  been 
prepared  for  use  by  A.T.&T.  and  our  Rate  Department.  The  forecast  is  base 
upon : 

illustrative  rate  strategy  proposed  by  A.T.dT. 

in-depth  analysis   of  three-hundred    (300)    randomly   selected   customers 
from  the  3-7  line  Non-PBX  market  segment 

a  review  of  the  1,611  small  PBX  systems  with  less  than  twenty   (20) 
working  stations 

a  specially  prepared  customer  profile  of  all  those  customers  who  have 
either  received  a  propo.sal  or  installed  a  privately  supplied  KTS. 

In  addition  to  a  determination  of  the  market  potential  for  the  COM  KEY 
718  over  the  next  few  years,  a  review  of  the  comijetitive  losses  for  1972  is  also 
included  in  this  report. 

During  1972,  over  $66,000  in  annual  KTS  revenues  were  reported  lost  to 
competitive  equipment  suppliers.  Revenue  losses  have  increased  to  close  to 
$116,000,  through  the  end  of  August,  1973.  Clearly,  the  COM  KEY  718  will  be 
entering  a  very  active  market  place. 

GENERAL  INTRODUCTION 

A.T&T.  conducted  interviews  early  in  1972  with  sales  contact  people  in  ten 
Operating  Companies  to  identify  the  needs  of  the  competitively  vulnerable 
small  business  customer.  Ohio  Bell  was  selected  as  one  of  the  ten  Companies  to 
talk  with  about  this  market.  Salesmen,  chosen  from  both  Areas,  met  with  the 
A.T.&T.  Key  Telephone  Coordinator  on  February  S,  1972.  The  people  who 
attended  this  meeting,  and  those  condticted  in  the  other  Operating  Companies, 
told  A.T.&T.  why  customers  were  going  to  competitive  equipment  suppliers  and 
what  was  needed  in  the  way  of  features  and  pricing  policies  to  meet  competition. 

As  a  direct  result  of  these  meetings,  a  recommendation  for  tico  new  key  tele- 
phone systems  was  presented  and  approved  by  the  Customer  Products  Council 
in  September,  1912.  Since  that  time  these  systems  have  been  officially  named  the 
COM  KEY  IIS  and  the  COM  KEY  IJfSIf.  The  systems  are  designed  to  be  offered 
as  a  basic  package  with  optional  features  which  may  be  individually  selected. 
They  differ  only  in  their  capacities.  The  smaller  system,  the  COM  KEY  718, 
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has  a  capacity  for  seven  (7)  central  office  lines,  two  (2)  dial  intercom  paths 
and  eighteen  (IS)  stations,  utilizing  a  modified  ten-button  set.  The  larger 
system,  the  COM  KEY  1434,  utilizes  a  modified  twenty-button  set,  with  a 
capacity  for  fourteen  (14)  central  office  lines,  three  (3)  dial  intercom  paths 
,and  thirty-four   (34)   stations. 

The  COM  KEY  718  is  currently  being  introduced  on  a  controlled  basis  in  the 
Phoenix  Metropolitan  Area  (Mountain  States  Telephone  Company).  The 
Phoenix  ^Metropolitan  Area  has  served  as  the  trial  area  for  this  system  since 
June,  1973.  Pennsylvania  Bell  has  also  introduced  the  COM  KEY  718  on  a  trial 
basis.  Their  original  trial  site,  Wilkes  Barre,  was  expanded  to  include  the 
entire  state  of  Penn.sylvania  because  initial  sales  results  were  poor. 

The  COM  KEY  1434  is  scheduled  for  introductory  trial  in  Pennsylvania 
during  November,  1972. 

Although  these  trials  have  not  been  completed,  the  COM  KEY  718  still 
appears  to  meet  the  requirements  of  the  market  it  was  designed  for.  An  ade- 
quate supply  of  the  COM  KEY  is  currently  being  produced  to  allow  an  intro- 
duction of  this  system  in  Ohio  during  the  final  quarter.  1973.  The  COM  KEY 
IJfSJi,  on  the  other  hand,  will  not  be  available  for  general  introduction  until 
after  January,  1973,  according  to  A.T.&T. 


Com  Key  718,  demand  .forecast 

Number 
Y  Qi\T:  .  of  systems  i 

197.3  r4th  quarter) 115 

1974 655 

1975 905 

1973_-  -  --_  _  - __ 945 

1977_--  _   685 

1978 510 

'  Based  on  rates  proposed  in  R.  L.  IIcss'  Apr.  11,  1973  letter. 

COMPETITIVE   ACTIVITY 

The  COM  KEY  718  was  designed  to  meet  customer  pressure  for  the  features 
available  at  a  reasonable  price  from  competitive  equipment  suppliers.  To  deter- 
mine the  market  for  this  system  in  Ohio,  we  extracted  a  customer  profile  of  the 
competitively  vulnerable  customer  from  our  Competitive  Activity  Report  data 
base.  All  customer.?^ — non-PBX  and  PBX  alike — who  had  received  a  competitive 
proposal  or  had  installed  a  privately-supplied  system  were  identified.  Pending, 
won  and  lost  cases  were  included  in  our  selection.  From  this  group  we  were  able 
to  make  several  interesting  observations  about  competition  in  the  small  business 
account  market. 

A.  Present  system.- — Our  salesmen  i-eported  competitive  activity  on  two-hundred 
and  five  (205)  accounts  w^here  the  outside  supplier  proposed  a  Key  System: 
sixty-six  percent  (C6%)  or  135  had  Ohio  Bell  Key  Telephone  Systems:  slightly 
less  than  tvi'enty-oue  percent  (21%)  were  PBX  accounts;  and  fourteen  (14) 
cases  listed  "no  pre-sent  service." 

B.  Size  of  System. — Sixty -three  percent  (63%)  of  the  systems  consisted  of  6-20 
stations.  Average  monthly  cost  for  Ohio  Bell  equipment  only  on  each  of  the  con- 
tested telephone  systems  was  $129.93. 

C.  Vompetitive  System  Proposed. — I.T.&T.  Key  Telephone  System  and  the 
Xitzuko  Key  Telephone  System  dominated  the  market — I.T.&T.  MTS — 35%  or 
71  eases — Nitzuko — 33%— C0:M  KEY  718  was  designed  to  compete  with  the 
Xitzuko  system.  It  also  compares  favorably  with  the  I.T.&T.  KTS. 

I).  Reason  for  Interest  in  Competition. — Price  remained  the  most  significant 
reason  for  interest  in  privately-supplied  equipment. 

E.  Payment  Plan. — Purchase  only — 22% — Lease  with  purchase  option — 17% — 
Lease  or  outright  purchase — 12% — unknown — 41% — The  average  purchase  price 
was  $4,319.  The  majority  of  the  leasing  programs  extended  from  5  to  10  years 
at  an  average  cost  of  $868  per  year  (63%  of  the  leasing  arrangements  were 
reported  as  unknown) . 

COilPETITIVE    REVENUE    LOSSES 

The  losses  reported  in  the  KTS  market  during  1973  vividly  illustrate  the  need 
for  a  product  with  the  design  characteristics  of  the  COM  KEY  718.  Competitive 
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los.ses  as  reported  in  the  Competitive  Activity  Report  (prepared  by  Commercial- 
Marketing  Department)  show  a  signiticant  increase  in  the  revenues  lost  to 
competitive  equipment  suppliers : 

Annual 
revenue  Joxs 

1973  KTS  losses   (Jan.-Sept.  1,  1973) $115  752 

1972   KTS   losses 66,000 


Additional  losses  1973 49,  752 

These  figures  represent  only  those  customers  who  presently  have,  or  had, 
KTS  equipment.  The  annual  "KTS  losses"'  figures  do  not  include  small  PBX 
systems  that  have  been  replaced  by  privately  supplied  Key  Systems. 

Our  salesmen  have  reported  one-hundred  and  twenty-eight  (128)  KTS 
accounts  that  have  chosen  competitive  equipment.  Our  loss  ratio  of  fifty-four 
percent  (54%),  with  an  additional  sixty  three  (63)  pending  cases,  is  alarming. 
An  these  results  reflect  competitive  activity  for  the  first  eight  mouths  of  1973 ! 

*  *  *  *  *  Ji:  t- 

Ohio  Bell, 
Cleveland,  Ohio,  July  21,  1913. 
'Mi:  .T.  A.  Hermann.  District  Marketing  Manager — Cleveland. 
Mr.  E.  D.  Clouse,  District  Marketing  Manager — Columbtis. 

To  prepare  for  the  introduction  of  the  new  Com  Key  718  during  the  final 
quarter  of  1973,  we  recently  completed  a  demand  forecast  for  this  new  system. 
Your  sales  groups  may  be  interested  in  the  customer  profile  of  the  competitively 
active  small  busine.ss  customer  we  used  in  the  development  of  our  forecast. 

The  customer  profile  was  extracted  from  the  Competitive  Activity  Report 
data  base  for  1972  and  1973  (including  January-March).  All  customers — PBX 
and  non-PBX  alike — who  had  received  a  competitive  proposal  or  had  installed 
a  privately-supplied  system  were  identified  Pending,  won  and  lost  cases  were 
included  in  our  selection.  Through  analysis  of  this  special  group  of  customers, 
we  were  able  to  make  several  interesting  observations  about  competition  in  the 
small  business  account  market. 

A.  Present  System 

During  the  period  analyzed,  our  salesmen  reported  competitive  activity  on 
two-hundred  and  five  (205)  accounts  where  the  outside  supplier  proposed  a 
key  system.  Of  these  accounts : 

Sixty-six  percent  (66%)  or  135  had  Ohio  Bell  Key  Telephone  Systems; 

slightly  less  than  twenty-one  percent  (21%)  were  PBX  accounts;  and 

fourteen  cases  listed  "no  present  service". 

Although  the  majority  of  the  competitively  involved  customers  were  KTS 
accounts,  a  significant  number  of  PBX  accounts  were  contested.  Of  those  PBX 
accounts   (21%)   that  experienced  competitive  pressures: 

Two  percent  (2%)  were  507  PBX; 

six  percent  (6%)  were  555  PBX; 

fcmr  percent  (4%)  were  755  PBX;  and 

eight  percent  (8%)  were  756  PBX  accounts. 

An  additional  three  (3%)  were  20-40  Dial  Pak  Systems. 

B.  Size  of  Proposed  System 

The  Com  Key  718  appears  to  have  been  correctly  designed  for  the  most  com- 
petitive market  because  63%  of  the  systems  in  the  group — PBX  and  KTS — 
consisted  of  (>-20  stations.  The  average  monthly  cost  for  Ohio  Bell  equipment 
only  on  each  of  the  contested  telephone  systems  was  $129.93. 

C.  Competitive  System  Proposed 

The  IT&T  Key  Telephone  System""  and  the  Nitzulco  Key  Telephone  System 
clearly  dominated  the  competitive  market  place.  The  IT&T  KTS  was  proiX)sed 
on  71  cases,  or  35%  of  the  total  group  studied.  The  Nitzuko  KTS  is  marketed 
as  the  Areata  Custom.  Key  1030,  the  Tie  system,  or  the  Nitzuko  System.  It  ac- 
counted for  33%  of  all  the  KTS  proposals  that  competitors  made.  The  Corn- 
Key  118  was  designed  to  compete  directly  with  the  Nitzuko  System  because  it 
lias  been  the  strongest  competitor  in  the  Bell  System.  Featurewise,  the  Com 
Key  also  compares  favorably  with  the  IT&T  Key  System. 
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D.  Reason  for  IntercM  in  Competition 

Price  remains  the  most  significant  reason  for  interest  in  privately-supplied 
equipment.  Unfortunately,  close  to  twenty  percent  (20)  of  the  aises  did  not 
report  any  reason  for  customer  interest  in  competition. 

E.  Payment  Plan 

Several  payment  options  were  made  available  to  the  customers  in  the  group 
including : 

Purchase  only— 22%. 

Lease  with  purchase  option — 17%. 

Lease  or  outright  purchase — 12%. 

Unknown — 11%. 

The  average  purchase  price  was  .$4,319.  The  majority  of  the  leasing  programs 
extended  from  5  to  10  years  at  an  average  cost  of  $868  per  year  (63%  of  the 
leasing  arrangements  were  reported  as  unknown). 

If  you  desire  any  additional  information  concerning  this  analysis  of  competi- 
tive key  system  activity  or  the  Com  Key  718,  please  contact  Jim  Bradley  of 
my  staff  at  822-2050. 

C.  R.  Grace, 
District  Operations  Manager-Marketing. 
******* 

PABX  MARKET  SPECULATION  BY  l/C  COMMUNICATIONS 

I/C  Communications  in  conjunction  with  Specialized  Communications  Serv- 
ices, Inc.,  a  consulting  firm  located  in  Eastchester,  N.Y.,  presents  these  estimates, 
from  1975  to  1980. 

Assumptions : 

1.  A  total  PABX  university  of  250,000  systems  by  1980. 

2.  The  average  cost  of  a  100-line  system  placed  at  $80,000. 

3.  Interconnection  accounting  for  16%  of  the  universe,  or  39,000  customer- 
owned  units. 

4.  PABXs  of  500-and-over  lines  and  key  systems  registering  the  biggest  gains 
during  a  two-year  period. 

5.  A  market  plateau  by  1975,  with  growth  rates  decreasing. 

6.  A  fairly  static  share  of  the  market  for  interconnected  systems  by  1980. 

7.  The  cumulative  value  of  the  PABX  segment  of  the  interconnect  industry 
approximating  $3  billion  by  1980. 

1971        1972        1973        1974        1975        1976        1977        1978        1979         1S80 

Approximate      percent      of 

universe 0.8  1.8  3  4  6  7.5  9.5  11.5  13  16 

Percentgrowth 110  70  50  40  30  25  20  15  15 

Additional  sytems 2,240  2,960  3,600  4,300  4,500  4,800  4,800  4,500  5,300 

Numberofsystemsinstalled..    2,055  4,295  7,255  10,500  15,100  19,600  24.400  29,200  33,700  39,000 

Cumulative  value  (millions)  _.      $100  $200  $400  $600  $1,000  $1,300  $1,900  $2,300  $2,600  $3,000 

Value  per  system  (thousands).        $50  $50  $60  $65  $65  $65  $70  $75  $80  $80 

Numberoflinespersystem_..  65  68  78  85  90  90  90  95  95  100 
New       business       dollars 

millions) $100  $200  $200  $400  $300  $600  $400  $300  $400 


Exhibit  23. — Chapter  6  of  Final  Report  of  President's  Task  Faroe  on 
Communications  Policy,  December  7,  1968 

Chapter  6.  The  Domestic  Telecommunications  Carrier  Industry 

I.  introduction  and  summary 

This  chapter  treats  the  core  of  the  telecommunications  industry — the  tradi- 
tional services  of  the  domestic  common  carrler.s,  such  as  the  Bell  System.  Gen- 
eral Telephone  and  Electronics,  AVestern  Union  and  the  some  2,000  independent 
telephone  companies,  and  related  private  communications  services.  Among  these 
are  telephony  and  telegraphy,  the  newer  offering  such  as  computer  data  trans- 
mission, and  television  and  radio  program  transmission  from  studios  or  other 
points  of  origination  to  local  broadcasting  stations. 

The  President  directed  the  Task  Force  "to  make  a  comprehensive  study  of 
communications  policy."  He  spoke  of  the  need  to  review  past  activities  in  the 
field  of  communications,  and  to  formulate  a  "national  communications  policy." 
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More  specifieiilly.  the  Task  Force  was  asked  to  determine  if  the  Communica- 
tions Act  of  1934  and  tlie  Communications  Satellite  Act  of  1962  require 
revision."  In  studying  the  future  for  satellite  communications,  both  domestic 
and  internati(mal.  we  were  directed  to  study  ways  in  which  the  new  technology 
should  be  integrated  into  a  balanced  and  dynamic  communications  system.  As 
the  President  observed,  the  new  technology — exciting  as  it  is — does  not  mean 
that  all  our  surface  communications  facilities  have  become  ob.solete. 

We  have  found  an  examination  of  the  domestic  industry  to  be  indispensable, 
both  for  itself  and  because  of  its  interaction  with  other  elements  of  our  man- 
date. And  in  our  study  we  found  juxtaposed  two  basic  facts:  On  one  hand, 
an  impressive  record  of  past  achievement  in  terms  of  innovation  and  market 
growth  within  the  industry  ;  and  on  the  other,  an  industry  in  a  state  of  creative 
ferment  facing  a  host  of  new  challenges  and  new  opportunities. 
A.  Given-  the  Nature  of  Public  Message  TelepJione  Service,  Integrated  Control 
Rctnains  Vital 

On  the  basis  of  existing  technology,  we  conclude  that  the  basic  structural 
element  of  domestic  telecommunications  services^ — the  integrated  provision  of 
public  message  telephone  services — is  satisfactory  ;  and  the  case  for  private 
monopoly  regulated  by  public  authority  is  convincing.  The  switched  network 
should  remain  a  high  quality  system  interconnecting  all  terminals  reliably  and 
economically. 

This  conclusion  is  based  on  the  fact  that  public  message  telephone  service, 
employing  the  switched  network,  has  characteristics  that  sharply  distinguish 
it  from  other  services.  The  ordinary  user  of  public  message  telephone  service, 
as  distinguished  from  the  user  of  private  line  services,  requires  access  on 
demand  from  his  telephone  to  any  one  of  millions  of  points.  Integrated  opera- 
tional control — obtained  through  the  combined  efforts  of  the  Bell  .System  and 
the  franchised  independent  telephone  companies — is  essential  in  providing  this 
universal  access.^ 

This  conclusion  is  also  based  on  the  weighty  consideration  of  system  optimi- 
zation, system  integrity,  and  service  reliability.  And  it  is  based  too  on  consid- 
erations of  national  security ;  for  crisis  management  requires  a  completely 
reliable  capability  for  communication,  both  within  the  nation  and  with  our 
forces  and  allies  overseas.  System  optimization  involves  the  coordinated  plan- 
ning requirements  of  a  vast,  interdependent  network  of  communications  facili- 
ties. Since  each  element  affects  many  others,  development  of  single  segments 
without  regard  to  their  effects  upon  the  total  system  could  well  lead  to  wasteful 
redundancy.  System  integrity  involves  the  need  for  control  over  quality  of  the 
inputs  to  the  network.  Users  or  operators  of  one  part  of  a  communications 
grid  can,  by  supplying  it  with  improper  or  distorted  signals,  interfere  with  other 
users  throughout  the  system.  Finally,  high  service  reliability,  which  the  Ameri- 
can public  has  rightly  come  to  expect,  could  be  jeopardized  by  developments 
which  weakened  the  technical  integrity  of  viability  of  the  public  message 
telephone  network.  Thus,  it  is  important  to  have  coordination  for  the  techni- 
cal standards  in  the  network,  its  interconnections,  and  its  inputs. 

That  integrated  control  is  a  sound  organizing  principle  is  well-supported  by 
the  impressive  rate  of  past  technological  advance  and  market  growth :  The 
number  of  telephones  in  the  United  States  has  quadrupled  since  the  end  of 
World  War  II.  In  only  15  years,  direct  distance  dialing  has  been  extended  to 
more  than  90%  of  all  telephones  in  the  United  States.  In  the  past  two  decades, 
improved  transmission  systems  have  been  introduced  at  the  rate  of  one  every 
two  years.  Although  the  overall  cost  of  living  has  risen  by  140%  since  1940, 
total' telephone  rates  (local  and  interstate)  have  increased  only  10%,  while 
interstate  rates  taken  alone  have  actually  fallen  by  20%.  In  short,  it  can  truly 
be  said  that  the  United  States  has  the  finest  telephone  system  in  the  world. 

Fully  mindful  of  this  record  of  achievement,  we  inquire  here  into  the  basic 
elements  of  a  well-conceived  and  comprehensive  national  policy  that  would 
contribute  to  continued  rapid  advance.  For  we  see  a  host  of  potentialities 
emerging  for  yet  more  cost-reducing  innovation,  for  new  services,  and  for 
market  growth  in  many  directions.  Policy  must  be  designed  to  exploit  as  fully 


1  The  extent  to  which  such  integrated  control  requires  actual  ownership  or  management 
of  a  particular  element  in  the  system  is,  of  course,  related  to  technological  developments 
and  the  evolution  of  regulatory  policy.  One  example  is  in  the  area  of  domestic  satellites, 
where  we  recommend  a  pilot  project  in  which  Comsat  would  provide  long-haul  circuits  to 
terrestrial   carriers. 
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as  ix)ssible  those  potentialities,  while  maintaining  the  integrity  and  viability 
of  the  public  message  telephone  network  which  constitutes  the  core  of  our 
national  telecommunications  system.  Only  such  a  policy  applied  as  feasible  at 
every  stage,  from  research  to  the  delivery  of  private  and  common  carrier 
nations  are  making  rapid  progress.  For  many  reasons,  we  cannot  and  should  not 
tolerate  the  waste  of  missed  opportunities. 

Second,  we  take  it  as  self-evident  that  telecommunications  policy  should  seek 
to  maintain  and  develop  an  environment  always  sensitive  to  consumer  needs. 
It  should  be  an  environment  hospitable  to  productive  innovation  in  facilities, 
services  and  management.  Advancing  technology  promises  a  host  of  new  oppor- 
tunities. Among  them  are :  the  realization  of  the  full  potential  of  satellite  com- 
munication and  teleprocessing ;  the  production  of  terminal  equipment  offering 
small  business  users  of  far  wider  range  of  telecommunications  services;  and 
the  expansion  of  the  range  and  diver.sity  of  television.  The  challenge  is  to  trans- 
form the  fruits  of  technological  knowledge  into  tangible  benefits  for  the  public, 
through  cost-reducing  innovation  and  well-conceived  public  policy. 

Third,  the  realm  of  telecommunications  should  be  viewed  as  a  system,  extend- 
ing from  public  and  private  research,  at  one  end  of  the  spectrum,  to  the  provi- 
sion of  private  and  common  carrier  communications  services,  at  home  and 
abroad,  at  the  other.  Our  study  has  taught  us  the  necessity  to  keep  the  whole 
of  this  system,  and  its  interconnections,  steadily  in  view.  We  have  found  that 
none  of  its  problems  can  be  examined  in  isolation,  and  therefore  that  piecemeal 
or  segmented  treatment  of  any  one  of  them  can  be  misleading. 

Fourth,  we  have  a.ssumed  that  special  consideration  should  be  given  to  the 
needs  of  the  developing  nations.  Modern  telecommunications  systems  can  be  a 
valuable — indeed,  nearly  indispensable — catalyst  of  their  economic,  social  and 
political  progress. 

Ill 

The  role  of  government  is  of  unusual  importance  in  telecommunications.  How 
well  government  meets  its  responsibilities  is  and  will  continue  to  be  a  major 
factor  in  the  development  of  the  communications  system  as  a  whole. 

One  cannot  carry  on  the  telephone,  telegraph  or  broadcasting  business,  either 
domestically  or  internationally,  without  government  approval  and  regulations. 
And,  where  monopoly  is  required,  it  should  be  protected  from  competition  to 
the  extent  that  the  public  benefits  from  its  natural  monopoloy  characteristics. 
In  that  case,  the  public  is  protected  by  regulatory  constraints. 

These,  then,  are  the  twin  principles  which  underlie  the  recommendations  of 
this  chapter:  Maintaining  the  integrity  and  viability  of  the  basic  network  as  an 
integrated  system  on  one  hand ;  on  the  other,  releasing  and  encouraging  poten- 
tialities for  improvement  which  might  otherwise  be  restrained  by  tradition, 
business  habits,  or  regulatory  practices  no  longer  appropriate  in  the  face  of 
new  challenges  and  new  opportunities. 

II.  NEW  OPPORTUNITIES   ARE  EMERGING  FOB  SERVICES   SUPPLEMENTING  THOSE   OF  THE 
PUBLIC  MESSAGE  TELEPHONE  NETWORK 

At  the  outset,  we  find  it  useful  to  distinguish  between  the  public  message  tele- 
phone service,  and  leased  line  or  private  line  service.  The  former  uses  a  portion 
of  the  integrated  nationwide  network  with  circuit  switches  to  connect  oH 
demand  any  subscriber's  telephone  to  any  one  of  the  100  million  telephone 
stations  throughout  the  country— or  to  any  one  of  the  other  100  million  through- 
out the  rest  of  the  world.  The  prime  characteristic  of  this  market  is  universality 
of  access  to  a  multitude  of  occasional  users.  In  contrast,  a  telephone  or  tele- 
graph private  line  is  a  circuit  connecting  two  or  more  points  to  meet  the  needs 
of  specific  users  for  full-time  access  to  fixed  points.  While  private  line  service 
shares  much  equipment  with  the  message  service— the  same  cables,  microwave 
towers,  repeater  terminals,  carrier  terminals  and  the  like — it  does  not  ordi- 
narily employ  the  elaborate  circuit  switching  facilities  of  the  telephone  message 
services.  .  .,  ,  .        ,    , 

Another  category,  public  message  telegraph  services,  requires  switching,  but 
of  a  distinctive  kind.  Only  a  few  thousand  Western  Union  offices  need  be  con- 
nected, rather  than  millions  of  telephone  subscribers ;  and  individual  telegraph 
messages,  unlike  telephone  calls,  can  be  bunched  or  stored  and  forwarded  after 
a  delay.  For  these  reasons  Western  Union  employs  a  separate  and  specially 
tailored  message  switching  plant,  in  addition  to  using  channels  in  the  telephone 
switched  network. 
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In  recent  years,  demand  by  government  and  business  enterprises  has  been 
growing  rapidly  for  private  line  services  providing  both  voice  and  record  links. 
Such  services  can  be  provided  with  circuits  in  paired  wire  and  coaxial  cable, 
terrestrial  microwave  relay  and,  prospectively,  in  satellites.  In  some  cases,  these 
circuits  are  provided  by  the  common  carriers.  In  others,  users  employ  their 
own  private  line  systems. 

The  evolution  of  these  supplementary  services  offers  new  opportunities  for 
progress  in  improving  communications  services.  At  the  same  time,  it  raises 
pressing  policy  questions  with  regard  both  to  the  integrity  and  the  viability  of 
the  basic  integrated  network. 

A.  StiJ)jcct  to  Radio  Spectrum  Limitations,  Liberalized  Entry  into  Inter-City 
Private  Line  For-Hire  Service  Appears  Justified 

While  we  conclude  that  salutary  competitive  pressures  would  be  introduced 
by  more  liberalized  entry  into  private  line  service,  it  is  for  the  FCC  to  determijie 
the  merits  of  specific  applications  for  entry.  It  is  for  the  FCC  to  consider  the 
impact  of  entry  in  specific  cases  on  the  viability  of  the  integrated  system. 
Moreover,  a  miiltitude  of  complex  issues  confront  regulatory  bodies  in  individual 
proceedings- — issues  which  are  explored  in  depth  on  the  basis  of  a  i-ecord 
carefully  made.  Our  general  comments  below  should  not  be  taken  to  imply  any 
view  of  the  merits  in  specific  cases.  That,  by  law,  is  for  the  regulatory  body. 

With  the  exception  of  those  specialized  carriers  providing  connections  to  tele- 
vision broadcast  and  cable  systems,  the  FCC  currently  permits  private  line 
systems  outside  the  existing  common  carrier  network  only  if  they  are  on  a 
?!Oi-for-hire  basis.  In  consequence  of  this  policy,  the  restrictions  on  intercon- 
nection with  common  carrier  networks,  and  Bell's  low  Telpak  rates  for  some 
users,  private  systems  provide  only  a  small  portion  of  the  nation's  telecommuni- 
cations services.  While  over  400  organizations  currently  employ  private  micro- 
wave, their  total  of  approximately  2.5  million  circuit  miles  is  less  than  2%  of 
Bell's  total  of  about  150  million  circuit  miles. 

Private  line  services,  accounting  for  15%  of  Bell's  long-haul  revenues  and 
40%  of  its  long-haul  circuits,  are  growing  at  a  faster  rate  than  Bell's  other 
offerings.  For  Western  Union,  more  than  30%  of  its  revenues  represent  private 
line  service,  some  of  it  in  customized  computer  offerings  described  in  a  subse- 
quent section ;  its  private  line  revenues  have  increased  rapidly  in  recent  years, 
due  chiefly  to  government  use. 

We  see  several  advantages  to  making  available  more  potential  business  op- 
portunities in  these  markets.  New  kinds  of  services  offering  a  wide  range  of 
quality,  capacity  and  price  levels  might  be  developed  and  tested  in  response  to 
varying  needs  of  particular  user  groups,  thereby  enhancing  the  likelihood  of 
greater  consumer  satisfaction  in  these  areas.  And  technological  advances,  such 
as  microwave  equipment  produced  in  competitive  equipment  markets,  might  be 
more  rapid  if  introduced  by  numerous  private  line  suppliers.  Finally,  additional 
competitive  pressure,  even  if  confined  to  supplementary  services,  could  be  an 
important  factor  in  gauging  and  maintaining  high  performance  in  this  industry. 

In  principle,  we  see  no  reason  for  not  seeking,  a  similar  outcome  for  satellite 
and  other  new  long-haul  transmission  systems  when  they  become  operational. 
Given  our  lack  of  operational  experience  with  domestic  satellite  applications, 
however,  it  is  too  soon  to  state  unequivocally  the  appropriate  disposition.  Even 
so,  the  burden  should  continue  to  be  on  the  carriers  to  demonstrate  why  entry 
privileges  should  be  withheld,  rather  than  vice  versa.  As  we  note  in  our 
domestic  satellite  chapter,  a  number  of  attractive  prospects  exist  for  specialized 
satellite  services  (e.g.,  wide  band,  wide-area  data  exchange  networks,  TV  net- 
work distribution  and  occasional  use  networking).  These  might  be  offered  on  a 
competitive  basis,  in  addition  to  the  potential  role  of  satellites  in  the  basic  long 
lines  common  carrier  network. 

Application  of  entry  policies  to  the  circumstances  of  the  independent  telephone 
companies  may  involve  different  considerations.  They  have  argued  that  lacking 
the  scale  economies  of  the  Bell  System  long-haul  network,  they  could  not  respond 
effectively  to  competition  in  private  lines  without  injury  to  their  overall  level  of 
services.  However,  these  companies  own  only  a  small  portion  of  the  total 
nationwide  private  line  circuits,  and  the  bulk  of  what  they  do  own  involves 
wholly  intrastate  lines.  Consequently,  evaluation  of  the  merits  of  their  position 
and  policy  decisions  regarding  franchises  to  private  line  applicants  seeking  to 
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compete  with  their  private  lines  is  ordinarily  and  properly  for  the  state  regu- 
latory bodies,  and  beyond  the  scope  of  this  Keport. 

1.  The  issue  of  service  reliability  and  quality  can  be  resolved  in  the  market 
pla^e.— Of  course,  the  potential  benefits  from  competitive  pressures  must  be 
weighed  together  with  the  effects  on  the  telecommunication  system  in  terms 
of  service  reliability  and  quality,  system  optimization  and  an  equitable  price 
structure.  As  a  case  in  point,  some  have  expressed  concern  that  new  service 
competition  might  offer  large  users  lower  costs,  but  at  the  price  of  reduced 
quality.  More  generally,  they  argue  that  if  freer  entry  were  allowed,  ix)orly 
financed  and  managed  firms  may  offer  service  far  below  what  is  currently 
regarded  as  desirable  in  terms  of  quality  and  reliability.  They  question  whether 
it  is  in  the  public  interest  to  expose  potential  users  to  such  risks,  especially  in 
view  of  the  good  service  Ixnug  rendered  in  this  field  by  existing  common  carriers. 

Subject  to  qualifications  discussed  subsequently,  we  conclude  that  such 
questions  should  be  left  to  the  market  place.  Let  the  buyer  choose  among  the 
combinations  of  price,  quality  and  reliability  most  appealing  to  him  as  a  private 
line  user.  If  the  service  turns  out  to  be  poorer  than  he  expected,  he  is  free  to 
move  to  an  alternative  service.  Or  if  the  price  falls  to  reflect  the  poorer  per- 
formance, perhaps  he  will  choose  to  remain.  This  is  the  essence  of  the  competi- 
tive process.  One  of  the  great  potential  benefits  of  freer  entry  is  to  search  out 
;and  develop  new  services  tailored  to  particular  needs. 

Here  it  is  again  important  to  distinguish  between  the  private  line  customer 
;and  the  public  message  telei)hone  u.ser.  In  the  former  case,  the  user  is  a  large 
^business  unit  competent  to  choose  either  to  purchase  or  not  to  purcha.se  a  serv- 
ice between  specified  points  from  among  the  offerings  of  competing  entities. 
Moreover,  so  far  as  quality  of  private  line  service  is  concerned,  the  choice  to  go 
outside  the  established  carriers  affects,  for  the  most  part,  only  the  customer 
making  the  choice.  With  the  public  telephone  subscriliers,  the  situation  is  very 
different.  They  are  less  likely  than  business  users  of  private  lines  to  requirel  the 
differentiated  service  that  a  competitor  of  the  integrated  network  might  provide. 
And  if  suppliers  did  opt  to  sacrifice  quality  for  a  lower  price,  they  might  affect 
not  only  their  own  customers  but  all  other  customers  of  the  public  network  who 
rely  on  it  for  dependable  and  high  quality  service  to  every  telephone  terminal. 

2.  Proliferation  of  private  eommimieations  systems  could  raise  serious  prob- 
lems for  tlirC  integrated  netvorl:.  Bui  thef<e  problems  con  be  met  by  allowing  the 
established  carriers  sufficient  flrxibiUty  in  rates  to  meet  competition,  and  by 
strengthcivitig  regulatory  enpahilities  tn  preroit  destructive  competition. — If 
competition  is  to  yield  improved  efficiency  in  communications  supply,  pricing 
policies  must  be  related  to  the  markets  involved.  This  is  likely  to  require  a 
change  in  traditional  practices  of  pricing  communications  services.  Today,  com- 
mon carrier  tariffs  are  applied  uniformly  to  jurisdictional  areas  and  based  on 
system-wide  costs  rather  than  the  specific  costs  of  serving  specific  routes.  If 
such  a  pricing  policy  were  to  be  maintained,  new  entrants  would  be  provided 
with  artificial  and  uneconomic  incentives  to  enter  the  low-cost  high-density 
routes.  By  diverting  business  on  these  routes  from  the  established  carriers — 
freqiiently  called  "cream  skimming" — the  new  entrants  could  deprive  the 
carriers  of  revenues  which  partially  help  to  support  service  on  high  cost  routes. 
Such  patterns  could  encourage  inefficient  investment  in  communications  and 
impose  additional  costs  on  society. 

Therefore,  when  a  competitive  challenge  to  the  established  carriers  arises, 
neither  they  nor  the  regulatory  agencies  should  continue  to  apply  the  principle 
of  jurisdictional  tariff  uniformity  based  upon  the  aggregate  costs  of  ser^dng  all 
routes.  Rather,  prices  over  competitive  routes  should  be  based  upon  the  costs 
and  demand  characteristics  of  these  routes. 

The  sound  response  of  iM)licy,  we  believe,  is  to  provide  flexible  opportunities 
for  entry,  matched  by  a  policy  of  allowing  the  established  carriers  sufficient 
pricing  flexibility  to  respond  economically  to  the  challenge  of  the  new  services. 
However,  in  placing  the  new  entrant  and  the  established  carrier  on  equal 
terms,  the  new  entrant  should  be  protected  against  the  threat  of  non-compensa- 
tory or  "predatory"  pricing  on  the  part  of  a  carrier  who  has  a  monopoly  market. 
The  danger  of  non-compensatory  pricing  is  real.  Under  a  system  of  regulation 
dominated  by  criteria  of  fair  return  on  the  entire  rate  base  of  the  carrier,  the 
possibility  always  exists  that  the  carrier  would  use  its  superior  position  in 
sheltered'  markets  to  cover  losses  in  the  comiietitive  sector.  What  is  needed  is 
a  minimum  price  standard  calculated  with  reference  to  the  "long-run  incre- 
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mental  costs"  for  the  particular  service  (including  the  cost  of  capital  and  the 
profits  allowed  for  the  incremental  capital  associated  with  the  service),  rather 
than  for  the  system  as  a  whole.  With  such  a  priciiii;  standard,  users  Of  non- 
competitive seiTices  would  not  subsidize  the  u.sers  with  competitive  alternatives. 
The  competitive  services  of  the  existing  carriers  woulil  still  pay  the  ailded  costs 
they  impose  on  the  system. 

The  difficulty  of  determining  an  appropriate  minimum  price  standard  was 
illustrated  by  the  Telpak  rate  case.  Prior  to  the  "Above  890"  decision,  which 
liberalized  entry  by  private  microwave  systems,  Bell's  interstate  private  line 
tai-iff  applied  uniformly  to  all  consumers.  In  order  to  meet  the  competition  of 
private  user  systems,  Bell  introduced  discounts  ranging  up  to  85%.  Western 
Union  and  the  suppliers  of  private  microwave  equipment  complained  to  the 
FCC,  which  was  unable  to  reach  a  decision  in  the  initial  Telpak  hearing  on  the 
question  of  whether  Telpak  rates  were  compensatory.  However,  Bell's  cast 
studies  undertaken  for  the  current  FCC  investigation  into  rate-making  prin- 
ciples indicate  that  substantial  rate  increases  were  necessary  in  order  to  make 
Telpak  compensatory. 

The  problem  of  defining  the  limit  for  the  carrier's  price  flexibility  in  meeting 
comi>etition  is  now  one  of  the  subjects  of  an  inquiry  before  the  FCC.  If  non- 
compensatory pricing  is  to  be  guarded  against,  the  FCC  must  establish  effective 
regulatory  standards  over  minimum  rates.  Otherwise,  pricing  responses  of  the 
established  carriers  could  uneconomically  foreclose  entry  of  efficient  entrants. 
Given  the  importance  of  this  issue  and  its  complexity,  the  FCC  should  take  a 
more  active  role  on  pricing  issues  than  it  has  taken  in  the  past,  including  review 
of  subsequent  carrier  rate  increases  following  comiietitive  responses  by  carriers. 

However,  it  is  also  important  to  recognize  that  the  regulatory  power  over 
minimum  rates  could  be  exercised  in  ways  which  unduly  restrict  fair  compe- 
tition. Minimum  pricing  standards  must  not  be  employed  as  '•umbrellas"  to 
protect  established  firms  from  each  other  and  from  potential  new  competitors. 
Rather,  they  must  encourage  the  substance  of  competition  by  permitting  liberal 
exit  conditions  to  complement  the  liberal  entry  conditions. 

We  do  not  minimize  the  danger  that  regulated  competition  could  lead  to 
policies  of  accommodation  rather  than  of  real  rivalry.  The  best  protection 
against  this  risk  is  a  general  understanding  of  the  policies  involved,  and  of  the 
principles  which  should  govern  in  the  resolution  of  disputes.  In  such  an  environ- 
ment, it  should  be  clear  to  firms  considering  entry  into  the  field  that  they  would 
enter  at  their  risk,  with  no  protection  against  the  established  carriers  should 
the  latter  react  by  reducing  their  rates  towards  a  prescribed  floor. 

3.  Under  new  competitive  pressures,  an  equitable  priciny  structure  can  he 
maintained. — Some  would  object  to  the  proposal  for  geographical  rate  flexibility 
on  grounds  that  the  rate  structure  would  thereby  be  badly  fragmented.  We  rec- 
ognize that  the  introduction  of  rate  flexibility  would  very  likely  for  a  lowering 
of  rates  in  some  markets  and,  conceivably,  an  increase  in  others.  Some  would 
question  whether  such  adjustments  would  be  widely  acceptable  and  in  the 
public  interest. 

With  respect  to  private  line  services  we  do  not  consider  this  a  serious 
problem.  Businessmen  are  accustomed  to  incurring  different  costs — labor,  trans- 
portation, materials,  taxes,  etc. — depending  on  location.  Despite  imiform  tariff's, 
differential  effective  rates  have  been  a  familiar  feature  of  the  private  line 
business  for  many  years.  Businessmen  and  the  communities  where  they  operate 
should  be  able  to  adjust  to  locational  discounts  as  well. 

Problems  of  differential   pricing  based   on   cost   differences   would   be  more 
serious   in   the   public   message   service.    There    we   have   a    long    tradition    of 
charging  equal  rates  for  standard  units  of  service  regardless  of  location  ;  and 
strong  objections  might  be  raised  if  the  pricing  of  ordinary  telephone  service 
were  to  vary  according  to  the  underlying  cost  characteristics  of  specific  markets. 
B.  Suppliers  of  Private  Line  Services,  Both  For-Uire  and  User-Owned,  Should 
Be  Permitted  to  Interconnect  With  Each  Other  and  With  Common  Carrier 
Private  Line  Neticorks,  Subject  to  Appropriate  Standards  Regarding  Com- 
patibility and  Protection 

Restrictions  on  interconnection  with  common  carrier  private  line  systems 
have  been  a  serious  handicap  to  the  growth  of  private  systems ;  for  such  restric- 
tions mean  that  any  user  system  must  be  self-contained  with  its  own  local 
loops,  terminal  gear  and  other  equipment.  We  conclude  that  such  interconnec- 
tion could  be  a  stimulus  to  competition,  diversity,  and  development;   that  it 
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need  not  pose  a  serious  threat  to  system  integrity;  and  that  it  could  be  made 
consistent  with  the  needs  of  national  security. 

1.  Interconncotion  ^vith  common  carrier  private  lines  is  vital  in  promoting 
competition  without  ivasteful  duplication  of  facilities. — Conceivably,  an  efficient 
new  supplier  of  transmission  facilities  could  bring  lines  into  individual  offices 
in  parallel  with  those  of  existing  carriers,  and  still  price  the  service  attractively 
enough  to  maintain  a  profitable  business.  But  this  outcome,  involving  obvious 
and  wasteful  duplication  of  facilities,  could  hardly  be  judged  desirable.  While 
such  duplication  might  be  more  than  offset  by  efficiencies  in  operations  else- 
where, the  most  economic  solution  would  be  to  maintain  the  efficiencies  while 
avoiding  the  added  cost  of  the  duplication.  Thus,  policy  should  be  aimed  at 
requiring  interconnection  with  the  carrier's  private  lines,  in  order  that  new 
entrants  be  able  to  gain  access  to  their  own  customers. 

2.  Systetn  integrity  need  not  be  jeopardized  hy  such  a  policy. — In  the  past, 
the  carriers  have  opposed  compulsory  interconnection  on  the  ground  that  their 
network  would  be  adversely  affected  by  the  inputs  into  it  made  by  a  foreign 
attachment,  whether  that  attachment  is  a  price  of  user  terminal  gear  or  an 
entire  system.  Whatever  the  relevance  of  this  concern  to  the  switched  network, 
it  is  not  as  critical  to  connection  of  private  lines ;  in  fact,  the  carriers  already 
permit  private  line  users  to  attach  their  own  terminal  gear  and  protective 
devices  and  a  recent  Bell  tariff  offering  would  permit  not-for-hire  private  systems 
to  interconnect  even  into  the  switched  network  provided  it  is  done  through 
Bell-supplied  protective  and  network  control  devices  and  meets  certain  criteria. 

Another  fundamental  aspect  of  system  integrity  involves  management  re- 
sponsibility. The  carriers  have  contended  that  unless  they  have  full  and  uu- 
compromised  responsibility  for  service  among  users,  they  cannot  guarantee 
high  levels  of  reliability  and  quality.  If  ownership  of  a  particular  service  is 
fragmented  in  the  hands  of  several  entities  interconnected  with  each  other,  it  is 
difficult  or  impossible,  some  assert,  to  establish  fault  and  responsibility  when 
problems  arise. 

Again,  the  distinction  between  private  line  and  the  switched  network  is 
salient.  In  the  former,  business  users  of  full-time  services  are  generally  knowl- 
edgeable buyers.  Since  the  user  would  be  dealing  with  at  most  only  a  few 
entities  serving  only  the  few  points  to  which  he  is  connected  by  private  line, 
and  since  we  envisage  these  few  entities  would  have  interconnection  agreements 
supervised  by  the  FCC,  the  problem  of  divided  responsibility  should  not  be  of 
decisive  importance. 

3.  Free/r  entry  should  he  made  consistent  with  the  needs  of  national  security 
for  an  integrated  nationwide  system. — The  growth  of  long-haul  transmission 
facilities  outside  the  integrated  network  poses  a  question  of  national  security. 
If  these  lines  are  not  compatible  with  the  Bell  System,  they  would  not  be  part 
of  the  pool  of  circuits  available  for  alternate  routing  by  the  carrier  system,  and 
they  might  not  be  as  useful  if  a  crisis  required  a  change  in  normal  routing 
patterns. 

We  agree  that  the  further  growth  of  private  systems  should  be  governed  by 
rules  taking  full  account  of  national  security  interests.  However,  the  freedom 
of  established  carriers  to  meet  the  specialized  carriers'  challenge  through  flexible 
price   competition,    makes   it   most   unlikely    that    significant    portions    of   our 
evolving  domestic  transmission   facilities   could  not   be   coordinated   with    the 
integrated  system.  If  independent  line  systems  are  required  to  interconnect  with 
the  private  "line  networks  of  the  established  carriers,  and  maintenance  of  the 
intgrity  of  the  system  is  a  prerequisite  for  interconnection ;  such  lines  could  be 
used  within  thenationwide  network  in  time  of  emergency.  We  leave  it  to  the 
FCC  with  the  advice  of  the  Executive  Branch,  in  passing  on  specific  applications, 
to  decide  whether  additional  design  or  technical  constraints  on  interconnection 
or  requirements  for  compatibility  should  be  imposed  in  the  interests  of  national 
security.   If  the  Commission  finds   that  additional  constraints  are  needed,    it 
should  also  determine  by  whom  the  cost  of  adaptation  should  be  borne. 
C.  Self    Contained,    User-Owned    Private    Systems    and    Terminal   Equipment 
Should  he  Permitted  to  Interconnect  into  the  Message  Telephone  Network, 
Suhject  to  Protection  of  System  Integrity  by  Development  and  Publication 
of  System  Standards  and,  Where  Necessary,  Provision  of  Protection  Equip- 
ment 
Until  now,  customer-supplied  terminal  equipment  has  been  allowed  on  private 
hies   but  it  has  not  been  allowed  on  the  switched  network  unless  a  protective 
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interface  device  (including  a  modulation/demodulation  unit)  is  provided  by  the 
carrier.  One  justification  for  tliis  distinction  has  been  the  need  to  maintain  the 
integrity  of  the  system.  Signals  generated  by  customer  supplied  terminal  equip- 
ment on  private  lines  generally  do  not  employ  the  complex  switching  apparatus 
of  local  exchanges.  Use  of  such  customer-provided  terminal  equipment  was 
therefore  thought  to  involve  less  danger  of  interference  with  the  integrity  of  the 
system  than  use  of  such  equipment  on  the  switched  network.  For  similar 
reasons,  the  telephone  companies  previously  prohibited  all  interconnections  of 
private  systems  into  the  switched  network.  However,  the  FCC  has  recently 
declared  illegal  the  telephone  company  tariiTs  containing  general  prohibitions 
against  use  of  customer-owned  modulation/demodulation  devices  and  inter- 
connection of  private  systems  for  interstate  communications."  The  Commission's 
decision  stated  that  it  was  illegal  to  prohibit  devices  and  interconnections,  in  the 
absence  of  a  showing  that  they  are  harmful  to  the  telephone  network.  , 

In  response  to  the  Commission's  decision,  the  telephone  companies  have  filed 
new  tariffs  to  ijermit  use  of  customer-owTied  terminal  devices  and  interconnec- 
tion of  private  systems,  subject  to  a  number  of  limitations  which  the  telephone 
companies  say  are  necessary  to  protect  the  integrity  of  the  switched  network. 
These  limitations  would  require  the  customer  to  comply  with  technical  speci- 
fications set  forth  in  the  tariff;  and  to  use  a  protective  interface  device  and  a 
network  control  signalling  unit  supplied  by  the  telephone  company. 

These  protective  measures,  some  of  which  are  still  under  challenge  before  the 
Commission,  would  appear  to  reduce  in  importance  the  issue  of  "system  integ- 
rity" which  has  long  been  the  basis  for  excluding  private  equipment  and  sys- 
tems from  use  with  the  switched  network.  If  so,  the  path  would  be  cleared  for 
the  development  and  use  over  the  switched  network  of  a  wider  range  of  termi- 
nal devices  (particularly  specialized  terminal  equipment  necessary  for  trans- 
mitting data)  and  perhaps  also  of  private  communications  systems. 

B.  ire  Agree  With  the  Consensus  oj"  Views  Presented  by  the  Parties  to  the 
Computer  Inquiry  that  Remote-Access  Data  Processing,  or  Teleprocessing, 
Does  not  Presently  Exhibit  Characteristics  Justifying  Comprehensive  Public 
Utility  Regulation 

The  filings  in  the  FCC's  computer  inquiry  have  illuminated  problems  of  com- 
petition and  entry  in  the  field  of  communication  with  and  among  computers. 
Although  it  will  be  many  months  before  the  Commission  issues  a  report,  it  is 
not  too  soon  to  comment  on  the  issues  of  policy  raised  in  this  pioneer  inquiry. 

There  has  been  some  talke  of  nationwide  "computer  utilities."  This  notion 
assumes  that  economies  of  scale  in  computation  and  the  advantages  of  shared 
equipment  are  so  great  that  eventually  most  users  will  find  it  economic  to 
procure  data  processing  from  a  single  central  computer,  or  perhaps  from  a  few 
regional  computers.  However,  this  vision  of  the  future  overlooks  the  fact  that 
computer  costs  are  declining  more  rapidly  than  the  costs  of  long-haul  trans- 
mission. Although  computer  time-sharing  will  undoubtedly  increase  from  its 
present  level,  the  long  run  balance  between  the  cost  of  duplicating  data  storage 
facilitiesand  the  cost  of  gaining  access  to  a  central  computer  favors  the  first 
option.  Moreover,  teleprocessors  are  far  from  overcoming  the  high  costs  of 
managing  a  time-sharing  system,  especially  one  that  serves  users  with  diverse 
processing  requirements. 

A  wide  variety  of  computer  services  and  a  healthy  pace  of  entry  exist  in  this 
field.  At  this  time,  it  appears  that  all  but  the  most  highly  specialized  computers 
will  be  able  to  operate  at  full  capacity  without  seeking  a  regional  or  national 
market.  Under  present  circumstances,  our  studies  provide  no  basis  for  recom- 
mending the  comprehensive  regulation  of  rates  or  entry  in  the  computer  business 
on  the  basis  of  public  utility  principles.  Of  course,  the  FCC's  comprehensive 
computer  inquiry  will  provide  more  definitive  answers,  and  may  reveal  specific 
problems  requiring  regulatory  action.  Furthermore,  as  technology  continues  to 
push  forward,  the  factual  basis  for -our  current  judgment  may  change.  But 
considerabletime  remains  before  such  issues  become  acute. 

1.  Under  present  circumstances,  the  telephone  companies  should  not  he  per- 
mitted to  offer  teleprocessing.— In  our  view  quite  properly,  AT&T  has  dis- 
claimed any  interest  in  becoming  a  data  processor.  This  policy  is  consistent  with 
the  principles  that  its  scope  of  operations  should  be  limited  to  the  area  for 


2  In  re  Carterfone,  13  F.C.C.  2d  420   (196S). 
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which  its  public  franchise  is  justified — in  this  instance,  the  management  of  the 
integrated  public  message  communications  network,  and  related  communications 
services.  The  economic  strength  of  a  protected  market  should  not  be  used  to 
gain  advantage  in  tenuously  related  competitive  markets. 

To  be  sure,  this  principle  might  lead  to  uneconomic  results  if  the  Bell  System's 
new  computer-like  circuit-switching  system  (ESS)  were  adapted  to  perform 
some  data  processing  either  as  a  secondary  function  or  in  off-peak  hours.  How- 
ever, the  ESS,  designed  for  the  primary  function  of  analog  circuit  switching, 
and  with  its  memory  and  control  completely  occupied  l>y  specialized  telecom- 
munications progrannning,  could  not  be  efficiently  adopted  for  general-puriwse 
data  processing.  While  a  policy  of  excluding  the  telephone  companies  from  data 
processing  may  require  reexamination  if  future  generations  of  computerized 
switching  centers  exhibit  enormous  economies  of  scale,  it  seems  sound  for  the 
present. 

2.  We  find  no  convincing  case  for  extensive  regulation  in  store-and-foncaid 
sicitehing  and  in  hybrid  data  processing/ store-and-forward  sivitching  services. — 
At  some  future  time,  the  telephone  companies'  switching  computers  may  become 
the  most  efficient  instruments  for  store-and-forward  switching.  A  single  systems 
manager  may  be  required  for  an  interconnected  network  of  store-and-forward 
.switching  and  data-processing  computers  cutting  across  industry  lines.  But  the 
prospect  is  remote.  Certainly  it  will  not  come  until  the  message  telephone  system 
is  completely  digitized.  In  part  because  of  its  great  expense,  computerized 
stoi-e-and-forward  switching  has  grown  up  only  within  single  firms,  governmental 
agencies,  or  among  closely  connected  entities.  Today,  store-and-forward  switch- 
ing is  primarily  an  incidental  feature  of  teleprocessing  services  which  already 
provide  leased  line  connections  between  terminals.  Even  the  few  common-user 
systems  provide  only  in-house  communications;  they  do  not  connect  terminals 
belonging  to  different  customers. 

A  single  store-and-forward  carrier  would  have  to  accommodate,  on  a  single 
set  of  facilities,  terminals  with  diverse  line-speed,  response-time  and  storage 
requirements.  Such  diversity  would  add  to  the  costs  of  the  system,  offsetting 
the  economies  of  scale  of  a  single  supplier.  Most  firms  avoid  the.se  diversity 
costs  through  in-house  or  intra-industry  systems  where  limited  <'ompatibility 
problems  arise,  and  where  the  user  of  users  association  can  provide  whatever 
coordination  is  necessary.  On  the  basis  of  our  studies,  we  cannot  conclude  that 
store-and-forward  switching  should  now  be  provided  by  the  telephone  coni- 
l)anies.  or  that  the  numerous  firms  which  provide  it  need  now  be  regulated  as 
common  carriers." 

The  principal  complications  for  policy  at  this  time  have  arisen  from  Western 
Union's  vigorous  entry  into  store-and-forward  switching  via  the  SICOM  and 
INFOCOM  offerings*  and  its  desire  to  provide  hybrid  data  processing/store- 
and-forward  switching  services.  Since  neither  pure  store-and-forward  switching 
nor  hybrid  services  seem  to  involve  natural-monopoly  elements,  it  is  doubtful 
that  only  regulated  carriers  should  be  permitted  to  make  such  offerings.  As 
discussed  more  fully  in  Section  IV,  however,  we  see  no  reason  to  exclude 
Western  Union  from  either  store-and-forward  switching  or  hybrid  services. 
E.  Subject  to  Appropriate  Technical  Standards,  Line  Brokerage  and  Shotting  by 
Companies  Providing  Store-and-Forward  Seroices,  as  Well  as  Line  Sharivg 
by  Any  Private  Line  Customer,  Should  be  Pei-mitted 
Line  sharing  and  brokerage  for  purposes  of  store-and-forward  switching  are 
essential  to  promote  promising  new  computer  services  on  a  competitive  basis. 
Firms  that  supply  teleprocessing  and  data  retrieval  services  lease  lines  from 
carriers  to  connect  their  customer  terminals  to  a  central  computer.  Under  exist- 
ing brokerage  restrictions,  these  firms  are  forbidden  to  allow  their  customers  to 
satisfy  a  potentially  wide  range  of  communications  needs  among  themselves. 
Relaxation  of  this  restriction  would  permit  reductions  in  costs  to  these  cus- 
tomers through  more  efficient  use  of  their  facilities,  and  would  permit  the 
firms  to  offer  store-and-forward  switching  services  using  the  same  computers. 

The  line  sharing  prohibition  retards  development  of  another  important  func- 
tion :  the  collection  of  individual  signals  for  transmission  to  distant  terminals. 
Individual  teleprocessing  firms  are  allowed  to  collect  signals  from  authorized- 
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user  terminals.  However,  as  a  consequence  of  the  line  sharing  prohibition  two 
or  more  firms  cannot  jointly  share  these  lines. ° 

Since  leased  lines  are  not  interconnected  with  the  public  message  telephone 
switched  network  (and  with  a  fully  interconnected  network  of  store-and-forward 
switching  computers  a  remote  possibility)  there  are  no  overriding  considera- 
tions of  system  integrity  to  support  the  tariff  prohibitions.  Nor  do  these  special- 
ilized  teleprocessing  networks  offer  a  threat  of  becoming  an  alternative  to 
public  message  telephone  service.  Even  when  consumer  teleprocessing  service 
develop  (e.g.  computerized  banking)  they  seem  destined  largely  to  utilize  the 
switched  network,  with  the  touch-tone  telephone  in  many  cases  generating  the 
necessary  data  signals.  Therefore,  leased  line  networks  will  remain  a  costly 
communications  medium  limited  to  users  who  exchange  large  amounts  of  data, 
while  the  telephone  network  will  remain  indispensable  for  general  purpose  two- 
two  communications.  > 

A  mure  substantial  concern  underlying  the  traditional  restrictions  on  sharing, 
resale  or  subdivision  of  private  lines  is  fear  of  line  arbitrage  which  would 
erode  the  carriers  quantity  discount  tariffs.  If  a  middleman  could  buy  in 
bulk  at  the  Telpak  rate  and  resell  to  small  users,  a  pricing  structure  whicli 
discriminates  in  favor  of  large  users  could  be  seriously  eroded.  But  we  can- 
not regard  this  a  major  problem.  In  fact,  the  erosion  of  such  price  discrimina- 
tion may  be  a  desirable  result  of  our  recommendations  for  competitive  oppor- 
tunity. By  the  same  token,  we  find  no  persuasive  reasons  for  placing  limita- 
tions on  the  sharing,  brokering,  or  channelizing  of  individual  private  lines 
in  order  to  achieve  more  efficient  use  of  tliese  lines. 

We  understand  that  AT&T  is  planning  to  file  in  January  1969  a  new  tariff 
including  modifications  in  line  sharing  restrictions.  Presumably  the  FCC  will 
reach  conclusions  about  line  sharing  and  brokerage  in  its  current  computer 
in(piiry. 

III.     OPPOKTUXITIES    FOR    ENLARGED    ACCESS    TO    THE     MARKET    FOR    COMMUXICATIOXS 
EQUIPMENT   SHOULD   BE   EXPLORED 

I'rogress  in  the  development  and  manufacture  of  communications  equip- 
ment is  clearly  an  important  condition  of  progress  in  the  provision  of  com- 
munications service.  While  experience  in  providing  service  is  a  stimulus  to  tlie 
development  of  equipment,  the  service  in  the  end  cannot  be  better  than  the 
equipment  used  in  providing  it.  National  communications  policy  should  be 
concerned  that  every  potentiality  for  improvement  in  equipment  is  fully 
exphuted. 

The  telephone  industry  is  characterized  by  a  structure  of  vertical  integni- 
tion.  Western  Electric,  a  wholly  owned  affiliate  of  AT&T,  supplies  nearly  all 
the  equipment  (either  through  direct  manufacture  or  through  outside  purchase) 
to  the  rest  of  the  Bell  System.  A  similar  relationship  exists  between  General 
Telephone's  operating  companies  and  their  manufacturing  affiliate  Automatic 
Electric. 

The  question  has  frequently  been  raised  about  whether  these  kinds  of  affilia- 
tions are  most  conducive  to  technological  advance,  good  service  commensurate 
with  needs  of  users,  and  low  cost.  In  addressing  this  question  we  find  a  number 
of  conflicting  arguments. 

On  one  hand,  the  carriers  claim  that  affiliation  is  justified  by  special  con- 
siderations which  do  not  necessarily  apply  in  other  industries — where  com- 
parable ties  are  forbidden.  In  particular.  Bell  officials  maintain  that  the  un- 
surpassed quality  of  communications  service  in  the  U.S.  is  made  possible  by 
the  Bell  System's  ability  to  coordinate  closely  re.search,  development,  design, 
manufacture,  and  operations.  They  argue  that  teamwork  among  the  Bell  Labo- 
ratories. Western  Electric,  the  operating  companies  and  the  Long  Lines  division 
has  yielded  the  optimum  results  in  service  to  customers^as  measured  bv  costs. 
qualitv  and  prom])t  availability  of  services.  Moreover,  they  maintain  that 
manufacturing  affiliation  does  not  foreclose  competition,  since  nbout  one-half 
of  the  a)!proximately  $3  billion  in  annual  sales  by  Western  Electric  to  the 
rest  of  the  Bell  System  represents  procurement  bv  Western  Electric  of  sup- 
plies, materials,  and  equipment  on  a  competitive  liasis  from  outside  firms. 


s  •Viithorizecl  nsprs  are  customers  of  the  firm  le.isinff  a  l!ne  from  the  cnrriers.  .\ii- 
thorizerl  t'-er';  are  allowed  to  use  the  line  for  communication  with  the  lessee,  hut  not 
with  one  another  or  even  between  branche.s  of  their  own  organizations. 
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On  the  other  hand,  some  maintain  that  independent  manufacturers  are 
deterred  from  attempting  greater  access  as  a  consequence  of  the  industry's 
structure  of  ownership.  This,  they  argue,  constitutes  a  serious  loss  on  grounds 
that,  among  other  tilings,  manufacturers  not  affiliated  with  carriers  have 
made  very  substantial  technological  breakthroughs  in  telecommunications 
markets  where  entry  is  free — notably  In  satellite  communications.  Moreover, 
they  argue  that  even  if  operating  companies  were  required  by  law  or  company 
policy  to  purchase  through  competitive  bidding,  the  intimate  relationship  be- 
tween the  operating  and  manufacturing  arms  of  each  system  would  make  it 
difficult  for  outside  suppliers  to  make  their  maximum  contribution. 

In  the  very  brief  time  available  to  the  Task  Force,  we  have  found  mixed 
and  only  fragmentary  evidence  relating  to  the  effects  of  vertical  integration 
in  the  industry  on  innovation  and  market  behavior.  In  theory,  the  carrier's 
control  of  manufacturing  could  lead  to  a  variety  of  undesirable  consequences, 
such  as  uneconomic  pricing,  inadequate  response  to  ojiportunities  for  innova- 
tion, and  inefficiency.  We  have  no  convincing  evidence  that  the  performance 
of  the  principal  manufacturer,  Western  Electric,  has  exhibited  these  ten- 
dencies. Moreover,  we  lacked  the  time  and  resources  required  to  seek  meaning- 
ful comparisons,  taking  into  account  all  the  relevant  factors,  between  Western 
Electric's  profits  and  performance  and  those  of  independent  firms. 

Di.ssolution  of  the  ownership  ties  between  Bell  and  Western  Electric  has 
sometimes  been  suggested  as  the  best  way  of  obtaining  the  full  benefits  of 
diversity  and  competition  for  the  industry.  In  view  of  time  constraints,  we 
have  not  had  the  opportunity  to  study  this  question  in  depth  or  to  evaluate 
critically  the  arguments  that  an  exten.sive  degree  of  vertical  integration  is 
necessary.  On  the  basis  of  the  limited  studies  which  our  timetable  has  per- 
mitted, we  are  not  in  a  position  to  make  a  firm  recommendation  on  the  ques- 
tion one  way  or  the  other.  Kn^orn 

It  is,  of  course,  outside  our  competence  to  express  a  .ludgment  on  the  AT&T- 
Western  Electric  tie  regarding  its  consistency  with  the  antitrust  laws.  That 
issue  must  be  left  to  the  Justice  Department  and  to  the  courts. 

The  question  of  dissolution  aside,  we  favor  access  by  outside  suppliers  to 
the  widest  extent  feasible.  For  the  lesson  of  experience  in  most  industries  is 
that  innovation  is  a  function  of  diversity  and  competitive  pressure.  While 
the  high  degree  of  automation  and  requirements  for  system  design  once 
placed  the  telephone  industry  apart  from  the  rest  of  the  economy,  these 
characteristics  now  typify  other  industries  as  well.  With  the  convergence 
of  communications  and  computer  technology  and  the  growth  of  the  aerospace 
industry,  a  number  of  firms  have  potential  as  innovators  and  manufacturers  in 
the  field  of  advanced  communications  equipment. 

We  believe  that  public  policy,  and  enlightened  company  policy,  should 
seriously  explore  every  pos.sibility  of  enlarging  opportunities  for  competitive 
access  to  the  market  for  communications  equipment,  beyond  the  present  level 
of  outside  market  procurement  by  the  carrier  affiliates.  Clearly,  it  is  in  the 
public  interest  to  make  certain  that  where  and  when  competition  can  provide 
such  carriers  with  equipment  that  meets  compatibility,  technical  and  opera- 
tional standards,  and  that  is  less  expensive  than  the  equipment  of  an  affiliated 
manufacturer,  the  carrier  should  purchase  accordingly. 

This  implies  that  information  on  future  procurements  be  made  as  widely 
available  as  is  practicable.  It  implies  also  that  when  systems  have  passed 
through  the  development  stage,  stable  components,  where  feasible,  be  broken 
out  for  procurement  in  the  open  market. 

IV.    INSTITUTIONAL    AND    RKGULATOKT    CHANGES    WITH    RESPECT    TO    THE   OPERATIONS 
OF   WESTERN   UNION   APPEAR  DESIRABLE 

A.  In  Ordrr  to  Maintain  a  Vinhlp  Piihlin  Measarje  Sfrriec.  Cnsit  Frfhirtinvfi  ar^ 

Essential.  Partial  Consolidation  of  this  Service  ivith  the  Post  Office  Should 

he  Explored 

-Western  Union  is  now  principally  engaged  in  four  related  fields  of  nctivit-^— 

the  provision  of  a  public  message  telegraph  service    (PMS).  a   tdetvpewriter 

exchange   service    (Telex),   private   line   services,    and    an   increasingly   active 

role  in  teleprocessing.  As  is  well  known,  its  public  message  service  has  been 

declining  in  volume.  Although  other  factors  have  played  a  role  in  the  decline, 
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tile  reduction  of  rates  for  long  distance  teleplione  service  relative  to  the  con- 
stantly increasing  rates  for  telegraph  service  is  one  of  the  paramount  causes 
of  its  present  condition.  Since  that  trend  is  likely  to  continue,  we  doubt  that 
PMS  as  presently  organized  has  a  bright  future. 

Among  the  possibilities  for  strengthening  PMS,  perhaps  the  most  promising 
would  involve  partial  consolidation  of  telegraphic  services  with  the  U.S.  Post 
Office."  If  the  public  message  service  were  to  have  a  service  counter  in  all 
or  most  local  post  offices,  the  cost  could  be  less  than  Western  Union  presently 
incurs  in  maintaining  its  own  offices.  Yet  the  coverage  would  be  much  greater 
because  the  number  of  post  offices  is  more  than  double  the  number  of  telegraph 
offices.  Moreover,  consolidation  of  PMS's  messenger  crew  with  the  Post  Office's 
much  larger  force  might  result  in  additional  savings. 

We  have  not  attempted  to  explore  the  many  questions  of  detail  that  must 
be  resolved  prior  to  even  a  limited  consolidation  of  postal  and  telegraph 
services.  We  are  convinced,  however,  that  it  is  a  realistic  and  attrartive 
objective  whose  consideration  should  be  a  matter  of  high  priority. 

If  the  public  message  service  cannot  be  reinvigorated  through  a  cost-reducing 
consolidation,  the  abandonment  of  the  service  would  merit  serious  considera- 
tion. No  doubt,  should  nationwide  PMS  disappear,  a  record  service  would 
continue  to  be  offered  among  the  larger  cities.  The  fundamental  question,  there- 
fore, is  whether  we  ascribe  to  telegraph  service  the  same  values  as  telephone 
service — a  service  whose  widespread  availability  is  sufficiently  important  to 
justify  financial  support,  through  rate  averaging,  in  sparsely  populated  areas 
from  prosperous  heavily  travelled  routes. 
B.  Western  Union's  Status  as  the  Supplier  of  PMS  Deserves  Further  Study 

A  question,  separate  from  the  viability  of  the  public  message  service,  is 
whether  Western  Union  should  continue  as  its  supplier — either  through  its  own 
offices,  or  as  a  co-venturer  or  co-tenant  of  the  Post  Office.  Although  Western 
Union  has  been  less  than  enthusiastic  about  PMS's  prospects,  it  does  see  a 
minor  role  for  the  service  in  its  own  plans  for  becoming  an  integrated 
record  carrier.  As  Western  Union's  modernization  program  progresses  during 
the  1970's,  an  increasing  portion  of  PMS  traffic  will  move  over  the  Telex  net- 
work ;  and  the  two  services  will  share  with  Western  Union's  data  processing 
customers  the  store-and-forward  switching  capabilities  of  its  new  computers. 
These  plans  suggest  that  economies  would  exist  in  providing  the  public  message 
service  jointly  with  Western  Union's  other  offerings.  One  of  the  most  useful 
findings  that  might  come  forth  from  a  FCC's  impending  investigation  of 
Western  Union  is  whether,  in  fact,  PMS  is  most  efficiently  provided  over  these 
facilities. 

Tlie  notion  of  a  public  message  service  implies  public  utility  regulation. 
But  Western  Union's  data  processing  ambitions  have  taken  the  company  into 
competitive  areas.  Some  have  questioned  whether  Western  Union  will  be  able 
to  amortize  its  $800  million  investment  in  computers  unless  it  is  permitted 
to  use  them  for  data  processing  and  information  retrieval  services.  In  addition, 
the  store-and-forward  switching  market,  which  it  has  already  entered,  is 
likely  to  be  competitive;  and  there  are  large  economies  in  offering  this  service 
jointly  with  data  processing.  Even  teletypewriter  exchange  service  may  no 
longer  be  monopolistic,  if  customers  may  in  the  future  have  the  option  of 
buying  their  own  terminals  and  employing  the  telephone  network  in  accordance 
with  AT&T's  recent  tariff  filing. 

Of  course,  it  is  not  inconceivable  for  the  same  company  to  provide  regulated 
and  non-regulated  services.  But  the  complex  accounting  task  of  separating  the 
cost  of  one  service  from  that  of  another  would  impose  a  heavy  burden.  In 
view  of  Western  Union's  general  pessimism  about  the  future  of  PMS.  it  would 
be  proper  to  consider  alternative  suppliers  of  the  service  if  the  FCC  investiga- 
tion discloses  that  joint  economies  between  PMS  and  other  services  of  Western 
Union  are  not  substantial,  and  if -an  arrangement  with  the  Post  Office  proves 
unattractive  or  unworkable.  As  one  possibility,  the  telephone  companies 
could  assume  responsibility  for  the  service,  either  using  their  own  widely 
scattered  offices  or  obtaining  office  space  from  the  Post  Office  and  sharing  its 
messenger  force. 


e  Some  smnll-scale  tests  have  been  made  of  the  use  of  special  delivery  mail  for  the 
delivery  of  telegrams. 
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C.  Western  Union  Should  be  Permiticd  to  Compete  on  an  Unregulated  Basis  in 

Teleprocessing 

Western  Union  lacks  substantial  monopoly  iiower  in  other  markets  which 
it  could  bring  to  bear  on  non-regulated  competitors  in  teleprocessing.  The 
dangers  to  fair  and  effective  competition  from  its  entry  into  competitive  mar- 
kets are  accordingly  far  less  than  in  the  case  of  the  telephone  companies. 
The  public  message"  telegraph  service  and  Telox.  Western  Union's  monopoly 
markets  (assuming  it  acquires  TWX),  simply  do  not  confer  substantial  market 
power,  due  to  the  ready  substitutability  of  other  services  (telephone,  in  tlie 
case  of  TMS,  dataplione' using  teletypewriters  or  facsimile  in  the  case  of  Telex- 
TWX).  Any  monopoly  power  presently  possessed  by  Telex-TWX  may  be  eroded 
by  the  alternatives  arising  under  AT&T's  proposed  new  tariff  dealing  with  the 
connection  of  private  teletypewriter  and  facsimile  equipment  to  the  telephone 
network  through  its  interface  device. 

Perhaps  Western  Union  has  some  advantage  over  potential  competitors  in 
that  it  controls  its  own  transmission  lines :  but  if  our  suggestions  on  inter- 
connection and  line  brokerage  are  adopted,  these  competitors  will  be  able  to 
subdivide  bulk  capacity  leased  from  Bell  or  build  their  own  transmission  links. 
AVith  multiplexing  equipment  to  concentrate  messages  for  long  distance  trans- 
mission over  these  lines,  they  might  be  able  to  achieve  the  same  transmission 
economies  as  Western  Union.' 

D.  If  Western  Union  Continues  to  Provide  Public  Message  Service  the  Reconi- 

mendatians  of  the  FCC  for  Consolidating  Telex  and  TWX  Appear  Sound 
If  Western   Union  continues  to  provide  PMS.  the  consolidation  of  AT&T's 
service  and  Western   Union's  Telex  service  under  Western   Union  proprietor- 
ship seems  justifiable.  No  economic  case  exists  for  maintaining  two  separate 
services. 

Whether  or  not  transfer  of  TAA'X  to  Western  Union  is  ultimately  concluded, 
full  interconnection  between  TWX  and  Telex  would  not  seriously  reduce  the 
overall  level  of  competition.  At  the  same  time  it  would  reduce  the  level  of 
duplication  (for  some  companies  now  have  TWX  and  Telex  machines  side  by 
side),  and  it  might  contribute  to  the  longer-run  financial  strength  of  Western 
Union. 

E.  Further  Study  of  Western  Union's  Alternative  Futures  is  Clearly  Warranted 
Western  Union  sees  an  important  role  in  its  future  as  a  prototype  supplier 

of  competitive  teleprocessing  services.  And  the  acquisition  of  TWX  by  Western 
Union  has  much  to  commend  it.  Teletypewriter  exchange  customers  would  be 
mamged  by  the  carrier  that  has  shown  the  greatest  interest  in  promoting 
its  development;  and  wasteful  duplication  would  lie  avoided.  But  tlie  merger 
of  TWX  into  Telex  is  not  the  only  way  of  achieving  the  full  interconnection 
that  wou'd  be  its  primary  benefit. 

Ultimately,  the  question  of  Western  Union's  future  in  the  regulated  sector 
of  the  communications  industry  turns  on  issues  of  fact  that  should  be  resolved 
in  the  FCC  inquiry.  The  root  question  remains:  are  PMS  and  teletypewriter 
exchange  complementary  to  the  message  switching  and  data  processing  services 
on  which  Western  Union  has  staked  its  future?  If  a  teletypewriter  exchange 
network  remains  viable,  would  it  still  confer  mono])oly  power  sufficient  to 
justify  the  costs  of  regulation? 

A  negative  answer  to  these  questions  would  suggest  that  serious  considera- 
tion be  given  to  solutions  which  w'ould  enable  Western  I'nion  to  move  forward 
in  teleprocessing,  while  locating  its  regulated  communications  services  el.se- 
where. 

The  situation  is  further  complicated  by  possible  developments  in  the  in<^e'-- 
national  field.  If  a  single  international  transmission  entity  is  formed,  as  we 
recommend  in  Chapter  Two,  a  new  role  may  develop  for  Western  Union  in 
the  provision  of  service  functions  previously  performed  by  the  international 
record  carriers.  Certainly  such  developments  should  be  taken  into  account  by 
the  Comm.ission  and  the  Congress  in  their  future  deliberations  about  the 
evolving  structure  of  the  domestic  and  international  industries. 


7  Wp^tprn  T^nion  prpsently  obtnins  leaserl  liups  from  BpII  "ndpr  sppcial  non-tnriff  con- 
trnrt  arranpements  at  lower  rates  than  the  j-eneral  tariff  for  le.nsefl  lines  available  to 
non-frnnehi'^^erl  teleproressinsr  carriers.  Establiphinfr  conditions  for  effective  competition 
in   teleprocessing  may  require  review  of  this  policy. 
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V.  EI  FECTIVE  REGULATION,  AND  EB^FECTIVE  IMPLEMENTATION  OF  THE  POLICIES 
1>U()P(»SKI)  HERE,  REQUIRE  STRENGTHENED  CAPABILITIES  BOTH  IN  THE  FCC  AND  IN 
THE   EXECUTIVE   BRANCH 

A.  Regulation    of    the   Integrated    Common   Carrier   Communications   Network 

Remains  Necessary.  It  Should  be  Modernized,  Certain  Omissions  in  the 
Coitiniiinications  Act  of  193.'f  Should  be  Redressed,  and  More  Stress  in 
h'ciialntory  Policy  Should  be  Placed  on  Responsive  Pricing  Practices, 
Jnvcfttives  for  Cost  Reduction,  and  Reliance  on  Market  Incentives 

The  Communications  Act  of  1934  is  tlie  basic  charter  of  tlie  communications 
industry  and  of  communications  policy.  It  was  based  on  studies  made  during 
the  twenties  and  early  thirties,  and  addressed  to  a  communications  industry 
as  archaic,  compared  to  modern  media,  as  the  horseless  carriage  is  to  the  jet 
plane. 

To  be  sure,  the  statute  has  proved  capable  of  adaptation.  It  has  had  apme 
of  the  desirable  flexibility  of  constitutional  provisions,  as  the  FCC  has 
grappled  with  one  after  another  of  the  problems  of  revolutionary  change. 
However,  the  Commission  has  endured  periods  of  travail,  as  it  sought  to  re- 
solve difficult  and  highly  contentious  disputes,  in  carrying  out  policies  dimly 
articulated  and  directed  to  conditions  no  longer  prevalent.** 

In  1934.  the  communications  industry  consisted  of  disconnected  sectors, 
each  endowed  with  considerable  degrees  of  monopoly  power.  The  distinction 
between  voice  and  record  service  is  fading.  Traditional  telegraph  service  is  in 
economic  difficulty.  And  the  telephone  network  is  experiencing  the  flood  tides 
of  change  involving  private  line  and  other  specialized  services,  computer  inter- 
connections, complex  relationships  with  various  forms  of  television  trans- 
mission, and  future  accommodations  to  the  use  of  satellites. 

Today,  the  industry  is  a  dynamic  combination  of  comi)etitive  and  monopolis- 
tic markets,  all  related,  and  all  going  through  processes  of  rapid  trans- 
formation. 

We  cannot  predict  how  the  balance  will  evolve  between  competitive  and 
the  monopolistic  elements  of  the  industry.  At  present,  responsible  public  policy 
should  be  directed  toward  maintaining  and  modernizing  traditional  methods 
for  regulating  the  monopoly  sector  of  the  industry — the  integrated  network 
of  public  message  telephone  services— while  prudently  releasing  the  com- 
petitive energies  of  the  industry  elsewhere. 

B.  The  Communioations  Act  of  1934  Requires  Certain  Amendments,  in  a  Rapidly 

Changing  Technological  Environment,  in  Order  to  Make  Effective  Regulq- 
tion  Possible 

The  basic  principle  of  regulation  in  the  telephone  industry — as  well  as  in 
most  other  regulated  industries — is  the  limitation  of  the  company  to  a  "fair 
rate  of  return"  on  its  investment.  The  rationale  for  controlling  profits  is  clear 
and  compelling.  One  would  .iudge  a  situation  highly  inequitable  if  owners 
and  managers  could  reap  disproportionate  profits  as  a  consequence  of  monopoly 
power  derived  from  a  public  franchi.se. 

In  reaching  conclusions  as  to  a  fair  return  on  the  fair  value  of  a  carrier's 
rate  base,  even  under  the  sophisticated  and  elastic  tests  of  modern  Supreme 
Court  cases,  the  work  of  the  FCC  would  obviously  be  incomplete  if  it  had 
no  voice  over  the  composition  of  the  rate  base.  We  emphasize  that  the  Com- 
mission should  not  trespass  on  the  managerial  functions  of  the  carrier.  But  its 
regulatory  functions  require  an  adequate  opportunity  to  review  the  major 
investments  which  constitute  the  interstate  rate  base. 

In  a  capital-intensive  industry  like  telecommunications,  construction  and 
other  investment  programs  are  the  most  important  determinants  of  overall 
costs.  Under  Section  214  of  the  Communications  Act  of  1934,  FCC  a^^proval 
was  made  a  requirement  for  new  lines  and  extensions.  Today,  however,  large 
investments  exist  in  non-line  equijiment.  Manifestly,  rational  regulatory  policy 
requires  that  the  FCC  have  adequate  opportunity  to  review  these  investments 

8  Like  other  administrative  bodies,  it  lias  a  mimber  of  fundamental  problems  of  the 
utmost  importance  to  the  development  of  the  administrative  process.  These  are  issues 
beinp  examined  by  tlie  Administrative  Conference  of  th  United  States.  Our  observations 
are  confined  to  substantive  issues  of  regulatory  policy  within  the  scope  of  our  mandate. 
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too,  in  passing  on  the  entire  rate  base.  We  recommend  that  the  FCC,  and  if 
necessary,  the  Congress,  take  whatever  steps  are  required  to  accomplish  this 
goal. 

To  assure  interconnection  under  reasonable  terms,  the  FCC  should  have 
full  jurisdiction  over  intercarrier  agreements.  At  present  ambiguity  exists 
about  the  authority  of  the  Commis.sion  to  compel  AT&T  to  provide  facilities 
to  Western  Union  and  to  regulate  the  terms  of  private  contract  agreements 
reached  betwen  the  carriers.  The  Commission  has  concluded  that  it  lacks 
clear  autliority  to  require  AT&T  to  provide  communications  facilities  to 
Western  Union  other  than  to  provide  a  joint  service  to  the  public.  In  the  past 
the  FCC  requested  enabling  legislation,  which  we  support,  to  correct  this 
jurisdictional  defect.  More  generally,  the  authority  of  the  FCC  should  be 
made  broad  enough  both  to  order  any  carrier  to  lease  or  interconnect  its  facili- 
ties to  another  carrier  system  on  appropriate  terms,  and  to  supervise  the 
terms  and  conditions  of  such  intercarrier  agreements. 

C.  Di/namio    Regulatory    Policy    Should    Guard    Against    Certain    Restrictive 
Tendencies  Inherent  in  the  Concept  of  "Fair  Rate  of  Return" 

Regulation  depending  mainly  on  rules  for  limiting  profit  can  inhibit  incen- 
tives for  cost  reduction.  When  a  firm  is  both  limited  to  a  fair  rate  of  return 
and  has  the  opportunity  to  set  prices  in  monopoly  markets  that  will  achieve  a 
fair  return,  it  may  not  be  under  strong  pressure  to  reduce  costs.  Cost  reduction 
would  increase  its  rate  of  return,  prompting  the  regulatory  agency  to  require 
lower  prices.  On  the  other  hand,  if  the  firm  is  ineflicient,  the  prospect  of  a  fair 
rate  of  return,  and  the  availability  of  secure  markets  from  which  to  obtain  such 
a  return,  may  provide  protection  rather  than  penalty. 

These  issues  constitute  one  of  the  fundamental  challenges  to  policy  in  the 
field  of  regulated  monopoly.  With  the  inducements  and  external  pressures  that 
exist  in  competitive  industries,  either  with  re.spect  to  internal  efficiency  or 
external  demand,  it  is  difficult  for  a  regulatory  agency  to  gauge  whether  a 
firm  is  operating  at  maximum  efficiency  and  providing  a  full  range  of  services, 
at  prices  that  most  satisfy  the  public  interest.  This  is  especially  true  in  cases 
where  promising  equipment  designs  and  service  alternatives  can  be  proved 
attractive  only  after  they  are  tested  in  an  operational  environment.  Yet  it 
is  precisely  here — in  innovation  and  in  service  offerings — that  the  danger 
exists  of  the  monopoly  firm  having  less  incentive  to  risk  new  approaches 
than  competitive  firms. 

These  observations  describe  certain  generic  economic  ri.sks  in  the  regulatory 
process,  apart  from  those  inherent  in  the  .shortcomings  of  men  and  procedures. 
They  are  not  intended  to  constitute  an  exact  description  of  realitv :  for,  in 
one  sense,  they  are  too  gloomy.  In  practice,  profit  incentives  to  efl^ciency  dn 
exist  in  regulated  industries  because  regulation  is  imperfect  and  at  ])est  has 
time-lags.  Rates  are  set  only  intermittently,  and  the  firm  is  allowed  to  keep 
profits  made  during  the  interim.  The  determination  of  ji  fair  rate  of  return 
is  not  an  automatic  process ;  and  regulators,  in  the  exercise  of  their  judgment, 
may  be  influenced  to  a  degree  by  the  performance  of  the  firm  and  other 
considerations.  And  it  is  ouite  possible  that  the  fear  of  potentially  stronger 
regulatory  controls  in  the  future  plays  a  healthy  role  in  stimulating  good  per- 
formance and  in  inhibiting  excessive  exploitation  of  monopoly  positions. 

Nevertlieless.  regulatory  agencies  have  not  fully  exploited  their  capaciiv 
to  use  rate  regulation  imaginatively  as  an  incentive  for  cost  reduction.  In 
terms  of  legal  jurisdiction,  regulatory  agencies  have  broad  power  to  devise 
regulatory  standards  that  provide  adequate  incentives  for  efficiency.  They  can 
disallow  costs,  forbid  new  investments,  compel  abandonments  of  service,  even 
revoke  a  company's  license  to  operate.  But  these  powers  are  rarely  exercised, 
partly  because  the  absence  of  yardsticks  in  monopoly  industries  makes  it  dif- 
ficult to  detect  inefficiency,  and  partly  because  the  small  size  of  regulatory 
staffs  forces  them  to  concentrate  on  traditional  regulatory  ftmctions. 

In  onr  judgment,  the  main  problems  of  regulatory  policy  in  the  future  will 
not  be  the  control  of  profits  as  such,  important  as  this  issue  will  continue 
to  be,  but  management  of  thet  interplay  between  the  competitive  and  the 
monopoly  elemens  in  a  manner  that  promotes  internal  technical  and  operating 
efficiency,  and  exploits  fully  new  opportunities — such  as  the  computer  revolu- 
tion, the  growth  of  other  new  and  existing  services,  and  the  emergence  of 
domestic  satellites. 
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In  treating  tliese  issues,  tlie  FCC  should  malie  fuller  and  more  sustained 
use  of  its  power  to  initiate  and  conduct  long-range  studies  of  the  industry. 
That  power  is  among  the  most  important  available  to  any  regulatory  body. 
Long-range  studies  of  high  quality  such  as  some  conducted  by  the  FPC  and 
the  FTC  could  provide  a  desirable  catalyst  both  in  company  and  in  FCC 
policies.  The  industry  might  be  led  to  experiment  with  promotional  rates  and 
other  technical  and  service  innovations. 

The  FCC  should  explore  promising  methods  of  incentive  regulation.  As  the 
Commission  acquires  experience  in  appraising  the  performance  of  the  regulated 
firms  through  long-range  studies  and  shorter  term  reviews,  it  may  be  able 
to  perfect  a  system  of  regulation  under  which  the  carrier's  profit  rewards  are 
geared  to  its  accomplishments  in  reducing  costs  and  improving  service.  How- 
ever, such  a  system  would  be  equitable  only  if  cost  and  technology  trends 
external  to  the  firm's  own  performance  can  be  factored  out — a  task  which 
requires  substantially   more  technical  resources  than  present  budgets  permit. 

Finally,  it  is  important  to  remember  that  the  rate  of  return  among  regu- 
lated carriers  is  generally  lower  than  that  of  manufacturing  industry  in  the 
aggregate."  In  part,  this  discrepancy  is  justified  on  grounds  that  the  carriers 
are  in  a  protected,  relatively  low  risk  position  such  that  a  "fair"  rate  of  return 
is  judged  by  regulators  to  be  lower  than  that  for  normally  competitive  enter- 
prise. If  additional  competitive  pressures  are  introduced  along  the  lines 
recommended  in  this  chapter,  we  would  expect  the  FCC  to  take  this  additional 
factor  into  account  in  fixing  the  allowable  rate  of  return  in  the  future. 

D.  In   Certain    Cases,   the   Traditional  Approach   to   Pricing    Communications 

Services  Should  he  Altered.  The  Burden  of  Proof  Regarding  Costs  and 
Demand  Elasticities  Should  he  Placed  on  the  Carrier 

As  we  indicated  earlier,  the  traditional  approach  to  pricing  communications 
services  by  adopting  uniform  tariffs  within  a  regulatory  jurisdiction  based  upon 
aggregate  system-wide  costs  is  not  consistent  with  permitting  entry  into  specific 
private  line  markets  on  an  economic  basis.  As  a  result,  the  traditionally  broad 
conceptions  of  communications  markets  must  give  way  to  more  direct  con- 
siderations relating  to  the  cost  and  demand  characteristics  of  specific  markets. 
The  levels  of  aggregation  and  averaging  must  be  broken  apart  so  that  pricing 
practices  can  become  more  responsive  to  particular  market  situations. 

This  change  in  pricing  policy  requires  that  both  the  carriers  and  the  regu- 
latory agencies  devote  considerable  attention  to  determinations  of  the  cost 
and  demand  characteristics  of  specific  markets.  In  particular,  the  carriers 
must  be  expected  to  justify  their  pricing  responses  to  competition  by  analyses 
of  cost  and  demand  characteristics  of  the  particular  markets  where  the  com- 
petition exists. 

Correspondingly,  the  activities  of  the  Commission  with  respect  to  pricing 
should  be  expanded.  It  should  not  base  its  decisions  on  jurisdiction-wide 
analyses,  because  such  an  approach  may  result  in  accommodation  of  umbrella 
pricing  practices.  Neither  can  it  proceed  passively,  thereby  risking  an  accom- 
modation of  non-compensatory  pricing.  The  Commission  must  acquire  the 
staff  capability  to  undertake  continuing  independent  studies  of  cost,  demand 
and  market  structure  characteristics.  In  addition,  the  Commission  should 
encourage  further  experimentation  with  rate  structures  and  service  conditions 
as  a  means  of  developing  greater  knowledge  of  price  elasticities  and  demand 
characteristics. 

E.  The  FCC  Requires  an  Expanded  Staff  Capabiliti/ 

To  deal  adequately  with  these  problems  as  now  perceived,  the  FCC's  Common 
Carrier  Bureau  should  be  strengthened.  The  annual  budget  for  the  entire 
Commission  including  all  of  its  responsibilities  in  both  common  carrier  and 
broadcasting  is  currently  only  about  $20  million.  The  Common  Carrier  Bureau 
is  staffed  by  less  than  100  professionals  and  the  entire  Commission  has  only 
about  70  more  employees  than  it  had  20  years  ago. 

F.  A  Stronger  Executive  Branch  Role  is  Required  to  Complement  the  Work  of 

the  FCC 
If  the  Executive  Branch  is  to  contribute  effectively  to  sound  systems  planning 
in    the    communications    industry,    it    should    develop    a    competence   which   at 


"In  1067  Bell  S.vstPiii  profits   (net  of  taxes  and  interest)  as  a  percentajre  of  net  assets 
were  5.79%,  compared  to  6.90%  for  manufacturing  enterprise  in  the  aggregate. 
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present  it  lacks.  Chapter  Nine  sets  out  our  recommendations  on  tliis  important 
subject. 

The  new  capability  within  the  Executive  Branch  should  include  the  capacity 
to  engage  in  a  variety  of  advisory  and  policy  activities.  It  should  have  re- 
sources for  communications  systems  analysis,  and  for  long-range  economic  and 
technological  forecasting.  Accordingly,  the  new  entity  could  become  a  valuable 
partner  of  the  FCC  through  many  informal  consultations  on  policy  and  opera- 
tional problems,  and  a  valuable  participant  in  regulatory  proceedings,  par- 
ticularly if  it  is  permitted  to  appear  independently  before  the  Commission 
in  appropriate  cases. 

Exhibit  24. — Testimony  of  Southern  Pacific  Comrminications  Co.  Before  National 
Association  of  Regulatory  Utility  Commissioners 

Ay  Investigation  Into  the  Economic  and  Quality  of  Service  Impact  on 
Telephone  Service  Subscribers  Resulting  From  the  Interconnection  of 
Subscriber-Provided  Equipment  to  the  Public  Switched  Telephone  Network, 
and  From  Competition  by  the  Specialized  Common  Carriers  in  the  Provision 
OF  Telecommunication  Services 

I.  introductory  statement 

By  Notice  of  Investigation  dated  November  16,  1973,  the  National  Asso- 
ciation of  Regulatory  Utility  Commissioners,  hereinafter  referred  to  as 
"NARUC",  gave  notice  that  it  would  conduct  a  public  investigation  into  the 
economic  and  quality  of  service  impact  on  telephone  service  subscribers  result- 
ing from  the  interconnection  of  sub.scriber-provided  equipment  to  the  public 
switched  telei)hone  network,  and  from  competition  by  specialized  common 
carriers.  By  letter  dated  December  10,  1973.  Southern  Pacific  Communica- 
tions Company,  hereinafter  referred  to  as  "SPC",  advised  that  it  would  par- 
ticipate in  the  investigation  "without  waiving  issues  of  jurisdiction  and 
appropriateness." 

SPCC  submits  that  NARUC  has  no  jurisdiction  over  the  parties  in  the  pres- 
ent investigation  and  that  any  conclusions  resulting  from  said  investigation 
are  witliout  legal  consecpience.  SPCC  also  submits  that  the  present  investiga- 
tion is  inappropriate  in  view  of  other  related  pending  proceedings  before 
properly  constituted  governmental  agencies  and  because  of  the  partisan  position 
which  NARUC  has  taken  in  pending  litigation  and  proceedings. 

NARUC  describes  itself  as  a  'quasi-governmental  nonprofit  organization."  ^ 
However.  NARTTC  is  not,  and  cannot  in  any  way  be  deemed,  an  administrative 
agencr.  legislative  body,  or  judicial  agency.  Insofar  as  can  be  determined. 
NARUC  has  received  no  delegation  of  authority  or  power  from  Congress, 
the  Federal  Comnumications  Commission,  any  state  legislature,  or  any  other 
duly  constituted  governmental  body.  NARUC  is  not  established  or  created  in 
or  by  anv  statute.  NARUC  is  merely  an  association  of  the  regulatory  agencies 
of  the  fifty  States  engaged  in  the  regulation  of  utilities  carriers.  In  short. 
NARUC  is  not  a  governmental  body,  and  has  no  jurisdiction  over  utilities  or 
communications  common  carriers.  Therefore,  any  conclusions  of  fact  or 
law  drawn  from  the  present  investigation  carry  no  legal  consequence. 

The  present  investigation  is  inappropriate  and  unnecessary  in  view  of  related 
proceedings  pending  befoi-e  properly  constituted  governmental  agencies.  In 
Docket  No.  19S0.S.  the  FCC  b.as  ruled  that  "this  Commission  has  primacy  in 
authority  over  the  terms  and  conditions  governing  the  interconnection  of 
customer-provided  equipment  to  the  nationwide  telephone  network.  No  State 
regulation  can  oust  this  Commission  from  its  clear  jurisdiction  over  interstate 
communications  and  the  regulation  of  the  terms  and  conditions  governing 
supli  communication,  including  the  right  of  subscriber  interconnections."^ 
Pointing  out  that  there  is  nn  interstate  message  toll  telephone  service  except 
over  exchange  plant  used  for  both  intrastate  and  interstate  and  foreign  service, 
the  FCC  has  said  that  it  has  "plenarv  and  comprehen.sive  regulatory  author- 
ity" because  of  the  provisions  of  the  Communications  Act.  and.  in  the  area  of 
interconnection,  "the  Federal  role  must  be  controlling." '  The  'California  Public 


1  P.ripf  of  Thp  N.itional  Assnriation  of  Rejrtilatorv  TTfilitv  Commissioners.  Washington 
rfUit!'",  nnrl  Tranxi).  Comm'n  v.  FCC,  Case  No.  71-2919.  and  NARUC  v.  FCC,  Case  No. 
72-1198.  U.S.  Ct.  of  App.  (9th  Cir.).  May  .5.  1972.  p.  .S,  note  1. 

»  Telprcnt  Leasing  Corp.,  FCC  74-109  (February  5,  1974). 

» Ibid. 
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utilities  Commission  lias  instituted  an  investigation  in  Case  No.  9625  into  the 
promulgation  of  rules  providing  for  the  direct  connection  of  "certilied  cus- 
tomer-provided communications  equipment  to  the  facilities  oi  intrastate  tele- 
phone utilities,  similarly,  the  Utah  Puhlic  Service  Commission  has  proposed 
in  General  Order  No.  98  providing  rules  concerning  the  interconnection  of 
customer-provided    communications    equipment    to    the    facilities    of    intrastate 

^^  SPCC  *^is"  a  participant  in  FCC  Docket  19808  and  California  Public  Utilities 
Commission  No.  9625,  and  has  taken  the  position  the  FCC  has  complete  and 
plenary  jurisdiction  over  the  issue  of  interconnection  of  customer-provided 
equipment  with  the  switched  public  telephone  network.  The  FCC  is  the  proper 
authority  to  deal  with  these  issues,  having  been  established  by  Congress  tor 
the  express  purpose  of  regulating  interstate  communications. 

The  issues  relative  to  specialized  common  carriers  sought  to  be  investigat^l 
in  the  present  proceeding  have  been  investigated  in  Docket  No.  18920  by  the 
FCC  which  has  adopted  the  policy  of  promoting  increased  competition  among 
existing  and  new  common  carriers  in  the  provision  of  specialized  communica- 
tions services.*  The  issues  raised  therein  are  presently  pending  before  the 
United  States  Court  of  Appeals.'  On  October  4,  1974.  the  American  Telephone 
and  Telegraph  Company  (AT&T)  filed  a  petition  with  the  FCC  seeking  a  com- 
plete hearing  of  issues  pertaining  to  the  competitive  entry  of  specialized  com- 
mon carriers  and  seeking  to  defer  further  granting  of  applications  to  new 
competing  carriers.  By  Memorandum  Opinion  and  Order  adopted  December  12. 
1973,  and  released  December  13,  1973.  the  FCC  dismissed  the  petition,  but  a 
petition  by  AT&T  for  reconsideration  is  pending  before  the  FCC. 

NARUC's  efforts  to  investigate  the  same  issues  previously  investigated  in 
Docket  No.  18920  and  presently  pending  before  the  United  States  Court  of 
Appeals  and  the  FCC  are  thus  unnecessary  and  inappropriate. 

SPCC  is  particularlv  concerned  whether  the  issues  in  this  proceeding  can 
be  fairly  and  impartially  considered  and  determined,  and  whether  there  can 
be  any  decision  properly  reached  on  the  merits  upon  the  matters  presented 
to  the  forum,  where  the  organization  pursuing  the  investigation  has  already 
taken  a  firm,  positive  position  as  a  party  in  various  proceedings  on  the  matters 
in  issue.  NARUC  took  an  adversary  position  against  specialized  common  car- 
riers in  the  Docket  18920  proceeding,  and  appealed  that  decision  to  the  United 
States  Court  of  Appeals'  seeking  its  reversal,  despite  the  fact  that  no  estab- 
lished carrier  chose  to  do  so.  NARUC  has  also  opposed  interconnection  ot 
customer-provided  equipment  to  the  public  switched  telephone  network.  NARUC 
is  presently  an  active  participant  in  the  Docket  No.  19808  proceeding  seeking 
dismis.sal  of  the  petition  prompting  institution  of  that  proceeding.  The  Pi'<?si- 
dent  of  NARUC.  Commissioner  Ben  T.  Wiggins,  stated  in  the  November  11. 
1973.  edition  of  Tclcphoiiy,  page  46:  ^      <.     m 

"The  time  has  come,  unquestionably  to  call  a  screeching  halt  to  further 
proliferation  of  government-sanctioned  diversion  of  telephone  company  reve- 
nues into  entrepreneurial  pockets  ..." 

Commissioner  Wiggins  stated  that  his  "viewpoint  is  shared  by  most  of  the 
state  regulatorv  officials  I  know  and  by  the  telephone  companies." 

SPCC  submits  that,  as  a  minimum,  NARUC  should  withdraw  from  those 
proceedings,  including  the  appeal  from  the  First  Report  and  Order  in  the 
Spcciali:se(1  Common  Carrier  Inquiry,  where  it  has  taken  adverse  positions 
on  the  issues  which  it  proposes  to  try  in  this  investigation.  Since  the  Chairman 
of  the  NARUC  Committee  on  Communications  is  a  Commissioner  of  the  Wash- 
ington Public  Utilities  Commission,  a  proper  regard  for  fairness  indicates  that 
that  Commission  should  also  withdraw  its  appeal  from  the  First  Report  and 
Order  if  a  member  of  the  Commission  is  to  participate  in  this  proceeding. 
Not  onlv  fair  play,  but  even  the  appearance  of  fair  play,  dictates  that  the 
prosecutor  and  the  judge  should  not  occupy  the  same  role  in  an  investigation. 
In  any  other  proceeding  in  any  other  forum,  it  is  clear  that  if  the  decisional 


iStperiaHzed  Common  Carrier  l^ervicefi,2i)  ¥CC2aSiO  (IQil).  i^AOTr' 

■-Wnxhinaton  l7tniHe.«  and  Tran.^p.  Comm'n.  v.  FCC,  Case  No.  71-2919  and  NARTC 
V    FCC    Cn«p  No    72-119S.  Tt.S.  Toiirt  of  Appenls  (9th  rir.l.  . 

«  Comm'fi'iov  PoliriPK  Onrrrnino  the  Licensing  and  Reyiilation  of  Specialized  Cojnmon 
Carriers.  FCC  73-129S    (197.">). 

■'NARUC  V.  FCC.  No.  7^-1198    (9th  Clr.). 

8  Telephony,  October,  197.3,  p.  44. 
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officers  did  not  excuse  themselves  under  these  circumstances,  they  would  be 
disqualified  by  the  appropriate  governing  authority.  If  there  is  to  be  any 
semblance  of  neutral  consideration  by  a  non-partisan  tribunal,  it  is  submitted 
that  it  is  most  inappropriate  for  the  same  parties  who  take  a  vigorous  posi- 
tion on  issues  in  other  proceedings  to  permit  themselves  to  preside  over  an 
investigation  on  the  same  issues.  Otherwise,  it  will  be  difficult  to  avoid  the 
conclusion  that  these  issues  have  been  predetermined  before  the  investigation 
begins. 

However,  because  it  is  not  possible  to  obtain  a  ruling  on  the  issues  of 
jurisdiction  and  the  propriety  of  an  investigation  by  NARUC,  SPCC  is  pro- 
ceeding to  submit  the  information  requested  by  NARUC  in  this  filing. 

II.    INTEREST  OF  SOUTHERN  PACIFIC   COMMUNICATIONS   CO. 

Southern  Pacific  Communications  Company  is  the  licensee  and  permittee  of 
some  150  new  fixed  point-to-point  microwave  radio  stations  in  the  domestic 
public  radio  service  between  San  Francisco  and  San  Diego,  California,  and 
from  Los  Angeles,  California  to  Houston,  Texas,  and  East  St.  Louis,  Illinois. 
Through  additional  construction,  acquisitions,  leasing,  and  interconnection,  it 
will  provide  a  nationwide  system  of  specialized  communications,  oi-iented  to 
meet  the  particular  needs  of  business,  industry,  government,  and  educational 
entities,  with  individualized  facilities  tailored  to  insure  flexibility  and  econ- 
omy. Communications  channels  will  be  designed  to  provide  for  the  transmission 
of  data,  facsimile,  telemetering  control,  and  voice,  and,  in  addition,  wideband 
facilities  can  be  provided  to  handle  extremely  high  speed  transmission  or 
video,  as  required.  Services  will  be  provided  by  a  sophisticated  microwave 
system,  employing  the  most  recent  solid  state  technology  in  order  to  maximize 
performance  and  reliability  and  to  minimize  downtime.  SPCC  proposes  to 
provide  the  full  range  of  services  which  have  been  authorized  by  the  Com- 
mission to  SPCC  as  a  specialized  communications  common  carrier  to  meet  the 
needs  and  requirements  of  its  customers. 

III.    DIRECT  TESTIMONY  OF  SOUTHERN   PACIFIC   COMMUNICATIONS  CO. 

There  is  attached  hereto  and  by  this  reference  made  a  part  hereof  the  veri- 
fied statement  of  Gerry  A.  Young,  on  behalf  of  SPCC  in  response  to  the  speci- 
fied matters  of  investibation  raised  by  NARUC's  Notice  of  Investigation. 
Respectfully  submitted, 

Thormund  a.  Miller, 
Richard  S.  Kopf, 
Herbert  E.  Forrest, 
Attorneys  for  Southern  Pacific  Communications  Co. 

Verified  Statement  of  Gerry  A.  Young 

My  name  is  Gerry  A.  Young  and  by  business  address  is  100  Pine  Street,  San 
Francisco,  California  94111.  I  am  employed  by  Southern  Pacific  Communica- 
tions Company  as  Manager  of  Rates  and  Economic  Analysis. 

My  duties  include,  but  are  not  limited  to,  economic  studies  of  Southern 
Pacific  Communications  Company  and  its  competitors,  capital  budgeting,  recom- 
mendation of  rates  for  new  and  existing  services,  financial  analysis,  and 
administration  of  data  processing.  I  have  been  employed  by  Southern  Pacific 
Communications  Company  since  August  of  1973.  Previously  I  was  employed 
by  Southern  Pacific  Transportation  Company  as  a  Transportation  Analyst.  My 
duties  at  Southern  Pacific  Transportation  Company  were  to  perform  engineer- 
ing and  economic  studies  of  various  transportation  modes.  I  hold  a  Bachelor 
of  Science  in  Chemical  Engineering  and  a  Master  of  Business  Administration 
from  Oregon  State  University. 

This  verified  statement  is  submitted  on  behalf  of  Southern  Pacific  Com- 
munications Company  in  response  to  the  National  Association  of  Regulatory 
Utilities  Commissioners'  notice  of  November  10.  1973.  This  evidence  is  intro- 
duced to  support  Southern  Pacific  Communication  Company's  position  that 
the  initiation  of  specialized  common  carrier  competition  to  the  existing  tele- 
phone coTupanies  Is  in  the  public  interest  and  will  have  no  substantial  un- 
desirable effects  on  any  class  of  communications  user  or  on  the  general  public. 
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Following  are  the  responses  to  NARUC's  questions.  In  some  cases,  the  ques- 
tions are  not  applicable  to  our  operation. 

A.  The  growth  and  extent  of  the  intercity  communications  market  subject 
to  diversion  by  the  specialized  common  carriers,  including: 

(1)  Identification  of  the  markets  on  which  the  establishment  of  competitive 
communication  transmission  facilities  by  specialized  common  carriers  has  been 
authorized  by  the  FCC,  and  those  markets  for  which  applications  are  pending: 

Exhibit  1,  attached,  entitled  "Authorized  and  Proposed  Markets"  summarizes 
the  communications  facilities  which  SPCC  has  been  authorized  to  build  by  the 
FCC  and  which  are  pending  FCC  approval.  The  markets  listed  include  SPCC 
prospective  acquisition  of  certain  other  specialized  common  carriers  to  extend 
SPCC  facilities  to  the  East  Coast.  Formal  applications  for  approval  of  these 
acquisitions  have  been  filed  with  the  FCC.  If  approved,  these  purchases  will 
extend  from  Dallas  to  St.  Louis  via  Oklahoma  City,  Tulsa,  Springfield  (Mis- 
souri). Another  line  will  connect  New  York  City  to  Boston  via  Albany,  Htrt- 
ford  Springfield  (Mass.)  and  Providence. 

(2)  The  relative  portions  of  the  total  intercity  Message  Toll  Service  (MTS) 
and  Private  Line  Service  (PLS)  communications  market  represented  by  the 
markets  identified  in  11(A)  (1),  above,  computed  on  a  market-by-market  basis 
in  terms  of  annual  revenue  and  in  terms  of  messages  for  MTS  and  number  of 
lines  for  PLS  ; 

This  is  not  applicable  to  Southern  Pacific  Communications  Company  as  we 
will  offer  onlv  private  line  service. 

(3)  The  growth  of  MTS  and  PLS  since  1958  in  the  markets  identified  in 
11(A)(1)  above,  computed  on  a  market-by-market  basis  in  terms  of  annual 
revenue  and  in  terms  of  messages  for  INITS  and  number  of  lines  for  PLS ;  and 
the  aggregate  growth  of  MTS  and  PLS  since  1958  on  a  nationwide  basis  com- 
puted in  the  same  manner: 

This  is  also  not  applicable  to  Southern  Pacific  Communications  Company. 

(4)  The  forecasted  growth  of  MTS  and  PLS  on  a  nationwide  basis  com- 
puted in  terms  of  annual  revenue  and  in  terms  of  messages  for  MTS  and 
nranber  of  lines  for  PLS,  and  on  a  market-by-market  basis  for  the  markets 
identified  in  11(A)(1),  above,  computed  in  the  same  manner;  forecasts  shoiild 
be  made  in  time  frames  of  five,  ten  and  fifteen  years  and  should  separate  the 
traffic  forecasted  for  the  specialized  common  carriers,  assuming  alternately 
that 

(a)  Present  MTS  and  PLS  pricing  formula  remain  essentially  unchanged, 
and 

(b)  MTS  and  PLS  pricing  formulas  are  changed  to  meet  the  rates  and  serv- 
ices of  the  specialized  common  carriers. 

As  a  company  which  offers  private  line  service  only,  we  of  course  have  no 
MTS  service.  Our  private  line  service  was  just  initiated  so  we  cannot  pro- 
vide present  revenue  and  channel  fills,  or  growth  since  1958.  Exhibit  2 
enttiled  "Forecasted  Private  Line  Service  Markets"  is  the  requested  projection 
of  private  line  channels  and  revenue  for  5,  10  and  10-year  periods.  Section 
One  serves  to  forecast  the  channels.  It  is  ba.sed  essentially  on  15  per  cent 
annual  growth  for  the  next  10  years  Vvith  10  per  cent  annual  growth  there- 
after. For  each  market  the  equivalent  voice  channels  are  projected  on  this 
basis.  It  should  be  noted  that  these  are  maximum  growth  estimates,  and  that 
minimum  growth  estimates  would  be  projected  at  5%  annually. 

Section  Two,  entitled  ''Forecasted  Annual  Revenue"  is  derived  from  the 
channel  fills  in  Section  One,  the  expected  average  customer  mileage  within 
each  market,  and  an  estimated  monthly  revenue  per  channel  mile  of  $..55. 
The  projection  assumes  that  both  specialized  common  carrier  and  AT&T  rates 
are  at  their  present  level.  No  inflation  in  prices  is  included. 

(c)  The  impact  on  the  MTS  and  PLS  rate  basis  resulting  from  competition 
by  the  specialized  common  carriers,  including — (1)  Changes  in  non-traffic 
sensitive  costs,  and  (2)   Changes  in  traffic  sensitive  costs; 

To  the  extent  that  specialized  common  carriers  divert  private  line  service 
from  established  carriers  (in  addition  to  the  new  demand  stimulated  by 
innovative  SCC  services)  the  fungible  portion  of  PLS  plant  may  be  used  for 
MTS  service.  This  fixed  plant  in  existence  should  be  regarded,  in  the  short-run, 
as  non-traffic  sensitive,  but  will  be  absorbed  because  of  the  continuing  growth 
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of  the  established  carriers'  MTS  and  other  services.  Traffic  sensitive  costs 
such  as  MTS  switching  are  presumably  sold  at  compensatory  rates  with  an 
appropriate  contribution.  A  loss  of  service  will  result  in  a  reduction  of  costs 
to  supply  that  service. 

Additionally,  to  the  extent  that  a  carrier's  rate  of  construction  of  new 
facilities  is  slowed,  less  additional  external  financing  is  needed.  This  will 
serve  to  hold  down  the  embedded  cost  of  debt  to  the  carrier,  and  should  act  to 
minimize  future  rate  increases  due  to  high  fixed  charges. 

C.  The  impact  under  current  separations  procedures  on  interstate  and  intra- 
state revenue  requirements  by  regulatory  jurisdictions  caused  by  changes  in 
telephone  company  investment  and  expenses  due  to  competition  by  the  special- 
ized common  carriers ; 

SPCC  is  not  aware  of  any  adverse  demonstrated  effect  upon  revenue  require- 
ments caused  by  changes  due  to  competition  from  the  specialized  common 
carriers.  However,  a  California  Public  Utilities  Commission  study  of  Pacific 
Telephone  and  Telegraph's  private  line  offerings  indicate  that  PT&T  actually 
loses  money  providing  private  line  service.  This  will  be  discussed  more  fully 
in  answering  question  D.  If  so,  the  relatively  small  amount  of  private  line 
services  which  SPCC  would  possibly  divert  will  enable  PT&T  to  forestall  addi- 
tional capital  expenditure  while  not  foregoing  any  profit. 

D.  The  impact  under  current  Bell-Bell  and  Bell-Independent  settlement 
practices  on  the  division  of  interstate  and  intrastate  toll  revenue,  and  its 
consequent  impact  on  local  service  revenue  requirements  by  those  companies, 
caused  by  changes  in  investment  and  expenses  due  to  competition  by  the 
specialized  common  carriers ; 

This  question  will  be  answered  first  as  it  would  impact  a  company  such  as 
Pacific  Telephone  and  Telegraph  (PT&T).  I  will  then  consider  the  possible 
effect  on  AT&T  Long  Lines. 

SPCC's  anticipated  revenue  is  insignificant  compared  to  PT&T's  private  line 
revenue.  SPCC  expects  in  1074  approximately  $260,000  in  private  line  revenue 
within  California.  Of  this,  only  about  $134,000  is  intrastate  revenue.  Accord- 
ing to  a  California  Public  Utilities  Commission  staff  exhibit  (Application  No. 
53587  "Report  on  the  Separated  Results  of  Operations  of  the  Pacific  Telephone 
and  Telegraph  Company",  Sesto  F.  Lucchi)  PT&T's  estfmated  1973  private 
linr^  revenue  is  about  $38.4  million.  Projecting  this  at  a  15%  growth  into 
1974,  SPCC  could  expect  approximately  three  tenths  of  one  per  cent  of  PT&T's 
revenue.  Even  by  1977.  when  SPCC  will  have  approximately  $1  million  in 
intrastate  private  line  revenue.  PT&T,  projecting  at  the  annual  growth  rate  of 
15%  will  have  about  $67  million  in  revenue.  Thus.  SPCC's  market  share  as 
compared  to  PT&T  would  be  about  1.5%.  Furthermore,  we  expect  that  much 
of  this  revenue  will  be  from  customers  who  previously  did  not  use  private 
line  service  and,  therefore,  their  revenue  will  mj.t  be  diverted  from  PT&T. 
It  is  easy  to  see  that  PT&T  can  make  no  valid  claim  that  a  significant  revenue 
diversion   will   occur  due  to  commencement   of  intrastate  operation  by   SPCC. 

Actually,  instead  of  suffering  a  one-sided  loss  of  revenue  due  to  our  opera- 
tion, PT&T  by  1977  can  expect  almost  $1,000,000  in  additional  intrastate 
revenue  from  local  distribution  facilities.  This  amount  assumes  that  the  rates 
for  local  distribution  facilities  will  not  increase  within  the  next  five  years. 
Obviously,  an  increase  in  local  distribution  facility  rates  would  inflate  this 
figure. 

Furthermore,  the  profit  contribution  made  Ity  PT&T  private  line  is  insignifi- 
cant or  negative,  and  serves  only  to  dilute  the  average  rate  of  return  earned 
by  all  PT&T  services.  Private  line  service  thus  can  serve  only  to  act  as  a 
justification  for  higher  rates  to  telephone  users  in  general. 

According  to  the  same  CPUC  staff  exhibit  referred  to  earlier,  PT&T  has 
either  a  .43%  rate  of  return  or  a  negative  2.03%  rate  of  return  depending  on 
the  basisof  analysis.  (Chapter  7,  page  1-2,  paragraph  4.  lines  10  &  11  of  Mr. 
Lucchi's  previously  cited  exhibit).  Therefore,  if  PT&T  did  lose  significant 
amounts  of  private  line  revenue  to  specialized  common  carriers,  the  sub- 
scribers to  other  telephone  services  will  be  benefited  by  the  reduction  of  a  loss. 

As  regards  the  effect  on  ATT's  Long  Lines  Department,  the  effect  of  com- 
petition by  the  .specialized  common  carriers  will  be.  I  believe,  largely  to  hold 
down  the  expen.ses  of  additional  high-cost  construction  of  new  facilities,  and 
to  reduce  the  necessity  of  adding  high-interest  debt,  as  discussed  in  (B)  above. 
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E.  Whether  competition  from  specialized  cominon  carriers  will  necessitate 
ilepartiue  I'rom  nationwide  rate-averaging  for  PLS,  and,  if  so — 

(1)  The  implications  of  such  departure  for  MTS,  and 

(2)  The  impact  of  such  departure  on  the  economic  development  of  rural 
areas  and  the  concentration  of  population  in  metropolitan  areas ; 

(1)  As  American  Telephone  and  Telegraph  has  aloeady  filed  its  Hi-Lo  tariff, 
it  is  apparent  that  AT&T  believes  this  departure  from  nationwide  average 
was  necessary.  However,  AT&T's  history  indicates  that  private  line  users 
have  been  neglected  until  AT&T's  hold  on  their  revenue  is  tlireatened.  For 
example,  after  the  decision  which  allowed  private  microwave  systems  to  be 
built,  AT&T  initiated  TELPAK  in  an  attempt  to  retain  bulk  users,  to  dis- 
courage them  from  construction  of  private  systems.  It  must  be  seriously 
doubted,  liowever,  whether  the  degree  of  AT&T's  present  reaction  to  antici- 
pated competition  from  the  specialized  common  carriers  is  justified.  In  light 
of  the  small  extent  of  the  diversion  to  be  expected  from  AT&T's  private  line 
.service  (pp.  4-5,  supra),  the  substantial  reductions  in  Hi-D  routes  cannot 
be  properly  related  to  the  potential  loss  which  can  be  attributed  to  specialized 
carrier  competition. 

(2)  Southern  Pacific  Communications  Company  intends  to  use  nationwide 
rate  averaging  (i.e.,  the  rate  for  a  user  of  a  given  service  will  be  the  same 
from  Sanderson    (Texas)    to  Yuma    (Arizona)   as  for  New  York  to  Boston). 

AT&T  chose  on  its  own  initiative  to  depart  from  its  nationwide  rate  aver- 
aging, for  reasons  which  SPCC  does  not  concede  are  valid. 

To  hold  the  specialized  common  carriers  responsible  for  ATT's  unilateral 
action  wou'd  be  extending  causality  beyond  the  bounds  of  reasonableness. 

F.  The  impact  of  the  quality  of  service  to  telephone  subscribers  and  cus- 
tomers of  specialized  common  carriers,  including — 

(1)  Comparative  services  provided  by  telephone  companies  and  the  special- 
ized common  carriers : 

(2)  Availability  and  quality  of  service  in  the  event  of  financial  failure  by 
a  specialized  common  carrier  ; 

(3)  Availability  and  quality  of  service  in  the  event  a  catastrophe  damages 
or  destroys  communication  transmission  facilities. 

(1)  The  quality  of  service  to  subscribers  of  specialized  common  carriers 
should  significantly  increase  due  to  the  added  competition  in  this  field.  Despite 
AT&T's  repeated  assertions  that  specialized  common  carriers  offer  no  new 
services  and  are  merely  price  cutters,  SPCC,  for  example,  offers  two  new 
services,  heretofore  unavailable  to  private  line  users.  One  of  these,  "Scheduled 
Metered  Time",  is  designed  to  allow  the  relatively  small  company  with  a 
requirement  for  point-to-point  communications  to  reserve  a  private  line  at  a 
relatively  low  monthly  rate,  paying  essentially  on  an  hourly  basis.  Another 
new  offering,  "Voice  Plus",  allows  the  subscriber  to  a  voice  grade  private 
line  to  include  at  a  small  extra  charge  simultaneous  low  speed  data  capability 
on  the  same  channel.  SPCC  will  introduce  other  new  offerings  in  the  near 
future  to  assure  that  despite  AT&T's  reluctance  to  initiate  subscriber  oriented 
services,  subscribers  will  have  the  opportunity  to  select  a  private  line  offering 
closely  suited  to  their  communications  needs. 

The  effect  on  MTS  users  of  AT&T  services  who  do  not  s^witch  to  SCC- 
provided  private  line  should  be  nonexistent  or  minimal.  The  FCC  in  Docket 
18920  (29  FCC  2nd  at  285)  estimated  "the  proportion  of  AT&T  service  that  is 
vulnerable  to  competitive  inroads  to  be  in  the  order  of  two  to  four  percent 
of  its  existing  total  business."  As  the  Commission  was  speaking  here  of  gross 
sales,  the  effect  on  other  ATT  users  would  be  much  less  than  this.  Since 
operating  income  as  a  percent  of  gross  revenue  is  17.2  ^  percent,  we  can  see 
that  the  net  income  diversion  from  AT&T  would  be  only  .96  percent  at  most. 

Since  the  putative  contraction  of  MTS  would  reduce  investment  require- 
ments, the  net   income  needs  of  AT&T  would  be  correspondingly  reduced. 

(2)  The  effect  on  users  of  specialized  common  carrier  service  which  might 
result  from  financial  failure  of'  a  specialized  common  carrier  is,  of  course, 
difiicult  to  predict.  It  seems  likely,  however,  that  in  the  event  that  a  specialized 
common  carrier  did  fail  financially,  another  specialized  common  carrier  would 
find  it  profitable  to  purchase  the  assets  and  operating  rights  of  that  company 
in  order  to  extend  its  own  system.  Thus,  the  effect  on  customers  would  likely 
consist  only  of  a  minor  change  in  rates  and  services  offered. 


Annual  Statistical  Report  for  1972,  AT&T,  p.  4. 
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(3)  The  effect  on  a  user  of  specialized  common  carrier  services  resulting 
from  a  catastrophic  failure  of  the  SCO  systems  would  obviously  be  a  tempo- 
rarily interrupted  service.  However,  this  effect  could  be  minimized  by  inter- 
connection of  the  specialized  common  carriers,  which  will  ijrovide  route 
diversity  and,  therefore,  an  emergency  backup  system  which  could  be  resorted 
to  in  the  event  of  such  failure.  Also  since  the  U.S.  District  Court  Decision 
No.  73-2499  allows  "piece-out"  service  from  AT&T  to  be  leased  by  SCC's, 
AT&T's  own  diverse  system  can  provide  an  emergency  backup.  Conversely,  it 
should  be  noted,  SCC  systems  serve  as  a  backup  for  failures  in  AT&T's  trans- 
mission facilities. 

State  of  California, 
City  of  San  Francisco,  ss: 

Gerry  A.  Young,  being  truly  sworn,  deposes  and  says  that  he  has  read  the 
foregoing  statement,  knows  the  facts  thereof,  and  that  the  same  are  true  as 
stated. 

Gerry  A.  Young. 

Subscribed  and  sworn  to  be  this  5th  day  of  February,  1974. 

Gene  H.  Ellinger, 
Notary  Public.  California. 
Principal  Place  of  Business  in  City  and  County  of  San  Francisco,  State  of 
California. 

My  Commission  Expires  July  11,  1975. 

Exhibit  1. — Southern  Pacific  Communications  Co.,  Authorized  and  Proposed 
Markets 

1.  AUTHORIZED  BY  FEDERAL  COMMUNICATIONS  COMMISSION 

a.  San  Francisco — Los  Angeles. — Includes :  San  Francisco,  Oakland,  Stock- 
ton,  Merced,  Fresno,  Bakersfield  and  Los  Angeles.   Status :  In  Operation. 

b.  Los  Angeles — Tucson. — Includes :  Los  Angeles,  San  Bernardino,  San  Diego, 
Mt.  Davis,  El  Centro,  Yuma,  Phoenix  and  Tucson.  Status:  Under  construction. 

c.  Tucson — El  Paso. — Includes :  Tucson  and  El  Paso.  Status :  Construction 
pending. 

d.  El  Paso — San  Antonio.— Inc\\u\es :  El  Paso,  Sanderson,  Del  Rio  and  San 
Antonio.  Status  :  Construction  pending. 

e.  San  Antonio — Dallas. — Includes :  San  Antonio,  Houston,  Byran,  Corsi- 
eana.  Fort  Worth  and  Dallas.  Status :  Under  construction. 

f.  Dallas— St.  Low /s  \— Includes :  Dallas,  Ft.  Worth,  Oklahoma  City,  Tulsa, 
Springfield,    (MO),  and  St.  Louis.   Status:  Construction  in  progress. 

g.  San  Francisco  Peninsula. — Includes :  San  Francisco,  Palo  Alto  and  San 
Jose. 

2.  PENDING  FCC  APPROVAL 

a.  San  Francisco — Sacramento. — Includes  :    San   Francisco   and   Sacramento. 

b.  Luling — Austin. — Includes  :  Austin. 

C.Boston — Neiv  York'-. — Includes:  Boston,  Springfield  (Mass),  Worcester, 
Providence,  Hartford,  Albany  (NY)  and  New  York  City.  Status:  Construction 
permits  have  been  approved  as  a  video  route.  New  approval  must  be  gained 
for  voice/data  operation. 


1  This  section  is  currently  operated  by  United  Video.  Southern  Pacific  Communications 
Company  is  applying  to  transfer  control  of  United  Video  to  Southern  Pacific  Communi- 
cations Company. 

2  The  original  construction  permits  were  granted  to  Video  Microwave,  Inc.  VMI's 
acquisition  by  SPCC  has  been  approved  by  the  FCC. 
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SOUTHERN  PACIFIC  COMMUNICATIONS  CO.,  FORECASTED  PRIVATE  LINE  SERVICE  MARKETS 

Market  5  years  10  years  15  years 

1.  Forecasted  private  line  (equivalent  voice)  channels : ' 

San  Francisco-Los  Angeles...- 1,706  3,431  5,526 

Los  Angeles-Tucson. 1,645  3,309  5,329 

Tucson-El  Paso ...- 1,102  2,216  3,569 

El  Paso-San  Antonio 944  1,899  3,058 

San  Antonio-Dallas 1,193  2,400  3,865 

Dallas-East  St.  Louis 1,278  2,571  4,141 

San  Francisco-Sacramento 897  1,804  2,905 

New  York-Boston. 1,420  2,856  4,601 

2.  Forecasted  Annual  Revenue:2 

San  Francisco-Los  Angeles $3,952,000  $7,948,000  $12,801,000 

Los  Angeles-Tucson  3 4,126,000  8,299,000  13,365,000 

Tucson-El  Paso.- _._ 1,927,000  3,876,000  6,242,000 

El  Paso-San  Antonio 3,364,000  6,768,000  10,899,000 

San  Antonio-Dallas  < 3,260,000  6,558,000  10,561,000 

Dallas-St.  Louis 4,593,000  9,240,000  14,883,000 

San  Francisco-Sacramento. 438,000  881,000  1,419,000 

New  York-Boston 1,771,000  3,561,000  5,737,000 


Total.. 23,431,000  47,131,000  75,907,000 

1  Based  on  15  percent  annual  growth  for  next  10  years,  followed  by  10  percent  growth.  This  may  be  considered  maximum 
growth.  Minimum  growth  would  be  projected  at  5  percent  annually.  This  would  result  In  the  following  proportions:  5  year 
forecast  equals  0.833  times  maximum;  10  year  forecast  equals  0.529;  and  15  year  forecast  equals  0.419.  Hence  the  pro- 
jected 15th  year  revenue  would  be  $31,805,000. 

2  This  projection  assumes  that  rates  are  at  their  present  level.  No  inflation  in  prices  is  included. 

3  Includes  San  Diego. 
*  Includes  Austin. 

Rebuttal   Testimony    of   Southern   Pacific   Communications   Co.    (February   27, 

1974) 

Verified  Statement  of  Gerry  A.  Young 

My  name  is  Gerry  A.  Young.  I  am  employed  by  Southern  Pacific  Communi- 
cations Company  as  Manager  of  Rates  and  Economic  Analysis.  I  have  pre- 
viously offered  sworn  testimony  in  this  investigation. 

This  statement  is  submitted  in  response  to  the  direct  testimony  submitted 
by  various  interested  parties  in  the  NARUC  investigation.  Most  of  the  rebuttal 
contained  herein  is  in  answer  to  certain  charges  and  allegations  which  vari- 
ous AT&T  employees  made  in  their  verified  statements. 

Certain  independent  telephone  companies,  notably  Continental  Telephone 
Company,  USITA  and  United  Telephone  System,  presented  direct  testimonv.  As 
could  be  expected,  materials  contained  in  their  statements  dealt  with  certain 
detrimental  consequences  which  they  expected  would  occur  with  the  advent 
of  "interconnection"  companies  and  specialized  common  carriers.  One  item  of 
interest  contained  in  the  testimony  of  the  independent  telephone  companies 
was  the  high  density  nature  of  the  Bell  Systems.  (USITA  statement,  page  2: 
ATT  has  83.4%  of  the  telephones,  but  only  41.9%  of  the  land  area). 

REBUTTAL  TO  AMERICAN  TELEPHONE  &  TELEGRAPH  TESTIMONY 

Testimony  of  Mr.  Joe  H.  Hunt 

Mr.  Hunt  in  his  verified  statement  made  the  similar  charges  to  those  ad- 
vanced by  Bell  in  other  hearings.  A  major  contention  of  Mr.  Hunt  is  that  the 
Bell  System  is  a  natural  monopoly  and  a  strictly  accountable  regulated  com- 
pany which  gives  the  best  possible  grade  of  service  to  United  States  communi- 
cations users.  Let  us  examine  these  points  one  by  one.  While  it  is  true  that 
establishment  of  a  communications  monopoly  was  necessary  in  the  formative 
period  of  the  telephone  industry,  this  was  true  only  because  the  predominant 
service  offered  was  switched  network  voice  communications.  It  would  have 
l)een  unworkable  to  have  maintained  a  large  number  of  companies,  each  offer- 
ing switched  voice  service,  so  that  a  given  user  would  have  to  subscribe  to  a 
number  of  services  in  order  to  be  able  to  connect  all  those  to  whom  he  wishes 
to  talk. 

Private  line  communications,  however,  is  a  far  different  matter  as  there  is 
little    necessity    of    interconnection    with    other    networks.    Certainly,    in    the 
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United  States,  the  large  investment  and  technological  advancements  the  Bell 
Systems  has  made  have  resulted  in  an  effective  nationwide  communications 
system.  However,  to  attempt  to  conclude  from  this  that  maintenance  of  a 
monopoly  system  for  all  services  is  necesasry  to  insure  that  effective  com- 
munications continues  is  specious  reasoning. 

Mr.  Hunt  also  claims  that  the  Bell  System  is  'strictly  accountable"  to  vari- 
ous regulatory  bodies  for  its  actions.  This  is  true  only  nominally.  No  regu- 
latory body  in  the  nation  possesses  the  manpower  or  expertise  to  effectively 
regulate  an  organization  having  the  complexity  and  size  of  the  Bell  System, 
even  if  the  Bell  System  cooperated  in  an  endeavor  of  this  sort.  Mr.  Hunt 
claims  that  the  United  States  communications  system  is  the  finest  in  the  world 
and  cites  data  to  attempt  to  prove  this  point.  :\Ir.  Hunt's  comparison  is  in- 
valid on  several  points.  In  the  first  place,  the  countries  whose  coiumnnications 
systems  he  compares  with  the  United  States  are  government  owned  and  op- 
erated systems.  To  the  extent  that  the  Bell  System  is  more  cost  effective  or 
advanced  than  these  systems,  we  have  only  succeeded  in  proving  that  the 
further  one  goes  from  a  government  owned  or  regulated  monopoly  the  more 
efficiency  accrues  to  the  system.  Also,  Mr.  Hunt  probably  realizes  that  to  a 
great  extent  the  telephone  rates  in  foreign  countries  overcharge  the  sub- 
scriber in  order  to  subsidize  a  deficit  postal  operation.  Canada  is  the  only 
country  which  has  a  system  analogous  to  the  United  States.  In  many  Euro- 
pean countries,  communications  rates  are  set  high  to  subsidize  the  postal 
system.  This  obviously  works  to  create  artificially  high  rates,  thus  distort- 
ing the  ATT  competition. 

Also,  there  is  no  exact  method  of  obtaining  a  measure  of  the  hourly  earnings 
of  an  "average  worker"  in  various  countries.  Tax  rates,  fringe  benefits,  the 
cost  of  purchasing  other  necessary  services,  and  many  other  factors  enter 
into  determination  of  the  income  which  is  available  for  tele'ihone  service.  A 
good  reference  on  this  problem  is  "The  Real  Cost  of  Basic  Telephone  Service 
to  the  Average  Worker  in  Fifteen  Developed  Countries."  by  IMarianne  Karydes 
of  the  Office  of  Telecommunications,  U.S.  Department  of  Commerce. 

Mr.  Hunt  claims  that  the  business  user  of  communications  is  charged  more 
for  his  service  than  the  residential  user,  due  to  the  "value  of  service".  This 
is  not  entirely  true  as  a  business  corporation,  for  example,  can  afford  to  pur- 
chase a  full-time  WATS  line  and  with  heavy  usage  achieve  long  distance  call- 
ing rates  far  below  what  a  private  individual  could  attain  on  his  own  phone. 

Mr.  Hunt's  claims  are  based  on  the  assumption  that  the  Bell  System  is  an 
effective  and  cost  effective  organization.  No  one  knows  if  this  is  true.  As 
pointed  out  above,  the  very  size  and  complexity  of  the  Bell  System  as  com- 
pared to  the  available  staff  on  any  resnilatory  commission,  makes  it  almost 
impossible  to  tell  the  degree  to  which  Bell's  management  structure  and  prac- 
tices are  eflBcient  or  inefficient. 

Mr.  Hunt  claims  that  "promised  new  services"  of  the  specialized  common 
carriers  have  not  materialized.  Mr.  Hunt  is  not.  I  believe,  correctly  interpret- 
ing the  service  offerings  of  the  specialized  common  carriers.  Other  Be'l  svstem 
exhibits  hnve  also  presented  erroneous  interpretations  of  specinlized  carrier 
offerings.  For  example,  in  Bell  Exhibit  No.  15.  recently  submitted  for  FCC 
Docket  No.  19910  ("Hi-Lo").  substantial  and  inexplicable  mistakes  were  made 
in  calculating  SPC  rates.  It  is  also  apparent  that  it  will  reouire  a  certain 
amount  of  time  and  financial  stabilitv  before  the  emerging  specialized  common 
carriers  have  a  firm  services.  Even  the  innovations  which  SPC  has  introduced 
and  plans  to  introduce  in  the  future,  however,  show  that  the  AT&T  claim 
that  specialized  common  carriers  do  not  innovate  is  false. 

Mr.  Hunt  also  makes  the  claim  that  the  incentive  to  introduce  innovations 
in  equipment  is  reduced  by  the  emergence  of  competition.  This  leaves  an  ob- 
server at  a  loss  to  explain  the  new  lines  of  Bell  PBX's  and  teletype  equipment 
which  have  emerged  since  the  time  "interconnect"  companies  began  operations. 

Testimony  of  Mr.  Fox  F.  Stoddard 

Mr.  Stoddard's  testimony,  consists  of  the  same  Bell  arguments  which  Bell 
has  been  u.sing  in  depending  its  position  in  other  hearings.  The  first  point  of 
Mr.  Stoddard's  testimony  is  concerned  with  the  purported  "economies  of 
scale"  which  he  believes  Bell  enjoys  on  their  so  called  "high  density"  routes. 
In  support  of  this,  he  lists  investment  costs  for  various  types  of  carriers  and 
succeeds  in  showing  that  technological  innovations  have  indeed  brought  down 
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the  cost  of  long  distance  transmission.  Mr.  Stoddard  does  not  mention  any 
economies  of  scale  which  might  exist  with  relation  to  local  distribution  facili- 
ties, multiplexing  or  other  "end"  costs.  It  is  left  to  the  reader  to  assume  that 
the  declining  unit  costs  found  in  long  distance  transmission  will  occur  uni- 
formly throughout  the  entire  end-to-end  service  along  the  high  density  route. 

Another  basic  assumption  of  Mr.  Stoddard's  statement  is  that  in  order  for 
users  of  long  distance  transmission  facilities  to  enjoy  declining  unit  costs, 
continual  and  ongoing  facility  growth  must  take  place.  At  the  same  time,  the 
Bell  System  is  facing  an  increasing  need  for  outside  financing,  which  will 
almost  necessarily  entail  either  borrowing  (at  a  rate  which  will  significantly 
raise  the  embedded  cost  of  debt)  or  issuing  new  equity  at  a  price  which  could 
only  result  in  dilution  of  the  value  of  shares  already  held  by  AT&T  owners. 
Thus,  the  AT&T  subscriber  seems  to  be  caught  between  the  necessity  of  in- 
creasing demand  in  order  to  lower  costs  further  in  the  certainty  that  con- 
tinued expansion  would  result  in  higher  operating  costs  due  to  external 
financing. 

Mr.  Stoddard  seems  to  imply  that  the  specialized  common  carriers  are  serv- 
ing all  the  high  density  points  in  the  nation  and  leaving  low  density  points 
for  AT&T  to  pick  up.  In  the  first  place,  the  specialized  common  carriers  are 
serving  many  low  density  points.  A  few  which  come  to  mind  that  Southern 
Pacific  Communications  Company  is  serving  include  Merced,  El  Centro  and 
Indio,  California ;  Sanderson  and  Del  Rio,  Texas  and  Joplin,  Missouri.  AT&T, 
as  was  pointed  out  above,  serves  83%  of  the  United  States  population,  but 
only  42%  of  the  land  area. 

Mr.  Stoddard  is  in  the  unfortunate  position  of  having  to  rely  on  limited 
experience  of  specialized  common  carrier  operation.  It  seems  that  all  of  AT&T's 
rate  assumptions,  including  justification  for  the  "hi-lo"  filing,  are  based  on 
competition  against  MCI  in  the  261  mile  Chicago  to  Lt.  Louis  corridor.  This 
is  hardly  a  valid  basis  for  changing  the  nationwide  rate  structure  or  making 
sweeping  generalizations. 

Mr.  Stoddard  notes  that  the  initial  appeal  for  subscribers  to  shift  to  spe- 
cialized common  carriers  will  be  through  price  competition.  Southern  Pacific 
Communications  believes  that  service  offerings  such  as  our  Scheduled  Metered 
Time  will,  in  fact,  attract  a  large  number  of  users  based  on  service  con- 
siderations. 

Mr.  Stoddard  apparently  misunderstands  the  SPC  tariff.  One  page  23  of  his 
statement  he  claims  SPC  serves  eight  cities  in  California  as  of  January,  1974. 
This  is  incorrect — we,  in  fact,  served  six  cities  (see  SPCC  FCC  No.  1,  page 
36).  Although  this  error  is  minor.  It  is  symptomatic  of  AT&T's  cursory  exam- 
ination of  our  offerings. 

Mr.  Stoddard  points  out  the  potentially  greater  price  advantage  of  spe- 
cialized common  carriers  in  intrastate  competition.  Instead  blaming  the 
specialized  common  carriers,  he  should  look  to  the  awkward  structure  of  the 
Bell  intrastate  tariffs.  For  example,  within  California,  a  private  line  fur- 
nished on  an  intrastate  basis  will  be  charged  at  $4.02  per  mile,  regardless 
of  the  distance  of  the  circuit.  Since  Mr.  Stoddard  states  that  the  intrastate 
rates  are  profitable  over  long  distance  and  unprofitable  on  short  distance,  a 
solution  to  this  problem  could  have  been  to  institute  a  step-wise  series  of 
mileage  rates,  such  as  AT&T  offers  in  its  Series  2000/3000  offerings. 

Mr.  Stoddard's  Attachment  A  shows  for  some  reason  an  artificially  low 
private  line  growth  rate.  This  is  due  to  Bell's  failure  to  segregate  interstate 
private  line  revenues  before  1972.  If  the  "toll  private  line"  revenue  as  cited 
in  Bell's  1972  Annual  Statistical  Report  were  used,  a  growth  rate  of  some- 
wat  over  11%  annually  would  result,  as  compared  to  Mr.  Stoddard's  6%. 

Mr.  Stoddard's  Attachments  I  and  K  are  incorrect.  Attachment  I  includes 
prospective  SPC  construction  between  San  Francisco  and  Seattle.  In  fact.  SPC 
has  withdrawn  its  construction  permits  for  this  segment.  Attachment  K,  for 
some  reason,  includes  Redwood  City  and  Long  Beach  as  SPC  served  cities. 
These  cities  are  not  presently  In  service. 

Tettimony  of  Mr.  William  J.  Schindele 

Mr.  Schindele  uses  the  same  arguments  as  other  Bell  witnesses.  Mr.  Schin- 
dele's  analysis  totally  ignores  the  beneficial  revenue  effect  of  the  local  distribu- 
tion  facilities   which   SPC   and   other  specialized   common   carriers    will  lease 
from  established  communications  utilities. 
39-887  O— 74— Pt.  5 35 
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Testimony  of  Mr.  Edgar  C.  Gentle,  Jr. 

Mr.  Gentle  implies  that  declining  communications  costs  are  due  to  the  over- 
all ability  of  the  Bell  Systems  to  manage  a  communications  network.  A  more 
objective  examination  of  the  facts  would  Indicate  that  declining  communica- 
tions costs,  if  they  do  decline  to  the  extent  which  Mr.  Gentle  claims,  are  due 
in  large  part  to  technological  improvements  rather  than  to  the  manner  which 
Bell  governs  its  networks.  An  analogy  could  be  made  here  to  electronic  cal- 
culators. Just  a  few  years  ago  electronic  calculators  were  sold  at  many  times 
the  price  they  are  being  sold  at  now.  Introduction  of  new  technology,  such  as 
LSI,  has  stimulated  demand  and  resulted  in  much  lower  prices,  allowing 
purchase  of  electronic  calculators  to  be  well  within  the  budget  of  an  average 
family. 

Mr.  Gentle  presents  his  Attachment  B  unsupported  by  detail  or  description 
of  method.  Therefore,  Attachment  B  is  an  expression  of  his  opinion  only  and 
is  unsuitable  as  submission  of  evidence. 

Testimony  of  Mr.  George  A.  Walker 

Mr.  Walker's  testimony  is  almost  Identical  to  that  of  Mr.  Gentle.  On  page 
36  of  his  testimony,  Mr.  Walker  includes  a  figure  of  a  40%  demand  shift.  This 
figure  seems  to  be  unsupported  by  adequate  documentation  and  is  apparently 
Mr.  Walker's  personal  opinion.  The  same  is  true  of  his  Attachment  D. 

Gerry  A.  Young. 
State  of  California, 
City  of  San  Francisco,  ss: 

Gerry  A.  Young,  being  truuly  sworn,  deposes  and  says  that  he  has  read 
the  foregoing  statement,  knows  the  facts  thereof,  and  that  the  same  are  true 
as  stated. 

Gerry  A.  Young. 

Subscribed  and  sworn  to  me  this  26th  day  of  February,  1974. 

Gene  H.  Ellinger, 
Notary  Puhlio,  California. 

Principal  Place  of  Business  in  City  and  County  of  San  Francisco,  State  of 
California. 

My  Commission  Expires  July  11,  1975. 


Exhibit  25.— Letter  From  Northwestern  Bell  to  A.T.  &  T.  Transmitting  List  of 
Key  Feature  Needs 

Northwestern  Bell. 
Omaha,  Nebr.,  December  4,  1973. 
Mr.  W.  ScHiAVONi, 

American  Telephone  and  Telegraph  Co., 
New  York,  N.Y. 

Dear  Mr.  Schiavoni:  In  response  to  your  request  for  key  system  features 
needed  to  fill  existing  voids,  the  following  list  has  been  compiled  by  the  five 
Areas  of  Northwestern  Bell.  This  request  is  GL  73-09-171  dated  September 
24,  1973. 

[36  separate  features  indicated  as  needed.^ 
If  there  are  any   questions  on  any  of  these  feature  proposals,   Mr.   L.   W. 
Richardson  is  available  on  402-422-8270. 
Yours  truly, 

P.  H.  Moran. 
General  Operations  Engineer. 


Exhibit  26.— A.T.  d  T.  Memo  Re  Introduction  of  BTS  718  and  BTS  1434 

American  Telephone  &  Telegraph  Co., 

New  York,  N.Y.,  February  13,  1973. 
Subject :  Packaged  Kev  Telephone  Systems. 
File  no. :  73-02-123. 

To :  Selected  Marketing  Department  and  Rate  Heads  Mailing  Lists. 
From  :  Marketing  Director — Customer  Telephone  Services 

Synopsis:  Announces  the  forthcoming  trial  Introduction  of  two  new  packaged 
Key  Systems  known  as  the  BTS  718  and  the  BTS  1434. 
To    respond    to   a    growing   demand   from    the   operating  companies   for  an 
economical  service  alternative  for  the  small  business  customer  [8  to  35  lines] 
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two  new  packaged  Key  Systems  have  been  developed.  A  number  of  new 
features  have  been  incorporated,  most  as  options,  including  voice  paging. 
The  attachment  briefly  describes  the  events  leading  to  this  development  and 
provides  a  description  of  the  two  Systems. 

First  production  models  of  the  BTS  718  will  be  available  for  trial  in  April 
of  this  year.  The  introduction  will  be  limited  to  two  locations  for  the  first  4 
months.  This  concentrated  geography  will  permit  maximum  supervision  by  all 
departments.  After  this  initial  period,  broadening  of  the  introduction  will  be 
encouraged  to  the  extent  permissible  by  product  availability.  Full  produc- 
tion capability  is  expected  in  January  of  1974. 

The  first  model  of  the  BTS  1434  should  be  available  in  the  Fall  of  this  year. 
More  specific  information  is  not  known  at  this  time. 

Recommended  rate  treatment  will  be  included  as  part  of  a  final  introduc- 
tory package  at  which  time  final  designs,  firm  apparatus  prices  and  confijmed 
installation  labor  data  should  be  known  as  a  result  of  the  trial  installations. 

Questions  relating  to  rate  or  marketing  matters  should  be  directed  to  Herm 
Goedrich  on  212  393-3370. 

W.    J.    RiNKOB, 

Marketing  Director. 
Attachment. 

Business  Telephone  Systems  718  and  1434 

foreword 

Competitive  activity  is  increasing  steadily.  The  market  under  50  lines  has 
been  the  prime  target  and  sales  of  non-Bell  key  systems,  principally  Japanese, 
have  risen  sharply  since  the  beginning  of  the  year. 

In  an  attempt  to  discover  what  we  need  in  the  way  of  products  to  meet  the 
needs  of  our  small  business  customers  (8  to  35  stations)  meetings  were  con- 
ducted early  in  1972  with  sales  people  in  10  operating  companies.  Your  people 
told  us  why  your  customers  were  going  to  the  competition  and  what  they 
needed  in  the  way  of  features  and  price  levels  to  keep  the  business  with  Bell. 

At  the  direction  of  the  Customer  Switching  Council,  a  task  force  was  set 
up  in  June  of  1972  to  translate  the  findings  into  a  product  solution.  In  Sep- 
tember, a  recommendation  was  made  to  the  Customer  Products  Council  for 
two  new  systems  referred  to  as  the  Business  Telephone  System  718  and  the 
Business  Telephone  System  1434.  This  is  the  first  step  in  this  effort  towards 
gearing  up  to  the  needs  of  this  market  place. 

overall  description 

The  two  proposed  systems  are  essentially  large,  square,  packaged  key  sys- 
tems. They  were  developed  with  two  major  objectives  in  mind.  One  was  to 
incorporate  a  number  of  naw  features  that  your  people  indicated  found  much 
favor  in  the  eyes  of  customers  and  added  to  the  usefulness  of  the  service.  The 
second  objective  was  to  take  advantage  of  every  economy  possible  in  the  design 
thus  permitting  attractive  rates  for  the  customers.  To  achieve  economy,  the 
.systems  have  fixed  capacities  and  fixed  features  as  described  here. 

The  design  anticipates  that  most  customers  for  these  systems  will  want  their 
telephone  systems  to  operate  like  a  switchboard  during  normal  business  hours. 
In  other  words,  all  incoming  calls  will  be  answered  by  an  attendant  and 
routed  to  the  appropriate  party.  Thus,  all  stations  will  pick  up  all  lines  and 
all  lines  will  ring  at  an  "attendant"  station.  As  such,  every  station  has  direct 
outward  dialing  and,  every  station  has  the  ability  to  pick  up  and  transfer 
incoming  calls  making  complete  night  .service  an  inherent  part  of  the  system. 
The  small  and  large  systems  have  two  and  three  dial  intercom  paths  re- 
spectively for  internal  calls.  To  sum  up,  the  basic  service  functions  just  like 
a  basic  dial  PBX. 

Finally,  a  number  of  new  features  are  available  that  can  be  added  as  op- 
tions. A  system  equipped  with  all  the  options  assumes  a  level  of  service  not 
unlike  that  of  our  Series  300  PBX. 

BASIC  service 

Operationally,  and  from  the  standpoint  of  feature  availability,  both  sys- 
tems are  identical.  They  differ  only  in  their  capacities.  Either  system  will  be 
available  in  a  "basic"  version.  As  such  they  will  provide  pickup,  hold,  illumi- 
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nation   including  wink  on  hold,  tone  ringer,  dial  intercom  with  voice  signal- 
ling, button  restoration  and  multiline  conferencing. 
Capacities  are  as  follows  : : 

BTS  718  BTS  1434 

Central  office  lines 

Dial  intercom  paths 

Stations 

Type  station  sets  (button) 


STANDAED   FEATURES 

Pick-Up  Hold  and  Illumination  with  "Wink"  Hold 

Operation  is  the  same  as  in  present  key  service. 
Tone  and  Voice  Signaling 

Audible  alerting  signals  in  these  systems  will  be  tones  produced  by  a  speaker 
that  will  replace  the  conventional  ringer.  Two  distinctly  different  tones  will 
be  used  in  conjunction  with  central  office  and  the  intercom  calls. 

On  intercom  calls,  a  calling  party  will  be  able  to  convey  a  message  to  the 
called  party  via  the  same  speaker  used  for  tone  signaling.  In  affect,  you  have 
station  paging.  This  station  paging  or  voice  signaling  can  take  place  while 
the  called  station  is  on  another  call  giving  you  a  two  track  system. 

Multi-Line  Conference 

A  station  user  will  be  able  to  conference  two  or  more  central  office  lines  in 
any  combination  by  depressing  the  appropriate  buttons  to  lock  down  the  line 
buttons  desired  in  the  conference.  The  design  will  gurantee  circuit  conditions 
that  might  otherwise  render  such  a  bridging  arrangement  inoperative,  how- 
ever, no  provision  is  being  made  for  amplification  and  transmission  levels  will 
be  reduced  as  conference  lines  increase  in  number.  Conferencing  between  inter- 
com and  CO.  lines  is  not  provided. 

Button  Restoration 

Station  sets  are  being  designed  so  that  placing  the  handset  in  the  cradle 
will  eauuse  all  buttons  to  restore  to  the  "poppped  up"  position.  Each  time 
a  station  user  wishes  to  answer  or  originate  a  call  it  will  be  necessary  for 
him  to  depress  a  button.  This  feature  is  important  in  conjunction  with  multi- 
line conference  as  it  restores  all  depressed  buttons  to  their  normal  "popped-up" 
position,  thus  removing  the  conference  connection  between  lines. 

Dial  Intercom 

Intercom  service  will  include  flashing  and  busy  lamp  illumination.  The  BTS 
718  will  come  equipped  for  two  paths  and  the  BTS  1434  for  three.  Each  path 
appears  on  a  separate  pick-up  botton  on  the  station  sets. 

To  make  an  intercom  call,  station  u.sers  will  select  an  available  intercom 
path  by  depressing  the  appropriate  button.  Dial  tone  will  be  heard.  Upon  dail- 
ing,  the  called  and  calling  party  will  hear  a  short  burst  of  tone  after  which 
the  calling  party  can  speak  through  the  speaker  located  in  the  called  party's 
station. 

Technically,  the  package  service  could  be  provided  without  the  intercoms, 
however,  it  is  difficult  to  visualize  a  customer  situation  J.hat  would  operate 
affectively  without  it.  Consequently,  for  the  purposes  of  tTial  introduction,  it 
is  being  included  as  part  of  the  basic  system. 

OPTIONAL  FEATUBE8 

Privacy 

Systems  incorporating  this  feature  will  give  the  first  station  off-hook  on 
any  line  sole  access  to  that  line  and  prevent  all  other  stations  from  bridging 
to  the  connection.  By  operation  of  a  privacy  release  key,  this  station  used  will 
be  able  to  momentarily  disable  the  privacy  and  permit  one  or  more  other  sta- 
tions to  bridge  on  the  call  while  this  key  is  held  down. 

This  feature  can  be  provided  to  all  or  any  number  of  stations  in  a  given 
system.  In  other  words,  a  completely  private  system  would  be  one  in  which 
every  station  would  automatically  exclude  all  other  stations  coincident  with 
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initial  seizure  of  a  line.  It  is  also  possible  to  exclude  only  one  or  a  few  sta- 
tions. Once  chosen  the  station  or  stations  to  be  excluded  remain  the  same 
and  are  excluded  by  all  other  stations.  Privacy  is  not  available  on  intercoms. 
Paging 

Provision  has  been  made  to  accommodate  a  paging  amplifier  capable  of 
driving  10  to  20  wall  mounted  speakers.  On  the  BTS  718  the  paging  system 
can  be  accessed  by  any  station  user  by  dialing  the  appropriate  code  on  the 
intercom.  On  the  larger  system,  there  will  be  three  codes  reserved  permitting 
a  zone  paging  sy.stem. 

Station  Restriction 

On  an  individual  basis,  stations  can  be  arranged  to  receive  incoming  calls, 
originate  calls  on  the  intercom  but  cannot  originate  callls  on  central  office  lines. 

Power  Failure  Transfer 

In  the  event  of  the  failure  of  commercial  power  all  central  office  lines  can 
be  automatically  tied  to  centrally  located  externally  mounted  ringers.  They 
can  be  distributed.  Calls  can  be  answered  or  originated  from  any  station 
on  the  central  office  line.  Illumination  intercoms  or  other  features  are  not 
provided. 

Night  Transfer 

By  the  operation  of  a  key  located  in  the  attendant  station  incoming  callls 
will  ring  at  a  predetermined  alternate  station. 

Music  on  Hold 

The  system  will  provide  terminals  to  which  a  customer  will  be  able  to  pro- 
vide a  music  or  program  source.  This  music  will  be  heard  by  an  incoming 
caller  when  he  is  placed  on  hold. 

Preset  Conference  on  Intercom 

The  capability  to  alert  5  pre-seleeted  stations  and  thus  establish  one  con- 
ference group  of  up  to  six  stations  is  included  in  the  package  system. 

Busy  Field  with  Direct  Station  Selection 

The  attendant  may  be  provided  with  a  separate  console  housing  in  which  a 
lamp  field  will  be  available  which  indicates  a  "Station  Set"  busy  condition 
for  each  station  in  the  system.  These  lamps  will  be  mounted  under  buttons 
that  will  serve  as  an  intercom  direct  signaling  key  to  the  station  corresponding 
to  the  button. 

Busy  Field  with  Message  Waiting 

The  same  lamp  field  described  above  except  that  the  buttons  serve  as  a 
means  for  the  attendant  to  activate  a  message  waiting  lamp  under  the  hold 
key  of  the  station  corresponding  to  the  button.  Only  one  of  the  two  consoles 
may  be  provided. 

Touch-Tone 

Systems  will  be  available  in  Touch-Tone  and  rotary  versions. 


Exhibit  27. — Excerpts  From  Diltberner  Report  of  1968 

[Offlpp  of  Telecommunications  Policy,  Executive  Office  of  the  President,  "Interconnection 
An  Economic  Impact  Analysis"] 

(Page  43) 


D.  CONCLUSIONS 

In  Task  II,  a  number  of  alternative  means  of  protection  of  the  network  have 
been  examined,  and  costs  have  been  olttained  for  them.  The  cost  comparisons 
have  been  based  upon  a  ."Standard  market,  disregarding  the  effect  of  protection 
cost  on  the  effective  price  of  interconnect  products,  which  would  then  be  reflected 
in  the  size  of  the  interconnect  market.  Thus,  the  total  co.st  computed  for  the  more 
expensive  forms  of  network  protection  is  somewhat  inflated.  But  this  point  is 
more  theoretical  than  real  with  respect  to  a  comparison,  since  the  reduction  in 
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cost  achieved  by  a  more  complex  analysis  would  simply  come  from  the  consequent 
decrease  in  interconnect  sales.  The  cost  of  protection  per  system  sold  would  be 
basically  the  same.  It  is  pointed  out  in  Task  II  that  the  current  requirement  for 
network  protection  devices,  when  multiplied  by  the  rather  large  anticipated  inter- 
connect .sales  (given  a  highly  competitive  market),  becomes  quite  expensive  and 
economically  inefficient.  A  .similar  argument  can  be  made  for  semiannual  periodic 
monitoring,  and  very  likely  for  installation  certification.  Other  means  of  protec- 
tion, although  somewhat  le.ss  positive,  are  significantly  cheaper. 

In  this  task  the  cost  of  protection  has  been  computed  from  the  standpoint  of 
an  eight  year  "program"  of  competition  between  the  carriers  and  interconnect.  An 
alternative  approach  might  be  to  compute  protection  cost  from  the  standpoint  of 
the  user,  using  in  each  case  the  anticipated  service  life  of  the  equipment.  This 
would  be  a  fairly  straightforward  exten.sion  of  the  results  of  Task  II :  in  such  a 
summary,  one  might  use  a  five-.vear  service  life  for  vertical  services  and  an  eight- 
year  service  life  (installed  life)  for  multiline  systems. 

The  reader  may  disagree  with  some  of  the  estimates  of  unit  protection  costs 
used  in  this  ta.sk.  It  is  quite  possible  that  some  of  the  estimates  used  are  in  error ; 
however,  in  many  cases  the  costs  of  protection  computed  in  this  task  differ  by 
orders  of  magnitude.  Thus,  even  significant  errors  in  the  estimated  unit  costs 
would  probably  not  affect  the  relative  costs  of  the  protection  means. 

Also,  no  attempt  has  been  made  in  this  task  to  assess  relative  harm  ;  that  is,  no 
distinction  has  been  made  between  the  "harm"  ari.sing  from  malfunctioning  equip- 
ment of  different  types.  Clearly,  a  residential  extension  would  not  be  capable  of 
the  same  degree  of  harm  to  the  network  or  to  carrier  per.sonnel  as  a  malfunc- 
tioning PBX.  Some  of  the  elaborate  and  expensive  means  of  protection  discussed 
in  this  task  are  clearly  excessive  for  many  forms  of  simple  equipment ;  NPD's, 
installation  certification,  and  periodic  monitoring  clearly  represent  too  much 
protection  for  .simple  handsets  or  multiple  line  kev  systems.  Further,  for  a  single 
line  telephone  the  present  XPD  crentes  a  problem  by  requiring  an  outside  AC 
supply,  while  the  unit  could  otherwise  operate  on  the  central  office  battery.  On 
the  other  hand,  a  large  PBX  with  n  major  malfunction,  or  a  large  number  of 
automatic  dialers,  might  generate  considerable  .'signalling  problem*. 

Finally,  it  should  be  noterl  that  the  primary  victim  of  poor  equipment  is  the 
user.  He  will  very  likely  be  the  first  to  notice  the  malfunction,  and  the  first  to 
complain  about  it.  And  realistically,  the  dangers  his  equipment  may  generate 
will  in  most  cases  be  marginal,  and  hardly  distinguishable  from  defective  equip- 
ment supplied  by  the  carriers.  It  is  clear  from  the  results  of  this  task  that  a  lack 
of  realism  can  add  orders  of  magnitude  to  the  co.st  of  protection. 
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4.  Interconnect  Maniifactnrers.  Distrihvfors  and  Suppliers 

Based  upon  our  analysis  of  potential  maximum  sales,  the  maximum  (equiva- 
lent sales)  revenues  accruing  to  the  interconnect  distributor  group  will  be  in 
the  range  of  $13.0  billion  over  the  next  eiffht  years.  This  represents  end-user  level 
revenues  to  the  supplier  or  distributor.  We  would  expect  that  the  manufacturer 
would  receive  approximately  40%  of  these  revenues,  or  roughly  $5.2  billion.  This 
is  a  higher  estimate  than  was  made  in  our  earlier  report  to  the  Federal  Com- 
munications Commission,  and  is  based  upon  new  knowledge  of  additional  equip- 
ment, not  previously  identified,  which  is  likely  to  be  provided  on  an  interconnect 
basis. 

5.  Telephone  Common  Carriers 

The  principal  functional  benefits  accruing  to  the  telephone  common  carrier 
industry  in  the  United  States  as  a  result  of  any  form  of  expanded  interconnect 
privileges  will  be  primarily  those  of  : 

Expanded  markets  for  selected  subscriber  station  equipment  achieved  by  price 
reductions  made  possible  by  competitively  accelerated  technological  innova- 
tion, rather  than  by  changes  in  cross  subsidization. 

New  revenues  from  expanded  use  of  telecommunication  services,  largely  in 
the  form  of  message  and  toll  revenues,  and  from  connecting  arrangements  pro- 
virled  to  the  interconnect  industry. 

Reduced  demand  for  investment  capital  for  subscriber  station  equipment. 

Reduced  pre.ssures,  and  hence,  reduced  commitments  to  produce  special  engi- 
neered equipment  to  meet  individual  u.ser  needs  (since  other  organizations  will 
likely  perform  these  functions). 
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6.  Summary 

It  is  most  important  to  keep  in  mind  tliat  tlie  analysis  outlined  in  the  pro- 
ceeding sections  of  Task  III  relates  to  a  theoretical  maximum  interconnect 
market,  (not  the  scenario  used  later),  which  is  not  forecasted  to  be  achieved. 
However,  this  analysis  was  done  primarily  to  show  the  relative  distribution 
among  the  several  classes  of  beneficiaries  of  direct  savings  in  the  most  favorable 
interconnect  environment.  Our  analysis  here  draws  upon  the  maximum  inter- 
connect market  estimates  for  a  broader  range  of  products/services.  These  are 
drawn  from  Table  I  of  Appendix  C,  which  provides  the  rationale  for  these  maxi- 
mum interconnect  market  estimates. 

The  following  Table  III-IO  summarizes  the  end-u.sers'  direct-cost  savings  and 
operational  benefits  maximum  estimates  : 

TABLE  III-10.-1973-80  CUMULATIVE  MAXIMUM  INTERCONNECT  SAVINGS 

IDollars  on  millions)  ' 


Total 


Direct 
savings 


Operational 
savings 


Residential  users 

Small  business  users _ 

Medium/large  business  users 

Total  direct-cost  savings  (maximum.) 


$1,  691 
3,637 
3,  379 

Jl,591 
2,137 
1,479 

$100 
1,500 
1,900 

Adjusted  for  rounding  errors. 


These  are  rough  approximations  developed  primarily  to  give  guidlines  as  to 
the  relative  magnitude  of  direct  and  operational  savings — as  well  as  their  dis- 
tribution between  user  groups. 

The  recap  of  direct-cost  saving  benefits  resulting  from  interconnect  sales  as 
distributed  among  residential,  small  business  and  medium/large  business  is 
shown  in  Table  III-ll.  It  shows  the  percentage  distribution  used  to  arrive  at  the 
totals  for  each  user  class.  The  break  out  is  a  product  of  DAI  staff  estimates — 
much  of  what  is  a  matter  of  definition. 

TABLE  lll-ll.-ESTIMATED  DIRECT  COST  SAVING  OF  BENEFIT  DISTRIBUTION  BY  EQUIPMENT/SERVICE  CATEGORIES 

Percent    Percent  small       Percent  large 
residential  business  business 


Automatic  answering  and  recording.. 

Automatic  dealers 

Broadband  switches 

Business  alarms 

Business  extensions 

Call  diversion/forwarding 

Call  screening 

Connecting  arrangements. 

Data  modems: 

Low 

Medium 

High 

Facsimile 

Industrial/environmental  telemetry... 

Intercom  PAX 

Large  PABX _.._ 

Last  number  repeat-automatic  diafers. 

Mobile  telephone 

Portable  phone 

Remote  appliance  controller 

Residential  alarms __ 

Residential  extensions 

Residential  intercom 

Residential  mains 

Residential  meter  reading 

Scrambler 

Small  PABX '_ 

Small  telephone  systems... 

Speaker  phone 

Tone/voice  one-way  pager 

Tone-signaling  data  terminals 

Video  phone  (internal) 


10 

90 

0 

40 

30 

30 

0 

10 

90 

0 

100 

0 

0 

60 

40 

60 

40 

0 

50 

40 

10 

(') 

(') 

(') 

0 

40 

60 

0 

30 

70 

0 

20 

80 

20 

10 

70 

0 

10 

90 

0 

70 

30 

0 

20 

80 

50 

30 

20 

30 

40 

30 

60 

10 

10 

100 

0 

0 

100 

0 

0 

100 

0 

0 

100 

0 

0 

100 

0 

0 

0 

10 

90 

10 

30 

60 

0 

100 

0 

0 

100 

0 

0 

40 

60 

30 

60 

10 

0 

40 

60 

10 

20 

70 
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B.  Interconnect  Policy  Administration 

This  section  deals  with  the  question  of  how  the  policy  of  permitting  the  sub- 
stitution of  customer-provided  equipment  for  that  traditionally  provided  by  the 
common  carrier  should  be  administered,  as  determined  by  the  probable  effects 
on  users,  common  carriers  and  interconnect  companies. 

1.    QUALITY    OF    SERVICE 

a.  Maintaining  present  tariff  quality  provisions 

Since  few,  if  any,  tariffs  contain  any  detailed  specification  of  service  quality, 
we  are  not  certain  how  one  can  quantatively  analyze  the  thesis  the  expanded  in- 
terconnection will  deteriorate  service  quality.  However,  most  of  the  interconnect 
approaches  which  we  explored,  and  which  have  been  suggested  by  the  regulatory 
agencies,  have  adequate  provisions  to  ensure  the  common  network  from  measur- 
able service  quality  deterioration.  One  area  which  is  not  adequately  covered  in 
some  of  the  minimal  certification  procedures  relates  to  possible  "pollution"  of 
the  network  by  calls  directed  to  incorrect  numbers,  resulting  from  a  faulty 
dial  mechanism.  It  is  probable,  however,  that  this  type  of  pollution  will  be  self- 
limiting,  since  the  user  of  telephone  service  will  be  anxious  to  maintain  his  own 
service  standards — it  will  be  primarily  the  user  of  such  faulty  dialing  mechanisms 
himself  who  will  be  injured — not  others.  One  exception  is  that  of  additional 
wrong-number  calls  which  may  tend  to  cause  some  additional  traffic  within  the 
local  exchange — limiting  or  blocking  some  calls  during  peak  hours.  However, 
user  reports  of  such  wrong  numbers  are  the  prime  criterion  for  common  carrier 
maintenance  initiation  today. 

b.  Protection  of  personnel  from  physical  harm 

Either  the  use  of  enforced  technical  standards  for  interconnection  which 
provide  for  protection  from  physical  harm  of  both  customer  and  common  carrier 
personnel,  or  the  provision  of  a  connecting  arrangement  either  by  the  inter- 
connect supplier  or  the  common  carrier,  adequately  solves  this  need. 

c.  Impact  of  certifiGation  programs 

(1)  Continued  quality  assurance  of  certified  equipment. 

Assuming  some  form  of  type  acceptance  in  which  there  is  neither  sample 
quality  control  nor  individual  unit  certification  of  all  units  manufactured,  it 
would  appear  that  only  complex  equipment  realistically  should  require  periodic 
inspections  once  installed  to  ensure  the  continued  quality  of  type-certified  equip- 
ment. It  does  not  appear  desirable  for  regulatory  bodies  to  directly  become  in- 
volved in  the  iieriodic  sampling  of  type-certified  equipment,  but  rather  to  de- 
pend upon  either  public  reaction  to  improperly  constructed  equipment  to  motivate 
manufacturers  to  maintain  their  certification  standards,  or  third-party  in.spec- 
tion — and  the  ability  to  disconnect  such  offending  systems  from  the  network, 
should  this  prove  necessary. 

(2)  Assurance  of  proper  continued  maintenance. 

We  believe  that  single-line  installations  are  self-policing  from  a  maintenance 
point  of  view,  since  the  major  disadvantage  of  improperly  maintained  equip- 
ment accrues  directly  to  the  end  user.  It  has  also  been  suggested  that  a  mainte- 
nance contract  arrangement  be  entered  into  between  the  end  user  and  the  common 
carrier.  The  common  carrier  himself  may  provide  maintenance,  or  only  approve 
the  maintenance  program  proposed  by  the  customer.  We  believe  that  these  two 
alternatives  are  as  attractive  as  periodic  inspection  by  a  third  party,  and  more 
economical  to  all. 

(3)  Economic  viability  of  certification  program. 

Under  the  proposals  presently  being  considered,  it  would  appear  that  the 
manufacturers  of  the  equipment  would  be  assessed  certain  charges  to  fully 
support  the  certification  program.  It  would  appear  to  be  in  their  self-interest 
to  continue  these  payments,  thus  ensuring  the  economic  viability  of  the  program. 
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(4)  Common  carriers'  ability  to  test  the  remaining  facilities. 

The  Bell  System  presently  has  the  ability  to  test  only  their  own  network  part 
of  the  private  wire  networks  where  the  subscriber  owns  the  teletypewriter  con- 
nected to  the  end.  Certainly  this  ability  can  be  transferred  to  the  telephone  net- 
work without  major  cost,  where  necessary,  to  analyze  serious  problems. 

(5)  Assurance  of  continued  service  quality. 

The  advent  of  interconnection  would  not  affect  the  continued  service  quality 
for  customers  with  common  carrier-provided  equipment.  This  customer  will  be 
assured  of  this  continued  service  quality  in  the  same  manner  in  which  he  is 
presently  assured. 

(6)  Assurance  of  continued  user  protection  from  physical  harm. 
This  problem  was  covered  in  sub-paragraph  "b"  above. 

d.  Responsibilities  of  Equipment  Suppliers  for  Continued  Mainteance 

This  will  be  largely  self-regulating  in  that  the  user  will  want  adequate  tele- 
phone service  and  will  demand  adequate  maintenance  either  by  his  own  per- 
.sonnel  or  the  equipment  supplier.  Doubtless,  some  of  the  local  interconnect 
distributors  may  tind  business  unprofitable  and  discontinue  operation.  It  has 
been  suggested  that  the  manufacturers  of  interconnected  equipment  be  required 
to  guarantee  parts  and  maintenance  availability  for  users  as  a  prerequisite  for 
selling  in  the  United  States.  This  should  provide  adequate  protection,  at  least 
for  the  larger  manufacturers.  We  believe  that  the  user  should  be  burdened  with 
the  responsibility  for  adequate  maintenance  and  that  the  "buyer  must  beware" 
of  manufacturers  whose  long-term  maintenance  guarantee  is  not  a  responsi- 
ble one. 

e.  Network  Technical  Changes 

We  believe  that  the  common  carrier  is  capable  of  making  technical  changes  in 
the  network  without  requiring  that  all  station  equipment  be  modified  to  meet 
the  new  network  technical  characteristics.  Because  of  the  huge  installed  base  of 
subscriber  equipment  in  the  network,  there  is  no  way  by  which  the  carrier 
can  now  introduce  sweeping  changes  either  locally  or  nationally.  To  the  best 
of  our  knowledge,  almost  all  network  changes  have  been  introduced  in  such  a  way 
that  they  will  accommodate  essentially  all  previous  equipments,  as  well  as  the 
new  technical  approach.  This  is  particularly  true  of  central  olHces  dealing  with 
both  dial  pulse  signalling  and  tone  signalling.  We  would  anticipate  that  the 
same  approach  would  be  employed  for  tone  ringing  as  opposed  to  interrupted 
B.C.  current  ringing.  This  appears  to  be  tlie  major  technological  change  antici- 
pated by  the  carriers  in  the  next  decade,  since  it  affects  the  interface  with 
subscriber  station  equipment. 

f.  Carrier  Service  Limitations  to  Interoonnected  User 

If  the  common  carrier  provides  service  only  as  far  as  customer-owned  equip- 
ment, we  feel  that  it  would  have  the  same  service  responsibility  for  that  portion 
of  the  network  as  for  any  other.  We  believe  that  if  the  interconnected  user  desired 
to  reinstate  his  common  carrier  service,  he  should  be  treated  as  any  other 
prospective  customer,  and  not  be  given  preferential  delivery  treatment. 

g.  Limitations  on  Carrier  Liability  for  Hazards 

We  believe  that  the  character  of  these  responsibilities  should  be  spelled  out 
primarily  in  a  technical  way,  so  that  the  end  user  knows  the  degree  of  technical 
protection  provided  against  such  hazards  from  the  network.  If  common  carrier 
equipment  fails  to  meet  its  tariff  standards  for  protection  of  customer  equip- 
ment, the  carrier  shoukl  be  responsible  for  the  replacement  and  damages.  How- 
ever, if  the  common  carrier  has  provided  its  hazard-limiting  equipment  and  it 
has  worked  adequately,  but  conditions  have  arisen  which  exceed  the  technical 
specifications  of  such  protection,  the  user  himself  must  provide  insurance  against 
such  acts.  Normal  business  and  homeowner's  insurance  already  cover  such 
contingencies. 

h.  Increased  fradulent  use  of  network 

The  fradulent  use  of  the  network  appears  to  be  increasing  as  the  proportion 
of  the  population  with  technical  expertise  increases.  It  is  clear  that  it  will 
increase   substantially    as   a   result   of   further   dissemination   of   information 
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describing  the  inner  workings  of  the  network.  Additional  safeguards  for  the 
common  earner  likely  must  be  implemented  in  any  case  to  reduce  this  revenue 
hazard.  Since  such  fradulent  use  is  not  directly  traceable  to  the  impact  of  inter- 
connection, we  believe  that  the  cost  of  providing  protection  against  it  should 
be  carried  by  the  general  rate  base  user. 

i.  Balance  of  payments  impact 

In  terms  of  reliability  of  foreign  equipment  provided  to  the  United  States, 
we  believe  that  the  "buyer  must  beware."  However,  because  of  the  increasingly 
high  cost  of  maintenance,  it  is  to  the  interconnect  distrUmtors'  best  interest  oiilv 
to  sell  equipment  which  is  highly  reliable.  Thus,  to  a  maj..r  extent,  equipment 
sold  to  businesses  is  likely  to  be  self-policing.  This  self-policing  aspect  of  equip- 
n)eiit  sold  to  the  residential  user  through  department  store  chains,  etc.  is  not  as 
probable.  To  protect  the  residential  user,  it  may  be  desirable  to  restrict  impor- 
tation of  equipment  unless  it  meets  minimum  standards  for  interconnection  as 
established  in  the  tariff,  requiring  the  foreign  manufacturer  to  prove  conform- 
ance to  reasonable  specifications  and  reliability  tests. 

We  believe  that  the  impact  of  interconnection  on  the  balance  of  payments 
goes  beyond  the  purview  of  either  the  Federal  Communications  Commission  or 
NARUC  and  should  not  be  considered  in  their  deliberations,  unless  given  specific 
guidance  by  Congress.  It  is  our  belief,  however,  that  an  increasing  share  of  the 
interconnect  dollar  will  go  to  the  U.S.  manufacturers  during  the  next  decade — 
due  largely  to  our  excellence  and  technological  lead  in  large-scale  integrated 
circuitry. 

2.    FEDERAL-STATE   RELATIONS 

a  Legal  authority  for  certification  and  licensing 

There  is  dual  authority  between  both  state  and  Federal  agencies  for  the 
certification  and  licensing  of  interconnected  telephone  equipment,  supplies,  in- 
stallation and  maintenance  forces.  The  FCC  can  license  for  interstate  operations, 
and  the  states  for  operators  within  their  jurisdictions.  This  is  also  true  of 
certification,  although  clearly  the  FCC  could  require  certified  equipment  for 
interstate  operations,  where  it  wou'd  be  almost  impossible  for  the  state  to  have 
a  lower  standard,  since  almost  all  interconnected  equipment  would  be  used  for 
both  functions.  However,  the  states  could  utilize  more  stringent  criteria  than 
the  Federal  Government  for  these  functions,  if  they  so  choose.  This  would  have 
a  strongly  negative  impact  on  the  interconnect  industry. 

h.  Cost  siipport  to  regulatory  activities 

There  would  appear  to  be  little  doubt  that  there  should  be  a  split  of  the  costs 
of  necessary  regulatory  activities  between  interconnect  equipment  suppliers 
and  interconnect  users.  Equipment  suppliers  should  bear  the  cost  of  any  neces- 
sary certification  or  conformance  to  technical  network  standards.  Clearly  these 
costs  will  eventually  be  passed  along  to  the  user.  We  believe  that  the  user  should 
be  financially  responsible  for  any  activities  that  relate  to  installation,  mainte- 
nance, or  continuing  inspection  expen.ses  reasonably  incurred  by  regulatory  activi- 
ties. Periodic  inspection  services,  should  they  be  required,  and  initial  installation 
inspection  services  shouHl  be  accomplished  with  a  compensatory  fee  to  the  user 
We  agree  that  these  should  not  be  borne  by  the  taxpayer,  or  the  entire  telephone 
user  group. 

c.  Division  of  regulatory  responsibilities 

The  current  general  direction  being  taken  on  interconnect  questions,  in  which 
the  Federal  Government  provides  the  lead  and  suggests  approaches  for  state 
authorities,  leaving  the  state  authorities  with  the  privilege  of  either  accepting 
or  rejecting  these  approaches  would  appear  to  be  the  general  delineation  of 
responsibility  which  is  most  feasible.  The  recently  formed  Federal/State  Joint 
Board  is  a  proi)er  forum  for  coordination. 

d.  Authority  of  States  to  depart  from  Federal  guidelines 

While  the  states  can  depart  from  Federal  guidelines,  if  interconnected 
equipment  is  to  be  used  for  interstate  traffic,  clearly  they  must  conform  to  Federal 
guidelines,  as  defined  by  the  joint  FCC/State  Board.  The  other  alternative,  of 
the  state  having  more  restrictive  standards,  etc.,  also  .should  be  acceptable.  How- 
ever, this  would  lead  to  substantial  disadvantages  to  the  interconnect  industry. 
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and  to  those  users  desirous  of  procuring  interconnect  equipment  within  those 
states  having  higher  standards,  more  complex  procedures,  etc.  We  do  not,  at 
this  time,  see  how  a  certain  amount  of  this  can  be  avoided,  other  than  by 
instigating  both  legislative  branch  and  executive  branch  pressures  on  states  to 
conform  to  the  Federal/State  Joint  Board  standards. 

c.  Regulatory  control  over  price  and  quality 

It  would  appear  unnecessary  for  regulatory  control  to  be  extended  over  price, 
cost,  or  quality  of  interconnected  terminal  equipment,  beyond  assurances  to  the 
regulatory  body  that  the  terminal  equipment  conforms  to  appropriate  standards 
or  to  certification  procedures.  Since  the  common  carriers,  either  directly  or 
through  subsidiaries,  and  interconnect  firms  active  in  the  field  are  able  to  provide 
competitive  market  conditions,  we  see  no  reason  for  regulatory  agency  control  of 
this.  Rather,  competition  should  establish  prices  paid  by  the  user  of  telephone 
and  data  terminal  ( station )  equipment. 

/.  Service  complaint  regulatory  hurden 

There  is  no  strong  evidence  that  would  suggest  that  this  burden  will  be  sub- 
stantial. However,  it  would  appear  that  some  minimal  control,  but  not  full 
regulation  of  interconnect  distributors  may  be  desirable  within  the  state  juris- 
diction. Licensing  of  these  distributors  would  permit  license  revocation,  if  too 
great  a  level  of  service  complaints  were  received.  On  the  other  hand,  the  state 
regulatory  commission  could  instruct  the  common  carriers  to  be  particularly 
watchful  of  problems  with  equipment  from  specific  suppliers,  in  order  to  permit 
rapid  disconnection  of  clearly  malfunctioning  or  poorly  maintained  equipment. 

3.    COMPETITION 

a-  Relaxation  of  restraints  on  common  carrier  actions 

The  relaxation  of  the  antitrust  restraints  on  the  Bell  System  referring  to  the 
sale  of  equipment  should  likely  not  be  undertaken,  until  such  time  as  the  ques- 
tion as  to  how  Western  Electric  can  be  removed  as  the  dominant  factor  in  the 
American  telecommunications  market  is  resolved.  In  general,  the  common 
carriers  can  now  compete  effectively  within  current  constraints.  To  be  fully 
competitive,  the  Bell  System  should  be  able  to  sell  its  equipment  to  the  end  user. 
However,  the  Western  Electric  total  dominance  in  its  field,  makes  this  approach 
inii)racticable  at  the  current  time,  since  the  firm  has  the  manufacturing  volume 
and  financial  resources  to  engage  in  predatory  price  wars  if  it  were  to  so  choo.se. 

b.  Regulation  of  interconnect  companies 

There  would  appear  to  be  no  need  to  regulate  interconnect  companies  as  com- 
mon carriers.  Rather,  some  minimal  form  of  licensing  to  give  the  ability  of 
the  state  regulatory  commissions  to  suspend  operations  of  the  company  if  exces- 
sive complaints  are  received  would  appear  reasonable.  We  believe  that  the 
regulation  of  interconnect  companies  as  common  carriers  would  throw  a  totally 
imreasonable  burden  upon  the  state  public  utility  commission.  Further,  we  feel 
that  regulation  of  interconnect  companies  as  common  carriers  would  unneces- 
sarily re.strict  them  in  their  ability  to  achieve  the  kind  of  technological  integra- 
tion of  data  processing,  communications,  and  oflBce  machine  functions  which  can 
provide  highly  desirable  innovative  products  to  telecommunication  users. 

c.  Common  carrier  interconnect  sales  through  affiliates 

We  would  see  no  substantial  disadvantage  in  permitting  common  carriers  to 
undertake  interconnect  marketing  through  affiliated  unregulated  interconnect 
companies,  with  the  exception  of  the  Bell  System.  Here,  the  dominance  of 
Western  Electric  makes  this  approach  unacceptable,  until  such  time  as  the 
Western  Electric  market  dominance  problem  can  be  resolved.  Short-term  large 
price  reductions  by  Western  coukt  ruin  the  intercouTiect  distributor,  and  make  it 
practically  impossible  to  raise  risk  capital  in  the  future  for  this  form  of  enter- 
prise. 

d.  Deregulation  of  terminal  equipment 

Deregulation  of  terminal  equipment  provided  by  common  carriers  woidd 
likely  demand  that  this  equipment  be  handletl  in  an  unregulated  subsidiary  or 
a  third  party  in  order  to  prevent  cross  subsidization  on  the  use  of  installation 
and  maintenance  per.sonnel,  etc.  Alternatively,  if  the  common  carriers  were  per- 
mitted to  sell  their  equipment,  clearly  there  could  be  competition  for  installati  on 
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and  maintenance  with  interconnect  companies  which  would  hence  be  self-con- 
trolling, i.e.,  the  common  carriers  could  not  sell  or  lease  terminal  equipment  at 
extremely  low  rates  and  make  up  foregone  profit  on  installation  and  maintenance 
functions.  However,  if  common  carriers  were  permitted  to  sell  equipment,  the 
Western  Electric  dominance  of  this  market  would  loom  as  a  major  deterrent. 
Another  possible  alternative  would  be  to  permit  Western  Electric  only  to  provide 
central  office  equipment  to  the  telephone  operating  companie.'^.  and  not  switching 
equipment  or  telephones  to  the  unregulated  subsidiaries  providing  station  equii>- 
ment.  This,  however,  would  take  Western  Electric  out  of  station  equipment 
markets,  and  reduce  substantially  its  production  base,  and  possibly  economies 
of  scale.  This  conceivably  could  be  resolved  by  encouraging  Western  Electric  to 
sell  telecommunications  equipment  abroad.  This  would  aid  the  balance  of  pay- 
ments, yet  stimulate  a  strongly  competitive  environment  in  the  United  States 
between  reasonably  sized  manufacturers.  To  the  best  of  our  knowledge,  Western 
Electric  (unlike  most  world  telecommunication  manufacturers)  does  not  even 
attempt  to  sell  its  products  outside  the  United  States. 

e.  Freedom  of  interconnect  companies  to  discontinue  provision  of  service 

In  a  competitive  environment,  we  see  no  realistic  way  by  which  interconnect 
companies  could  be  required  to  continue  to  provide  service,  unless  they  are  given 
the  protections  of  a  regulated  carrier.  This  would  basically  demand  full  regulatory 
control  as  a  common  carrier — which  we  believe  is  undesirable. 

Rather,  we  believe  that  as  a  matter  of  civil  contracts,  the  interconnect  user 
must  protect  himself  with  contracts  for  service,  or  to  assure  himself  that  service 
is  available  from  alternate  sources.  We  see  no  substantial  disadvantage  in  per- 
mitting common  carriers  to  provide  maintenance  contract  service  for  customer- 
owned  equipment.  Were  the  common  carriers  to  charge  a  very  high  price  for  such 
maintenance  contract  service,  they  would  likely  get  little  or  no  business,  hence, 
be  self-controlling.  If  the  common  carriers  attempted  to  subsidize  their  mainte- 
nance effort  on  interconnect  tquipment  out  of  the  rate  base  expenses,  the  end 
result  would  be  that  they  would  obtain  most  of  the  maintenance  contracts  for 
interconnected  equipment.  Thi.^  still  fulfills  the  FCC's  stated  objectives  of  pro- 
viding the  user  with  a  choice  of  equipment  suppliers.  It  is  not  clear  that  the 
FCC  decision  requires  that  the  suppliers  also  maintain  the  equipment.  This 
approach  is  used  in  England,  where  the  national  postal  telecommunications  orga- 
nization maintains  all  customer-owned  equipment.  In  fact,  for  most  current  in- 
terconnect distributors,  maintenance  is  a  necessary  burden,  rather  than  a  profit- 
producing  function. 

In  Australia,  the  PTT  not  only  requires  that  interconnected  telephone  equip- 
ment be  maintained  by  the  common  carrier,  but  it  also  requires  that  the  equip- 
ment be  manufactured  to  its  specifications — both  performance  and  interface.  If 
this  system  were  adopted  in  the  United  States,  the  problem  of  discontinuance  of 
interconnect  supplier  maintenance  service  would  disappear. 

APPENDIX  D.— ANALYSIS  OF  BUSINESS  USER  SUBSIDIZATION  OF 
RESIDENTIAL   TELEPHONE    USERS 

The  purpose  of  this  appendix  is  to  analyze  the  maximum  subsidy  which  is 
likely  to  be  provided  today  from  station  equipment  revenues  of  business  users 
which  could  be  applied  to  residential  telephone  users.  In  order  to  accomplish  this 
objective,  we  must  work  with  the  best  available  data,  which  is  of  the  calendar 
year  1971. 

In  1971,  the  Bell  System  installed  25.3  million  telephones.  It  disconnected  21.5 
mllion  telephones  for  a  net  gain  of  .3.8  million  telephones. 

In  the  same  year,  Bell  made  4.5  million  move  and  change  order  completions 
within  its  total  subscriber  base. 

A.   Assumptions 

The  following  assumptions  have  been  made,  which  are  believed  to  be  fully 
reasonable,  in  order  to  complete  this  analysis. 

1.  Sixty-five  percent  of  the  total  installations  and  disconnects  were  accom- 
plished for  business  subscribers,  and  35%  were  for  residential  subscribers.  This 
corresponds  to  a  move  rate  of  50%  annually  for  business  customers,  and  10% 
for  residential  customers,  roughly. 
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2.  The  average  Bell  System  installation  charge  for  a  business  telephone  was 
$15.()0.  The  average  Bell  System  move  and  change  charge  for  a  business  telephone 
was  $10.00.  ,     ^ 

3.  The  average  cost  to  the  Bell  System  of  installing  business  telephones  was 
$7.')  00  The  average  cost  to  the  Bell  System  of  a  move  or  change  of  a  business 
telephone  was  $50.00.  The  average  cost  to  the  Bell  System  to  disconnect  a  busi- 
ness telephone  was  $15.00. 

4.  The  number  of  business  telephones  at  the  end  of  1971  was  34  million ;  the 
number  of  residentiol  telephones  was  91  million. 

5.  The  average  revenue  requirements  and  revenues  achieved  by  the  Bell  System 
and  the  independents  are  essentially  the  .same,  and  are  assumed  to  be  those  out- 
lined in  Task  IV. 

B.  Rea'enue  Analysis  From  Installations,  Disconnects,  Moves,  and  Changes 

In  order  to  estimate  the  total  revenues  accruing  to  the  telephone  common  car- 
riers for  moves  and  changes,  as  well  as  installations  and  disconnects,  we  will 
utilize  the  assumptions  outlined  above.  In  order  to  provide  a  conservative  esti- 
mate, we  wall  assume  that  the  total  number  of  moves  and  changes  are  only  those 
which  we  have  been  able  to  find  documented  for  the  Bell  System,  rather  than 
adding  an  additional  10-12%  to  these  rates  of  moves  or  change  to  compensate  for 
the  independent  telephone  companies. 

The  business  revenues  may  be  computed  as  follows:  Million 

25,300,000  installations    X    65  percent  business    X    $15  for  installation 

charges =$247 

4.500,000  moves  and  changes   X   65  percent  business    X   $10  for  moves 

and  charges =29 

Total  276 

This  represents  the  total  revenues  to  the  telephone  operating  companies  for 
"churning"  in  business  telephone  installations. 

C.  Expenses  developed  for  business  telephone  churning  : 

Million 

25,300,000  X  65  percent  business  X  $75  for  installation  expenses.-  =$1,  233 
21.500,000  disconnects  X  65  percent  X  $15  in  disconnect  expenses..  =210 
4,500,000  moves  X  65  percent  business  X  $50  in  move  and  change 


expenses 


:146 


Total  expenses 1,  589 

D.  Net  loss  from  business  telephone  churning  : 

Net  revenues  from  business  telephone  churning $276 

Net  expenses  from  business  telephone  churning 1,  589 

Net  loss  from  churning 1,  313 

This  represents  an  annual  loss  from  churning  of  approximately  $38.62  per 
business  telephone. 

E.  Analysis  of  Business  Telephone  Revenues  and  Revenue  Requirements 

Table  E-1  provides  our  analysis  of  the  "Monthly  Separated  Costs  in  Revenues — 
Business  Station  Equipment"  which  indicates  that  the  annual  revenues  from 
business  telephones  is  $2,788  million  annually.  It  indicates  that  the  annual  reve- 
nue requirements,  based  upon  the  intrastate  portion  of  these  revenue  require- 
ments (separated  according  to  current  practices)  would  be  in  the  range  of  $1,614 
million  annually. 

Looking  at  the  amount  of  excess  between  revenues  and  revenue  requirements 
for  business  station  equipment,  we  arrive  at  a  differential  of  $1,174  million  an- 
nually. However,  the  losses  from^churning  are  : 

Annual  Status — 1971 

MilUonx 

Business  station  annual  revenues $2,  78S 

Business  intrastate  station  revenue 1,614 

Gross   "long-fall" 1, 174 

Losses  from  churning 1,313 

Net  potential  subsidy  for  residential  services —139 
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Hence,  with  91  million  residential  telephones,  this  potentially  available  subsidy 
represents  only : 


$139  Million 


91  Million  Telephones 


-$1-53  per  residential  telephone  annually 


On  a  monthly  basis  this  represents  approximately  —13  cents  per  residential 
telephone,  as  the  most  probable  level  of  negative  subsidy  produced  by  business 
station  equipment. 

F.  Conclusions 

Loss  of  business  station  equipment  to  interconnect,  in  the  maximum  case  of 
total  interconnect  success,  would  from  this  analysis,  appear  to  give  rise  to  a 
potential  reduction  of  13  cents  per  month  or  $1.53  annually  in  the  residential 
telephone  service. 


Installed 

base 

(millions) 

Separated 

local  station 

revenue 

requirement 

Total 

revenue 

requirement 

(millions) 

Revenues 
each 

Total 
revenues 

Main  business 4.0  $10.93 

Business  extensions _ 3.0  .27 

PBXtrunks 2.5  12.94 

PBX  main  telephone.    2.5  .72 

PBX  extensions 15.5  .27 

Ke>  lines  (main) 4.5  10  93 

Key  telephones 9.0  .27 

Total,  monthly 

Total,  annually 


J43.7 

$10. 50 

$2.0 

.8 

2.50 

7.5 

32.4 

25.00 

62.5 

1.8 

4.70 

11.8 

4.2 

2.50 

38.8 

49.2 

10.50 

47.2 

2.4 

2.50 

22.5 

134.5  ... 

232.3 

1,614.0... 

2, 788. 0 

Exhibit  28. — Excerpt  From  "Scenario   of  Economic  Impact:  Interconnection'^ 


CONCLUSIONS 

It  can  be  seen  from  the  case  analysis  that  considerable  latitude  is  available 
to  the  regulatory  agencies  in  adjusting  and  allocting  savings.  The  principal 
benefit  of  interconnection  has  been  shown  to  result  from  the  elasticity  of  demand 
for  vertical  .services ;  thus,  increased  interconnect  competition  forces  a  decrease 
in  common  carrier  prices  for  these  services,  and  a  disproportionate  increase  in 
sales  is  seen  to  result.  End  users  benefit  by  decreased  prices  and  by  wider  avail- 
ability of  these  services. 

The  benefits  to  be  had  from  interconnection,  while  large,  can  easily  be  wiped 
out  by  too  high  a  cost  of  protection.  It  is  suggested  that  responsible  agencies 
take  a  hard  and  practical  look  at  the  true  level  of  need  for  protection,  and  estab- 
lish protpction  reduirements  accordingly. 

It  is  the  prerogative  of  the  regulatory  agencies  to  establish  the  level  of  com- 
petition for  station  equipment  which  they  believe  desirable.  The  variables  at  the 
regulators'  disposal  include  the  required  protection  cost,  the  common  carrier 
tariff  responses  which  will  be  permitted,  and  the  degree  of  cross-subsidization 
allowed  to  the  carriers  from  monopoly  services  (such  as  line  and  trunk  charges 
and  message  rate  pricing).  The  methodology  presented  in  this  study  should  per- 
mit fine  tuning  of  these  variables  to  achieve  the  goals  desired. 

One  additional  case,  which  has  not  been  analyzed  in  this  study,  is  worthy  of 
comment.  This  is  total  deregulation  of  station  equipment,  in  which  the  common 
carriers  would  be  forbidden  to  provide  such  services  on  a  regulated  basis.  In 
such  a  case,  the  carriers  and  interconnect  would  compete  on  an  equal  basis  in 
the  marketplace  for  station  equipment.  One  added  benefit  which  might  result 
under  such  a  case  would  be  a  considerable  decrease  in  required  common  carrier 
investment  for  station  equipment,  freeing  considerable  capital  for  upgrading  the 
public  switched  network.  In  fact,  such  a  case  could  be  coupled  with  a  require- 
ment, for  upgrading  the  switched  plant  to  the  limits  of  today's  technology,  using 
the  capital  which  would  otherwise  have  gone  into  new  station  equipment.  The 
result  might  be  a  substantial  increase  in  the  variety  of  available  station  equip- 
ment, as  well  as  substantial  improvements  in  the  switched  plant. 


3283 


Exhibit  29. — Letter  From  A.T.  &   T.   Concerning  Dittbemer  Report  Excerpts 
Received  for  the  Record 

American  Telephone  &  Telegraph  Co., 

Washington,  D.C.,  September  23,  lOUf. 
Hon.  Philip  A.  Hart. 

Chairman,  Si(beomtnittee  on  Antitrust  and  Monopoly,  Committee  on  the  Judiciary, 
RiisscU  SriKitc  Office  Building,  Washington,  D.C. 
Dear  Senator  Hart:  During  the  course  of  the  hearings  on  S.  1167  pertaining 
to  communications  by  the  Subcommittee  on  Antitrust  and  Monopoly,  you  directed, 
during  a  collofiuy  with  the  witness,  that  certain  portions  of  a  report  prepared  by 
Dittberner  Associates,  Inc.  for  the  White  House  Office  of  Telecommunications  be 
inserted  into  the  record. 

Due  to  the  uncertainties  as  to  those  portions  tliat  would  be  placed  into  tlie 
record,  the  Bell  System  had  not  responded  heretofore.  We  would,  therefore,  re- 
quest that  the  attached  letter  from  Dittberner  Associates,  Inc.  addressed  to  the 
American  Telephone  and  Telegraph  Company  dated  July  30,  1974,  and  a  Memo- 
randum responding  to  certain  portions  of  that  report  be  inserted  in  the  record  to 
immediately  follow  the  excerpts  from  the  Dittberner  report. 
Very  truly  yours, 

Douglas  B.  McFadden, 
Executive  Assistant  and  Attorney. 
Enclosures:  (2). 

Enclosure  1 

Dittberner  Associates,  Inc., 
Telecommunications  Consultants, 

Bethesda,  Md..  July  30,  191  Jf. 
Mr.  Ray  Burke, 

American  Telephone  &  Telegraph  Co. 
New  York,  N.Y. 

Dear  Mr.  Burke:  This  letter  is  in  response  to  our  verbal  discussion  of  July  30, 
1974,  in  which  we  have  agreed  that  it  is  our  intent  to  modify  Appendix  D  of  our 
report  'Interconnection— An  Economic  Impact  Analysis"  which  was  prepared  for 
the  Office  of  Telecommunications  Policy  under  contract  to  the  U.S.  Government, 
based  upon  information  in  which  you  have  provided  to  us  subsequent  to  the 
completion  of  its  contract.  We  intend  to  make  this  modification  if  we  can  obtain 
ai)proval  from  the  Office  of  Telecommunications  Policy  for  such  a  modification. 

We  shall  base  this  modification  upon  the  new  information  which  has  been  pro- 
vided to  us,  out  of  the  proprietary  monthly  report  No.  7,  from  which  abstracts 
have  been  made  of  relevant  data  for  two  years,  and  from  other  proprietary  data 
on  studies  completed  within  the  Bell  System  on  individual  months  during  the 
years  1971  and  1972.  Based  upon  this  data,  we  plan  to  recompute  the  impact  of 
the  total  inward  and  outward  movement  of  telephone  and  of  inside  moves  for 
both  business  and  residential  telephone  service,  and  to  recompute  the  relative 
subsidy  flow  resultant  from  this  overall  movement.  Based  upon  the  preliminary 
review  of  the  figures  submitted  to  us,  it  would  appear  that  the  subsidy  flow  from 
residential  to  business  would  be  either  reduced  to  zero,  or  may  give  rise  to  a 
flow  in  the  opposite  direction. 

We  appreciate  being  able  to  obtain  this  new  information  which  will  be  sig- 
nificant to  the  telecommunications  conununity  to  better  understand  the  character 
of  the  economic  impact  of  customer-owned  station  eciuipment.  We  only  wish  that 
it  bad  been  possible  to  obtain  this  data  during  the  course  of  the  study,  so  that  it 
could  have  been  included  in  our  original  report  x\ppendix.  Please  note  that  any 
change  in  this  Api^endix  would  not  affect  the  main  body  of  our  report  in  any 
way. 

Sincerely  yours, 

Mr.  Donald  L.  Dittberner, 

President. 
Enclosure  2 

American  Telephone  &  Telegraph  Co.  Commentary  on  Appendix  D 

OF    the    DITTBERNB31    REPORT 

The  purpose  of  this  commentary  by  ATT&T  Co.  is  to  provide  counter-evidence 
to  Appendix  D  of  the  Dittberner  Report  on  Interconnection  prepared  for  the 
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Office  of  Telecommunications  Policy  and  placed  in  evidence  before  the  Subcom- 
mittee on  Antitrust  and  Monopoly.  This  commentary  does  not  probe  the  entire 
Dittberner  Report  but  deals  with  a  conclusion  drawn  in  Appendix  D. 

The  conclusion  drawn  in  Appendix  D  is  that  biisiness  telephone  service  im- 
poses a  $139  Million  burden  on  residence  service.  The  implication  follows  that  a 
withdrawal  of  the  common  carrier  industry  from  the  business  terminal  market 
would  be  a  direct  benefit  to  home  telephone  service  by  the  removal  of  the  $139 
Million  "subsidy". 

The  Dittberner  Report  conclusion  has  been  characterized  as  being  contra- 
dictory to  the  intuition  and  positions  held  by  state  residators  and  the  common 
carrier  industry.  Tliat  is,  business  service  provides  contributory  benefits  to  com- 
mon costs  and  overloads  which  allow  home  telephone  rates  to  be  low. 

The  nature  of  the  accounting  reports  of  the  common  carriers  under  the  Uni- 
form System  of  Accounts  is  such  that  the  specific  service  costs  and  associated 
revenues  of  services  are  not  directly  available.  Special  economic  studies  are 
required  to  develop  these  relationships.  Appendix  D  of  the  Dittberner  Report 
is  an  attempt  at  developing  the  relationship  between  basic  business  service  costs 
and  associated  revenues.  Revenues  and  costs  fall  into  two  broad  time-phased 
categories ;  those  occurring  only  at  the  initiation  of  service  (called  nonrecurring) 
and  those  that  occur  month  by  month  over  the  life  of  the  service  (called  recur- 
ring). The  Dittberner  Report  shows  : 

[Dollars  in  milllonsl 

Net  revenues 

(revenues 

Revenues  Costs         less  costs) 

Recurring $2,788  Jl,614  $1,174 

Nonrecurring... 276  1,589  -1,313 


Total.... 3,064  3,203  -139 

This  analysis  Implies  that  the  contribution  from  recurring  net  revenues  fails 

to  offset  the  losses  from  non-recurring  net  revenues. 

A  crucial  estimate  in  the  analysis  is  that  new  installations  and  disconnects 
for  business  service  constitute  65%  of  those  for  all  services.  It  is  not  explained 
how  this  relationship  was  developed.  The  larger  common  carriers  report  data 
monthly  to  the  F.C.C.  from  which  such  a  factor  can  be  developed.  A  copy  of 
this  report,  the  Monthly  Report  No.  7,  Bell  System,  December  1971,  is  attached. 
The  significant  data  are: 

TELEPHONE  MOVEMENT 
[In  millions] 


Inward 

Outward 

Total 

5.8 

5.0 
21.5 
23.0 

10.8 

Total 

25.3 

46.8 

Percent  business  of  total 

23.0 

23.  0 

Using  the  factor  of  23%  developed  above,  a  revised  estimate  is  obtained  on 
Table  1  attached  and  can  l)e  summarized  as  follows  : 

(Dollars  in  millionsl 

Revenues  Costs  Net  r^v  nues 

Recurring $2,788  $1,614  $1,174 

Nonrecurring 97  562  -465 

Total 2,885  2,176  709 


The  result  is  in  contradiction  to  the  conclusion  of  Appendix  D  and  the  infer- 
ential claim  of  disbenefit  to  home  service.  Rather,  the  result  clearly  shows  a  bene- 
ficial contribution  of  $709  million  to  overhead  costs,  such  contribution  relieving 
home  service  from  having  to  provide  such  support. 
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In  addition  to  this  revised  analysis,  it  can  be  said  that  the  Dittberner  Report 
contains,  within  itself,  contradictions  to  the  conclusion  of  Appendix  D.  These 
statements  are  detailed  on  Table  2.  ■    . ,. 

Page  75  suggests  that  $5  of  residential  revenue  requirements  are  subsidized 
bv  other  services. 
"  Page  82  implies  a  residence  subsidy  of  $2.35  from  other  services. 

Page  83  implies  a  subsidy  of  residence  service. 

Page  78  implies  that  extensions  and  other  service  features  are  subsidizing 
basic  residence  service. 

If  residence  service  is  being  subsidized  by  other  services,  then  clearly  no  posi- 
tive net  revenues  are  being  generated  by  this  service  with  which  to  subsidize 
business  or  any  other  service. 

In  conclusion,  the  Dittberner  Report  finding  in  Appendix  D  that  residence 
service  subsidizes  business  service  is  in  error  on  a  crucial  fact  and  is  contra- 
dictory to  other  inferential  conclusions  in  other  parts  of  the  report.  This  con- 
clusion by  AT  &  T  is  without  prejudice  to  its  position  regarding  the  accuracy  of 
other  sections  of  the  Dittberner  Report,  or  of  any  of  the  data  and  methods 
employed. 

TABLE  I 

Multiplied  by- 
Percent  Dollars  Equals 

Nonrecurring  revenues: 

$25,300  installs 

$4,500  moves - 

Total _ - - 

Nonrecurring  expenses: 

$25,300  installs - 

$21,500  disconnects -.- --- 

$4,500  moves --- 

Total 


Net  from  nonrecurring  items ._ - - ~^^7oo'nnn 

Business  station  annual  revenues.. - ---  f  i??'J^nn 

Business  station  revenue  requirements --- }' iiinnn 

Net  from  recurring  items - - 'SnS'nnn 

Total  business  contribution... - - - 703,  UUO 

Table    II. — Quotations    From    Task    IV 

Page  75  says  "When  the  allocated  cost  of  residential  service  is  compared  with 
its  flat  rate  residential  tariff  of  $8.50  per  month,  it  would  appear  that  nearly  $5.00 
of  residential  revenue  requirements  is  subsidized  by  other  services  of  the  common 
carrier"  (Underlining  added) 

Page  82  says  "The  general  implications  and  conclu.sions  are  that  residential 
main  service  is  subsidized  by  approximately  $2.35  for  each  subscriber  from  other 
services."  (Underlining  added) 

Page  83  says  "It  is  apparent  that  residential  service  is  subsidized  by  other 
common  carrier  services  whereas  tlie  individual  business  and  PBX  subscriber 
services  are  tariffed  to  offset  the  separated  intra-state  costs." 

Page  82  says  "In  only  two  areas,  residential  main  and  PBX  common  equip- 
ment, are  the  separated  costs  in  excess  of  the  average  monthly  service  tariffs.  In 
all  other  services  and  equipment  allocations,  monthly  service  tariffs  are  rela- 
tively higher." 

Page  82  says  "The  common  equipment  on  a  100  line  PBX  system  is  tariffed  at 
$170  per  moiith  or  $22  below  cost.  In  the  case  of  PBX,  the  several  auxiliary 
services  such  as  trunks,  console,  handsets  etc.  .  .  .  more  than  make  up  the 
difference.  .  .  ." 

Page  78  says,  in  referring  to  residence  service,  "any  excess  of  costs  over  reve- 
nues is  reduced  substantially  by  the  addition  of  extensions  or  other  fea- 
tures. .  .  ."  This  indicates  that  vertical  services  are  making  contributions. 
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Senator  Hart.  Our  next  witness  is  Ronald  Fox. 
The  record  should  reflect  Mr.  Fox  is  testifying  under  subpena 
served  by  the  committee. 

STATEMENT  OF  RONALD  B.  FOX,  VICE  PRESIDENT,  MARKETING, 
TPI,  INC.,  GRAND  RAPIDS,  MICH.,  ACCOMPANIED  BY  W.  H. 
BORGHESANI,  COUNSEL 

Mr.  BoRGHESANi.  I  am  counsel  to  Mr.  Fox.  "With  your  permission 
I  would  like  to  sit  with  him. 

Senator  Hart.  You  have  attached  to  your  statement  a  number  of 
exhibits.  I  will  order  them  entered  into  the  record.  Your  statement 
will  be  printed  if  you  want  to  omit  anything. 

If  you  want  to  add  anything,  it  will  go  in. 

[Mr.  Fox's  prepared  statement  appears  as  exhibit  1.] 

Mr.  Fox.  Thank  you,  sir.  My  name  is  Ronald  B.  Fox.  I  am  the 
vice  president  of  Marketing,  TPI,  Inc.,  a  retail  distributor  of  tele- 
phone equipment  and  systems  to  business  telephone  customers.  Our 
company  is  headquartered  in  Grand  Rapids,  Mich.,  and  is  a  dis- 
tributor for  telephone  equipment  manufactured  and  supplied  by 
Stromberg-Carlson  Corp.  We  presently  have  some  100  employees  in 
seven  offices  throughout  Michigan  and  Indiana  serving  over  500  inter- 
connect customers.  Our  company  was  one  of  the  original  six  founding 
members  of  NAT  A— North  American  Telephone  Association— and 
MICA— Michigan  Independent  Communications  Association — asso- 
ciations dedicated  to  maintaining  and  improving  the  high  standards 
of  telephone  service  throughout  Michigan  and  the  United  States. 

From  July  1966  to  February  1971  I  was  employed  by  Michigan 
Bell  Telephone  Co.  in  various  "management  capacities,  initially,  as  a 
communications  consultant.  During  the  period  from  June  1968 
through  September  1969  I  was  a  staff  supervisor,^  Detroit  marketing 
headquarters,  responsible  for  classroom  sales  training  of  new  sales- 
men, improvement  of  instructional  techniques,  research  on  competi- 
tive equipment  and  rate  structures,  estimating  the  degree  of  com- 
petitive impact  upon  Michi,£:an  Bell  Teleplione  Co.  and  participating 
insales  manager  review  activities. 

On  September  1,  1969,  I  was  assigned  as  sales  manager,  Grand 
Rapids-Grand  Valley  districts,  supervising  8  salesmen  responsible 
for  151  major  industrial  and  institutional  accounts  and  approxi- 
mately 3,000  medium  market  business  accounts.  In  January  1971 
Michigan  Bell  Telephone  Co.  divided  their  company  into  three 
operating  areas  and  I  was  given  the  task  of  establishing  a  regional 
marketing  staff  providing  sales,  administrative,  and  accounting 
guidelines  and  assistance  for  the  marketing  group  in  western  Mich- 
igan. 

I  resigned  from  Michigan  Bell  Telephone  Co.  in  February  1971 
after  becoming  disillusioned  with  the  anticompetitive  tactics  being 
used  daily  and  the  prevailing  atmosphere  of  paranoia  relative  to 
interconnection  and  the  interconnect  suppliers. 

It  is  the  concerted  effort  on  the  part  of  A.T.  &  T.  and  the  Bell 
System  to  eliminate  competition  by  interconnect  companies  such  as 
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ours  that  I  wish  to  address  in  my  statement.  I  do  so  because  of  my 
concern  that  unless  Federal  legislation  is  passed  to  protect  and  pre- 
serve the  interconnect  industry  A.T.  &  T.  and  the  Bell  System  will 
once  again  assure  its  continued  monopoly  position  in  the  telephone 
equipment  industry,  thereby  eliminating  the  many  benefits  derived 
by  the  business  community  through  competition. 

In  my  statement  I  will  follow  a  typical  competitive  case  from 
initiation  to  present  date  demonstrating  the  under-handed  tactics 
of  Michigan  Bell  Telephone  System  to  thwart  sales  by  interconnect 
companies  and  halt  future  competition.  From  there  I  will  outline 
other  anticompetitive  practices  and  will  elaborate  on  the  use  of  the 
interface  couplers  and  the  regulatory  process  to  eliminate  compe- 
tition. 

A  typical  competitive  case  is  that  of  Calvin  College,  Grand  Eapids, 
Mich.,  a  private,  4-year  liberal  arts  institution  associated  with  the 
Christian  Reformed  Church.  As  their  administrative  communications 
system  was  somewhat  antiquated  and  student  service,  for  all  practical 
purposes,  did  not  exist,  they  entered  into  an  agreement  with  our 
company  in  1969  for  the  study  and  evaluation  of  all  aspects  of  their 
telephone  communications  equipment,  procedures,  and  cost.  On^  nu- 
merous occasions  prior  to  this,  the  College  had  requested  Michigan 
Bell  to  provide  centrex  service,  but  their  request  had  been  con- 
tinually rejected  because  the  level  of  return  to  Michigan  Bell  was 
inadequate. 

To  summarize,  this  case  history  represents  the  following  anticom- 
petitive activities  directed  against  our  company : 

1.  Refusal  for  over  41/^  years  to  furnish  reliable  rates  for  the 
interconnection  of  a  privately  owned  centrex  system; 

2.  Offer  to  furnish  a  customer  a  telephone  company  provided 
centrex  system  at  a  rate  of  return  well  below  desired  levels  and 
below  that  provided  by  tariff,  and,  indeed,  at  a  rate  below  invested 
cost  in  order  to  prevent  the  customer  from  going  "interconnect" ; 

3.  Attempt  to  impose  business  rate  trunking  charges  on  privately 
owned  telephone  equipment  users  while  at  the  same  time  charging 
the  lower  residential  rate  trunking  charges  to  the  telephone  com- 
pany's own  customers; 

4.  Attempt  to  charge  privately  owned  telephone  equipment  users 
for  toll  terminals  while  not  similarly  charging  the  telephone  com- 
pany's own  customers  for  toll  terminals; 

5.  Refusing  to  sell  Bell  cable  facilities  required  for  the  intercon- 
nection of  a  privately  owned  telephone  system  for  less  than  approx- 
imately 700  percent  of  the  price  at  which  new  cable  could  be  pur- 
chased from  outside  sources; 

6.  Threatening  a  nonprofit  corporate  customer  with  the  withhold- 
ing or  withdrawal  of  charitable  grants  presently  planned  or  to  be 
made  in  the  future  in  accordance  with  past  practices;  and 

7.  Offer  by  the  Bell  System  to  provide  the  same  telephone  equip- 
ment offered  by  the  competitor  at  standard  tariff  rates  but  without 
the  interface  device. 

Although  these  are  the  most  indicative  of  the  practices  encountered 
by  us  on  the  Calvin  College  project  they  are  in  no  way  restrictive 
of  the  many,  many  other  competitive  practices  we  run  into  on  our 


3290 

day-to-day  encounters  with  Michigan  Bell.  Some  of  these  included 
numerous  cases  of  harassment  related  to  wrong  directory  listings, 
no  transfer  of  calls  from  disconnected  numbers,  frequent  out-of- 
service  conditions  on  lines  and  interfaces,  and  billing  errors. 

The  ability  of  the  interconnect  industry  to  function  also  has  been 
inhibited  by  the  original  successful  effort  of  A.T.  &  T.  and  the  Bell 
System  to  obtain  tariff  requirements  for  the  use  of  protective  con- 
necting devices,  commonly  known  as  "interfaces,"  in  all  instances 
of  interconnection  of  privately  owned  or  leased  telephone  equipment 
to  the  message  network. 

This  requirement  does  not  exist  when  a  Bell  company  uses  the 
same  equipment  for  one  of  their  installations  even  though  the  equip- 
ment, in  some  instances,  was  purchased  from  a  foreign  manufacturer 
or  from  the  same  supplier  from  whom  we  in  the  interconnect  industry 
purchase  our  equipment. 

The  interface  is  widely  used  as  an  anticompetitive  weapon  by  the 
Bell  System.  Initially,  interfaces  would  not  perrnit  touch-tone  call- 
ing or  data  signals  to  be  transmitted.  This  restriction  was  capitalized 
on  by  Bell  salesmen  at  the  direction  of  upper  management  as  shown 
in  exhibit  36  to  my  prepared  statement. 

[See  attachment  to  exhibit  1  at  the  end  of  Mr.  Fox's  oral  testi- 
mony.] 

Mr.  Fox.  Further  it  was  not  until  mid-1974  that  the  Bell  com- 
panies offered  an  interface  that  functioned  via  the  standard  tele- 
phone industry  two- wire  circuitry  thereby  causing  the  interconnect 
supplier  additional  expense,  numerous  repair  problems,  and  in  many 
cases  actually  precluded  the  sale  of  certain  equipment,  as  shown  in 
exhibit  36. 

Bell  salesmen  are  instructed  to  impress  upon  the  customer  that 
interface  devices  are  a  real  cost  that  he  must  consider  and  that 
most  non-Bell  PBX's  are  manufactured  to  work  with  interface 
devices  and  will  not  work  without  them  unless  expensive  modification 
of  the  equipment  is  undertaken,  when  in  reality  most  non-Bell 
PBX's  would  function  better  without  the  interfaces  as  they  have 
for  years  in  areas  served  by  Bell,  General  Telephone  Co.,  United 
Utilities,  Continental  Telephone,  Right-of-Way  Cos.,  Bell  of  Canada, 
and  others. 

The  tariff  required  interface  devices  on  customer  provided  tele- 
phone equipment  make  it  necessary  for  our  company  to  rely  on 
Michigan  Bell's  delivery  and  production  schedules,  for  such  equip- 
ment as  Michigan  Bell  and/or  Western  Electric  are  the  source  of 
supply. 

In  making  competitive  proposals  Michigan  Bell  has  deliberately 
refused  to  provide  reasonable  delivery  schedules  for  interface  units 
and  has  unfairly  utilized  its  position  as  the  sole  source  of  supply 
for  interface  indicating,  as  a  selling  point  to  our  potential  custo- 
mers, that  the  delivery  schedule  for  its  own  telephone  company 
provided  system  is  better  even  though  they  control  delivery  schedules 
for  both  types  of  equipment. 

Installing  and  maintainina:  the  interfaces  is  another  area  where 
Bell  uses  anticompetitive  tactics.  Michiaran  Bell  personnel  have  stated 
that  the   reason   we   experience   installation    and   service   problems 
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on  interface  equipment  is  that  no  formal  training  program  exists  in 
the  Bell  System  for  interface  equipment  despite  the  tremendous 
number  of  units  in  service  and  the  problems  encountered.  Further, 
on  key  system  interfaces  Michigan  Bell  craft  personnel  do  not  have 
the  proper  tools  or  test  equipment  specified  in  the  Bell  System  prac- 
tice. 

Added  to  the  delays  in  repairing  of  interfaces  is  the  practice  of 
billing  a  maintenance-of-service  fee  to  the  customer  by  Michigan 
Bell  even  though  the  problem  is  ultimately  determined  to  be  theirs 
or  comes  clear.  Our  company,  in  turn,  must  absorb  the  administra- 
tive and  direct  labor  expenses  associated  with  proving  that  the 
trouble  is  in  the  interface,  which  in  our  Detroit  office  alone  amounted 
to  over  1,800  hours  this  year. 

The  consumer  is  discriminated  against  because  of  the  rate  he  pays 
for  the  interface  device. 

To  give  you  an  example  of  what  I  am  referring  to,  in  ISIay  1973  our 
company's  attorney  requested  that  Michigan  Bell  install  an  STC- 
RC  interface  device  to  replace  the  interface  device  they  were  then 
using.  This  interface  device  was  a  modification  of  the  universal 
interface  developed  by  the  Bell  System. 

However,  with  the  modification,  which  basically  involved  the 
elimination  of  certain  optional  features,  the  interface  was  exactly 
the  same  in  design  as  a  similar  tariffed  interface  device,  the  SU6AQ, 
for  which  a  rate  of  $3.75  was  charged.  However,  Michigan  Bell  re- 
fused to  provide  the  STC-KC  at  the  $3.75  rate  and  instead  insisted 
on  a  rate  of  $6.50  per  month.  ,  . 

Several  months  after  the  notice  to  Michigan  Bell  of  the  similarity 
in  design  of  the  STC-RC  and  the  SU6AQ  and  more  than  2  years 
after  the  rate  differential  of  $3.75  versus  $6.50  was  established  by  the 
telephone  company,  a  meeting  was  held  in  Detroit,  Mich.,  on  this 
matter. 

As  a  result  of  this  meeting  Michigan  Bell  agreed  that  there  was 
no  basis  for  this  rate  difference  and  further  agreed  to  amend  the 
tariff  application  then  pending  with  respect  to  rates  for  interface 
devices  to  eliminate  the  disparity  in  prices  which  it  subsequently 
did  by  establishing  a  rate  of  $4.75  for  the  universal  interface. 

However,  this  admission  by  Michigan  Bell  did  not,  in  any  way, 
provide  for  a  rebate  to  those  customers  who  previously  had  been 
paying  $6.50  for  an  interface  device  that  should  not  have  cost  more 
than  $3.75. 

The  competitive  tactic  of  Michigan  Bell  that  we  m  the  intercon- 
nect industry  believe  to  be  the  most  dangerous  to  our  survival  is  the 
attempted  use  by  it  of  the  State  regulatory  process  to  provide  legal 
justification,  or  if  you  will  a  protective  umbrella,  for  their  anti- 
competitive activities. 

To  provide  some  insight  as  to  how,  in  my  opinion,  the  Bell  System 
is  seeking  to  eliminate  competition  by  regulatory  fiat  I  need  only 
show  what  has  taken  place  in  the  State  of  Michigan  over  the  past 
2  years. 

On  February  15,  1973,  Michigan  Bell  Telephone  Co.  filed  a  gen- 
eral rate  application  with  the  Michigan  Public  Service  Commission, 
asking  for  an  overall  rate  increase  of  $29.7  million. 
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Its  application  was  supported  by  365  pages  of  testimony  and  342 
pages  of  exhibits  of  which  232  pages  of  testimony  and  230  pages 
of  exhibits  were  directly  related  to  its  request  for  approval  to  com- 
pletely restructure  its  terminal  equipment  rate  schedule. 

One  of  the  avowed  purposes  for  this  radical  restructuring  of  its 
rates  was  to  meet  the  threat  of  competition  from  the  interconnect 
companies.  Attached  to  my  testimony  as  exhibit  53  are  pages  from 
the  direct  testimony  of  Mr.  Kenneth  Hamming  attesting  to  this  fact. 
Before  proceeding,  I  would  like  to  point  out  that  several  months 
prior  to  the  filing  of  this  rate  application  the  State  of  Michigan 
enacted  what  is  commonly  referred  to  as  the  "Nine-Month  Bill," 
which  was  instigated  and  strongly  supported  by  the  utility  industry, 
including  Michigan  Bell.  The  act  basically  required  that  the  public 
service  commission  render  its  decision  on  all  rate  applications  within 
9  months  from  the  date  the  application  is  filed,  or  file  with  the 
Governor  of  the  State  a  report  explaining  the  specific  reasons  why 
it  was  not  able  to  meet  the  9-month  deadline. 

Unfortunately  for  our  interconnect  association  and  others  who 
intervened  in  this  case,  this  bill  was  interpreted  by  the  hearing 
examiner  as  imposing  a  mandate  on  the  commission  to  act  within 
the  9-month  period. 

The  effect  of  the  9-month  bill  and  the  time  schedule  resulting 
from  it  was  to  make  it  impossible  for  us  or  for  any  of  the  other 
intervenors  in  the  case  to  efficiently  and  properly  challenge  the 
extremely  complicated  case  presented  by  Michigan  Bell.  Indeed,  the 
staff  of  the  public  service  commission,  which  is  looked  to  for  technical 
advice  and  assistance  by  the  commission  members  in  making  their 
decision,  admitted  that  they  did  not  have  adequate  time  or  man- 
power to  thoroughly  investigate  the  facts  and  subjective  judgments 
submitted  by  Michigan  Bell. 

Thus  the"  staff  had  to  rely  to  a  substantial  extent  on  the  un- 
challenged factual  assertions  and  data  given  to  them  by  the  Bell 
witnesses. 

What  did  the  1973  Michigan  Bell  rate  case  do  to  the  interconnect 
industry?  Without  going  into  extensive  detail  in  this  regard,  the 
application  of  Michigan  Bell  to  restructure  its  rates,  which  was 
accepted  completely  in  concept,  resulted  in  rate  reductions  to  those 
Michigan  businesses  most  vulnerable  to  competition  and  rate  in- 
creases—in one  instance  by  over  150  percent — to  those  businesses 
who  either  because  of  the  anticompetitive  effects  of  the  interface 
device  prices  or  for  other  reasons  were  not  vulnerable  to  competition. 
Another  example  of  how  Michigan  Bell  used  the  1973  general 
rate  case  to  further  its  goal  of  eliminating  competition  was  its  pro- 
posal commonly  referred  to  as  the  "90-Day  Moratorium."  Basically 
the  proposal  provided  for  a  period  of  90  days  following  the  effective 
date  of  the  new  rates  during  which  certain  PBX  business  customers 
could  change  to  a  new  telephone  system  at  lower  rates  than  charged 
for  their  old  system,  but  without  having  to  pay  the  termmation 
charge  assessed  by  tariff  against  all  customers  who  are  under  con- 
tract with  the  Michigan  Bell  and  who  terminate  their  contract  prior 
to  its  normal  expiration  date. 

The  major  effect  of  this  from  the  point  of  view  of  interconnect 
people  was  that  all  of  the  customers  that  Bell  could  convince  to 
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change  out  their  service  had  to  sign  new  6-year  contracts  which 
meant  that  each  of  these  customers  would  be  eliminated  from  the 
threat  of  competition  for  a  period  of  5  more  years. 

The  end  result  of  this  anticompetitive  proposal  was  that  Michigan 
Bell  was  successful  in  signing  up  102  Michigan  customers  to  the 
new  5-year  contracts.  However,  not  known  by  anyone  at  the  time 
except  Michigan  Bell  was  that  these  102  customers,  who  are  now 
locked  into  the  Bell  System  and  have  nowhere  else  to  turn  for  their 
equipment  needs,  were  confronted  less  than  1  month  after  the  ex- 
piration of  the  90-day  moratorium  with  a  new  general  rate  appli- 
cation. 

What  are  some  of  the  anticompetitive  practices  utilized  by  Bdl  in 
Michigan?  With  the  advent  of  competition  in  1970  the  entire  com- 
position and  policy  of  the  Michigan  Bell  ISIarketing  Department 
was  changed.  Massive  employment  and  training  programs  were  initi- 
ated for  salesmen.  Clerical  help  was  added  to  free  the  salesmen  so 
that  more  accurate  detailed,  and  professional  proposals  could  be 
provided. 

Studies  of  the  product  line  were  conducted  and  new  products 
heretofore  unavailable  were  provided  either  by  Western  Electric  or 
purchased  from  other  suppliers  such  as  Nippon.  The  machinery  to 
establish  competitive  changes  in  the  pricing  structures  was  imple- 
mented. 

Installation  and  maintenance  intervals  were  shortened  through 
interdepartmental  agreements  in  various  areas  and  billing,  order  ac- 
curacy, and  other  measurements  were  instituted,  and  a  crash  pro- 
gram to  identify,  qualify,  and  contact  potential  interconnect  custo- 
mers was  mounted. 

Indepth  consulting  was  provided  in  a  manner  never  used  before 
to  keep  customers  from  retaining  consultants  who  might  recommend 
interconnection.  Weekly  and  monthly  status  reports  on  consultant 
and  supplier  activities  were  submitted  to  upper  management,  and 
salesmen  and  their  managers  were  measured  on  the  basis  of  wins 
and  losses   rather   than   increased  revenue. 

Physical  inventories  of  installed  services  on  customer  premises 
were  begun  and  in  many  cases  back  charges  dropped  if  there  was  a 
competitor  involved,  as  happened  at  Steelcase,  Inc.,  in  Grand  Rapids, 
Mich. 

Overtime  funds  became  available  for  use  on  competitive  proposals 
and  market  coverage  programs,  computerized  WATS  studies  were 
introduced,  ostensibly  to  demonstrate  how  a  customer  could  trim 
his  long  distance  costs  thereby  insuring  customer  loyalty  even  though 
inhouse  studies  proved  the  customer's  total  billing  increased  by  17 
percent  90  days  following  WATS  installation.  In  short,  it  was  a 
"new  ball  game"  and  the  rule  was:  shut  out  the  competition. 

In  1972,  Michigan  Bell  Telephone  Co.  embarked  on  an  extensive 
advertising  and  public  relations  program  designed  to  halt  inter- 
connection at  the  direct  and  indirect  expense  of  the  consumer.  The 
Michigan  media  was  flooded  with  commercials  against  private  equip- 
ment such  as  the  radio  spots  shown  in  exhibit  61  to  my  prepared 
statement. 

Senator  Hart.  We  will  have  to  take  a  brief  recess  so  I  can  vote. 

[A  brief  recess  was  taken.] 
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Senator  Hart.  The  committee  will  be  in  order. 
You  may  proceed,  INIr.  Fox. 

Mr.  Fox.  An  educational  campaijsrn  was  launched  by  Michig:an 
Bell  stating  that  the  result  of  interconnect  would  be  an  increase  in 
the  price  of  phone  service  to  most  of  Bell's  customers  because  the 
company  would  have  to  charsre  more  to  make  up  for  the  lost  revenue 
— an  entirely  unfounded  position.  The  same  theme  is  carried  out  in 
Michigan  Bell's  house  publications. 

Michigan  Bell  Telephone  Co.  frequently  used  and  continues  to  use 
half-truths  to  present  their  proposals.  A  typical  example  is  the  mis- 
use of  their  "General  Maintenance  Curve."  The  chart  relates  to  cross- 
bar, electromechanical  PBX's  in  use  during  the  late  1950's. 

It  has  no  bearing  on  modern  crossbar  equipment  or  in  particular 
solid  state  systems  as  stated  in  the  Bell  competitive  training  man- 
ual. Yet  Bell's  salesmen  and  managers  use  this  chart  daily  to  con- 
vince prospective  customers  that  their  maintenance  costs  on  solid 
state  and  modem  crossbar  systems  meet  or  exceed  the  A.T.  &  T. 
findings  as  shown  on  exhibit  66  to  my  prepared  statement,  a  proposal 
for  solid  state  system  made  by  our  company. 

Another  common  practice  used  in  Bell's  proposals  is  to  question 
the  financial  strength  of  the  interconnect  supplier  by  using  a  bro- 
chure entitled  "Plain  Talk  About  Communication  Proposals  and 
How  To  Compare  Them." 

From  here,  the  Bell  salesman  produces  a  recent  Dun  &  Brad- 
street  report  on  the  interconnect  supplier  and  supplements  the 
report  with  rumors  he  has  recently  heard. 

Financial  comparisons  in  proposals  are  presented  by  Michigan 
Bell  Telephone  Co.  with  the  aid  of  a  computer  printout  as  shown 
on  exhibit  69  to  my  prepared  statement. 

As  we  are  not  financially  able  to  utilize  a  computer  ourselves  we 
find  ourselves  in  a  position  of  trying  to  show  a  customer  basic  as- 
sumptions, such  as  a  7-year  lifespan  on  our  equipment.  Yet  the 
customer  is  awed  by  the  massive  printout  and  assumes  the  computer 
cannot  be  wrong. 

Michigan  Bell  Telephone  Co.  insists  that  leasing  of  their  equip- 
ment versus  ownership  of  ours  is  always  economically  advantageous 
even  though  their  own  practice,  as  shown  on  exhibit  70  to  my  pre- 
pared statement,  is  to  own  capital  assets  whenever  possible. 

When  the  computer  shows  the  private  system  to  be  only  a  few 
dollars  more  and  the  customer  indicates  he  is_  going  to  buy.  Bell 
resorts  to  other  means  such  as  statinor  an  area  is  going  to  be  meas- 
ured service  and  the  extra  income  will  reduce  the  equipment  billing, 
as  shown  on  exhibit  68  to  mv  prepared  statement. 

Tn  the  case  of  nonprofit  institutions  such  as  Calvin  Collejre.  Albion 
College,  and  others,  a  threat  of  no  further  grants  is  made.  In  one 
instance,  the  Battle  Creek,  Mich.,  "Y,"  Bell  actually  asked  for  their 
grant  back  after  the  customer  bought  our  system. 

[For  further  information  concerning  the  Battle  Creek.  Mich.,  "Y" 
mentioned  above,  see  exhibit  10  at  the  end  of  Mr.  Fox's  oral  testimony.! 
Mr.  Fox.  Another  financial  tactic  used  is  the  enforcement  of  contract 
termination  charges  in  a  discriminatory  manner.  As  tlie  Bell  salesmen 
were  measured  on  net  revenue  increase  prior  to  1970,  many  custo- 
mers were  oversold. 
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In  one  such  case,  IMANSCO  Supply  Co.,  Grand  Rapids,  the  cus- 
tomer was  told  if  he  bought  interconnect  a  termination  charge  would 
apply. 

However,  if  he  took  the  system  from  Bell  they  would  drop  the 
termination  charge.  The  savings  by  changing  without  a  termination 
charge  was  over  $250  per  month,  so  he  took  Bell's  offer.  Thus,  INIich- 
igan  Bell,  by  tendering  a  "special  deal"  for  a  particular  customer, 
was  able  to  effectively  stifle  competition. 

Functional  systems,  designed  to  each  individual  customer's  needs 
and  generally  providing  features  not  available  from  Bell,  are  one 
of  the  main  benefits  of  interconnection.  Bell  counters  this  in  their 
proposals  by  stating  the  features  are  not  of  value  if  they  do  jiot 
have  them,  as  shown  in  exhibit  66  to  my  prepared  statement. 

In  this  same  area.  Bell  frequently  touts  new  services,  real  or 
merely  some  salesmen's  fantasy,  to  keep  a  customer  from  accepting 
our  system,  as  shown  on  exhibit  72  of  my  prepared  statement. 

Gaining  approval  as  a  Bell  salesman  for  a  "special  assembly'* 
was  virtually  impossible  prior  to  interconnect.  Following  intercon- 
nect tariff  approval  in  1970  the  entire  procedure  for  gaining  "spe- 
cial assembly"  quotations  was  revamped  in  order  to  shut  out  com- 
petition. 

Further,  many  special  assemblies  were  offered  at  standard  tariff 
rates  when  a  customer  insisted  he  needed  a  feature  proposed  by  a 
competitor.  A  good  example  of  this  was  the  building  of  a  busy 
lamp  display  in  a  speaker  phone  housing  similar  to  a  unit  offered 
by  Stromberg-Carlson,  but  only  charging  the  customer  the  rate  for 
individual  busy  lamps. 

To  assemble  a  competitive  proposal,  it  is  necessary  that  we  first 
obtain  information  regarding  a  prospective  customer,  such  as  the 
service  billing  record,  in  order  to  properly  analyze  and  advise  the 
customer  of  his  communications  needs  and  to  present  a  proposal 
which  we  feel  will  best  meet  these  needs. 

This  information  can  only  be  obtained  from  Michigan  Bell.  Gen- 
erally a  customer  is  not  aware  of  the  existence  of  the  service  billing 
record,  nor  is  he  equipped  to  decipher  it,  and  therefore  few  cus- 
tomer requests  are  made.  It  was  standard  practice  at  INIichigan  Bell 
for  the  commercial  supervisor  to  contact  the  sales  manager  whenever 
such  a  request  was  made. 

In  turn,  a  salesman  would  immediately  visit  the  customer,  gen- 
erally taking  the  service  billing  record  with  him  under  the  guise 
of  providing  explanation  and  assistance.  If  it  was  a  competitive 
case  the  competition  specialists  were  called  in. 

Any  customer  request  for  interface  information  resulted  in  the 
same  reaction.  If  our  company  is  authorized  by  a  customer  to  obtain 
the  information  for  him  we  must  get  the  material  through  the  sales 
department,  which  is  our  competitor.  "Wliat  this  has  meant  is  that 
we  are  forced  to  supply  our  major  competitor,  either  directly  or 
indirectly,  with  all  of  our  sales  leads. 

In  a  few  cases  where  information  is  not  requested  from  Michigan 
Bell  they  often  learn  of  the  proposal  and  react  in  the  same  manner. 
Michigan  Bell  has  indoctrinated  their  31,000  employees  as  to  the 
competitive  threat  of  interconnect;  exhibit  64  to  my  prepared  state- 
ment. 
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Whenever  an  installer,  repairman,  or  other  employee  learns  a 
customer  is  considering  interconnect,  a  form  is  submitted  or  a  call 
to  a  competitive  hotline  is  made. 

Again,  a  salesman  is  immediately  dispatched. 
As  further  evidence  of  what  I  believe  represents  a  concerted  effort 
on  the  part  of  A.T.  &  T.  and  the  Bell  System  to  eliminate  competi- 
tion by  interconnect  companies  such  as  ours  I  would  refer  to  a  law- 
suit brought  against  my  company  in  January  1974  by  Indiana  Bell 
Telephone  Co. 

The  lawsuit  arose  out  of  a  sale  by  us  of  a  telephone  system  to  the 
Kiverview  Hospital  in  Noblesville,  Ind.,  in  1973,  and  claims  dam- 
ages in  excess  of  $350,000  for  the  alleged  intentional  and  deliberate 
interference  by  my  company  of  contract  riglits  of  Indiana  Bell, 
presumably  on  the  basis  of  an  alleged  binding  oral  contract  it  claims 
to  have  entered  into  with  the  hospital  in  1971. 

Not  only  were  my  company  and  those  of  us  actively  involved  in 
selling  the  telephone  system  to  the  hospital  completely  unaware  of 
the  existence  of  such  an  alleged  oral  contract,  our  entire  involvement 
in  this  matter  and  the  eventual  contract  obtained  by  my  company 
resulted  solely  from  our  response  to  a  public  newspaper  advertise- 
ment placed  by  the  hospital  for  sealed  bids  on  a  new  telephone 
system. 

Further,  Indiana  Bell  is  now  telling  our  potential  customers  that 
our  company  operates  in  an  illegal  manner  and  that  they  have  filed 
a  lawsuit  against  us  asking  for  damages  that  exceed  our  net  worth. 
The  impact  of  this  tactic  is,  of  course,  loss  of  sales. 

The  Bell  System  itself  engages  in  the  type  of  activity  we  have  been 
wrongfully  accused  of  in  the  Indiana  case.  Although  there  have  been 
numerous  incidents  of  the  telephone  company  communicating  with 
our  clients  after  we  have  obtained  a  signed  contract,  for  the  sole 
purpose  of  trying  to  convince  these  customers  to  break  their  con- 
tracts and  return  to  the  Bell  fold,  there  is  one  instance  that  stands 
out  very  vividly  in  my  mind. 

In  this  particular  case,  which  involved  two  contracts  approxi- 
mating $140,000  awarded  to  my  company  by  Westdale  Realty  Co., 
Michigan  Bell  Telephone  Co.  contacted  the  customer  after  our  con- 
tract was  signed  to  advise  them  that  the  telephone  company  had 
recently  filed  an  application  with  the  Michigan  Public  Service  Com- 
mission to  restructure  its  rates,  and  as  a  result  the  rates  to  this  cus- 
tomer would  be  lower  than  quoted  to  the  customer  at  the  time  of 
the  competitive  bids  submitted  by  my  company  and  the  telephone 
company. 

Naturally  the  customer  was  interested  in  the  prospect  of  lower 
rates  from  the  telephone  company,  but  advised  Michigan  Bell  rep- 
resentative that  it  was  already  under  contract  to  our  company. 

This,  however,  did  not  concern  the  Michigan  Bell  representative 
who  the  next  day  brought  to  this  customer  a  form  request  prepared 
by  INIichigan  Bell  inviting  the  telephone  company  back  in  to  make 
another  proposal. 

As  a  result  of  this  deliberate  effort  on  behalf  of  ^Michigan  Bell 
my  company  lost  this  $140,000  contract.  Later,  an  ex-Bell  employee 
involved  in  the  matter  stated  that  "they  had  done  this  to  see  how 
far  they  could  push  us  before  we  filed  suit." 
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This  contract  was  part  of  a  similar  program  instituted  by  Mich- 
igan Bell  after  its  rate  restructure  case  was  filed  to  contact  all 
customers  in  a  competitive  situation  to  advise  them  of  the  potential 
decrease  in  their  rates  which  would  result  from  the  newly  filed  rate 
case  with  the  hopeful,  and  I  must  add  successful,  effect  of  drying  up 
sales  and  customer  termination  of  contracts  with  interconnect  com- 
panies. 

Further  harassment  and  threats  of  loss  of  busmess  have  been  madft 
to  our  prospective  customers  by  utilizing  lists  of  suppliers  of  goods 
and  services  and  the  amounts  of  money  spent  in  various  cities  and 
towns  in  INIichigan;  exhibit  78  to  my  prepared  statement. 

This  is,  in  my  opinion,  a  flagrant  violation  of  the  laws  governmg 
a  public  utility.  'Wliile  not  all  firms  purchase  from  A.T.  &  T.  or  the 
Bell  System,  the  31,000  Michigan  Bell  Telephone  Co.  employees  do 
in  fact  purchase  goods  from  area  businesses.  This  fact  in  itself  illus- 
trates the  tremendous  purchasing  power  which  can  be,  and  has  been, 
turned  against  interconnect  customers. 

For  example,  Michigan  Bell  Telephone  Co.  management  and 
hourly  personnel  have  been  encouraged  to  "boycott"  firms  with  pri- 
vate systems  such  as  Orson  E.  Coe  Pontiac,  and  Vandenberg  Buick 
in  the  western  Michigan  area. 

The  existence  of  such  a  boycott  is  then  brought  to  the  attention  of 
the  respective  companies  bv  management  employees  of  Michigan  Bell 
who  state  that  not  ^licliigan  Bell  employee  will  be  purchasing 
products  from  such  companies,  in  an  effort  to  discourage  our  cus- 
tomers from  recommending  interconnect. 

During  my  employment  with  Michigan  Bell  Telephone  Co.,  sev- 
eral employees  who"^  resigned  to  take  advantage  of  opportunities 
offered  in  the  interconnect  industry  were  labeled  "not  for  rehire," 
a  notation  that  could  be  interpreted  in  many  negative  ways  by  a 
potential  employer  should  Bell  succeed  in  eliminating  interconnec- 
tion and  thus  causing  our  personnel  to  seek  new  jobs. 

Even  if  a  competitor  succeeds  in  overcoming  the  above  anticom- 
petitive practices  of  Bell  and  consummates  a  sale  his  problems  are 
far  from  over. 

Upon  receipt  of  a  letter  from  a  customer  advising  Bell  of  the 
decision  to  buy  a  competitor's  system.  Bell  often  attempts  to  "un- 
hook" by  using  a  variety  of  methods,  such  as  rate  changes,  new 
product  information,  or  threatening  loss  of  business. 

For  example,  our  company  made  a  sale  to  VanEss  Construction 
Co.,  Grand  Rapids,  Mich.,  some  2  years  ago.  The  VanEss  firm_  did 
much  of  the  underground  construction  work  in  western  Michigan 
for  INIichigan  Bell. 

Upon  learning  of  the  customer's  decision  to  interconnect  the  Bell 
employee  responsible  for  issuing  purchase  orders  for  construction 
work  called  the  customer  and  advised  such  customer  that  it  would 
not  be  receiving  any  further  INIichigan  Bell  contracts. 

In  an  effort  to  remove  the  customer  from  the  "middle"  of  a  clear- 
cut  legal  suit,  and  to  prevent  other  potential  customers  from  finding 
out  about  Bell's  vindictive  practices,  we  allowed  the  customer  to 
terminate  his  contract  with  us. 

Often  due  to  a  building's  construction  it  is  to  the  interconnect  sup- 
plier's and  customer's  advantage  to  purchase  Michigan  Bell  cable 
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already  in  place.  However,  Bell  apparently  is  not  interested  in  sell- 
ing such  cable — as  shown  in  exhibits  37  and  79  to  my  prepared  state- 
ment— as  repeatedly  shown  by  their  actions  and  policies. 

For  example,  a  charge  is  levied  by  Michigan  Bell  to  inventory 
such  cable  and  quote  a  sales  price  even  though  other  Bell  companies 
do  not  levy  such  a  charge.  This  process  is  not  only  costly  but  results 
in  delays  of  60  days  or  more. 

The  net  result  as  pointed  out  in  the  Calvin  College  case  is  gen- 
erally a  sale  price  much  higher  than  the  cost  for  new  cable.  Of  some 
400  installations  in  Michigan,  we  have  purchased  Bell  cable  facili- 
ties in  less  than  5  percent  of  the  cases,  due  to  Bell's  practices,  caus- 
ing abandonment  of  thousands  of  dollars  of  material  to  the  expense 
and  detriment  of  the  ratepaying  public. 

Further  expense  is  incurred  by  our  company  and  by  the  customer 
through  Bell's  practice  of  cutting  their  abandoned  cable  off  flush 
with  the  customer's  conduit,  generally  rendering  the  conduit  useless. 

When  leased  cable  facilities  are  requested  from  Bell,  dates  quoted 
for  delivery  for  the  Bell  proposal  suddenly  change ;  as  indicated  in 
exhibit  81  to  my  prepared  statement. 

Other  Bell-caused  problems  associated  with  private  system  cut 
over  include  delays  in  provision  of  service,  no  intercept  on  discon- 
nected lines,  faulty  interface  equipment,  no  information  listing  on 
new  service,  and  so  forth.  We  experience  a  Bell-caused  problem  on 
at  least  80  percent  of  our  cut  overs.  A  representative  30-day  sum- 
mary is  attached  in  exhibit  82  to  my  prepared  statement. 

To  summarize,  I  would  like  to  point  out  the  facts  descrilDed  herein 
are  not  isolated  examples,  but  brief  insights  into  the  every-day 
actions  of  the  Bell  System  to  eliminate  competition.  My  statement 
is  not  unique.  The  same,  and  much  more  I  am  sure,  could  be  pro- 
vided by  any  of  my  counterparts  in  the  interconnect  industry. 

I  would  again  like  to  reiterate  that  there  is  a  real  present  danger 
that  competition  will  become  extinct  if  the  Bell  System  is  allowed 
to  continue  using  the  interface,  the  regulatory  process,  and  other 
anticompetitive  practices  to  its  competitive  advantage.  Although  I 
am  aware  that  the  Bell  System  would  respond  by  claiming  that  it  has 
a  right  to  engage  in  fair  competition — and  indeed,  I  support  them 
in  this  regard — I  have  grave  concerns  about  their  definition  of 
fairness. 

Obviously  it  is  not  fair  from  my  point  of  view  to  allow  a  giant 
monopoly  to  use  its  monopolistic  position,  as  A.T.  &  T.  and  its  many 
Bell  subsidiaries  are  doing,  to  eliminate  competition  in  a  society  that 
prides  itself  on  the  concepts  of  free  enterprise  and  open  competition 
for  all. 

Senator  Hart,  Thank  you  for  a  statement  which  represents  great 
detail.  It  will  be  the  source  of  much  comment  as  this  hearing  pro- 
ceeds, I  am  sure. 

T  confess  t^hat  maybe  one  of  the  most  unimportant  features  of  the 
body  of  testimony  you  gave  us  is  the  one  that  caused  me  to  make 
my  first  note  as  you  went  along.  Indeed.  I  made  only  one  other  note. 

That  is  where  you  testify  that  charitable  contributions  appear, 
to  you,  to  have  been  used  to  influence  the  placing  of  business.  Now, 
that  is  not  an  entirely  new  concept,  and  it  is  why  charity  is  defined 
in  many  ways;  but  this  one  seemed  to  go  pretty  far. 
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In  one  instance,  a  Battle  Creek,  INIich.,  "Y"  actually  was  asked 
to  return  their  ^rant  after  using  your  system.  Are  you  sure  of  that? 

Mr,  Fox.  Yes,  sir;  I  am. 

Senator  Hart.  The  reason  I  made  the  note  was  it  struck  me  that 
even  an  alley-shop  operation,  operated  by  a  real  skinflint,  would 
hardly  undertake  to  do.  If  he  guessed  wrong,  he  would  hardly  go 
to  the  donee  and  say,  "Well,  you  are  getting  your  salmon  from  an- 
other fishhouse  so  give  me  back  my  gift." 

Are  you  sure  of  that? 

Mr.  Fox.  Yes.  That  information  was  passed  on  to  us  by  a  member 
of  the  board  of  directors  of  the  Battle  Creek  "Y,"  who  subsequently 
bought  a  system  from  us  for  his  business. 

Senator  Hart.  I  am  sure  there  are  vastly  more  important  aspects 
to  your  testimony,  but  this  one  goes  to  a  high  level  in  my  memory 
bank. 

The  other  note  I  made  was  when  you  described  the  waiver — if 
that  is  the  way  you  put  it— of  the  termination  charge.  Another 
tactic  in  enforcement  of  contract  termination  charges,  an  instance  of 
a  Grand  Kapids  firm  that  you  mentioned,  the  person  was  told  if  he 
brought  interconnect,  termination  charges  applied;  however,  if  he 
bought  the  svstem  from  Bell  they  dropped  the  charge,  thus  saving 
him  over  $250  a  month.  So  he  took  Bell's  offer.  Thus  Michigan  Bell 
by  tendering  a  special  deal  for  a  particular  customer  was  able  to 
effectively  stifle  competition;  yet  Michigan  Bell  states  that  it  is  at 
a  disadvantage  in  competing  against  interconnect  companies  because 
it,  as  a  common  carrier,  must  charge  the  same  to  all  its  customers. 
"There  were  numerous  instances  like  this — vhile  I  was  employed  by 
Michigan  Bell — there  continues  to  be  at  this  date."  Have  you  brought 
this  to  the  attention  of  the  public  service  commission? 

My  first  question,  I  suppose,  is,  is  this  a  tariff  obligation;  or  in 
fact  is  a  Bell  company  prohibited  from  charging  for  disconnect  from 
one  but  waiving  it  from  another? 

Mr,  Fox.  Yes;  they  are. 

Senator  Hart.  Have  you  brought  instances  like  this  to  the  atten- 
tion of  the  public  service  commission? 

Mr.  Fox.  We  have  brought  some  of  the  material  that  I  spoke  of 
today  to  the  attention  of  the  public  service  commission.  It  is  difficult 
for  us,  with  our  limited  resources  and  time,  to  pursue  all  of  the 
problems  that  we  have  experienced.  I  cannot  recall  at  this  moment 
whether  or  not  this  particular  case  was  brought  to  the  attention  of 
the  public  service  commission. 

Senator  Hart.  Counsel,  it  is  your  opinion  it  is  a  violation? 

Mr.  Borgiiesant.  Let  me  say  this :  As  a  common  carrier  whose 
practice  is  principally  before  the  Federal  Communications  Com- 
mission, it  is  very  common  for  tariffs,  at  the  State  and  Federal  level, 
to  specify  termination  charges,  prorating  costs  over  usually  a  5-year 
period  for  PBX  equipment. 

I  work  on  the  assumption  that  such  a  provision  was  in  the  INIich- 
igan  tariff.  I  don't  know  that  for  a  fact,  but  it  can  be  checked.  I 
would  say  there  would  have  to  be  specific  language  allowing  some 
sort  of  change  from  one  fonn  to  another  for  that  equipment.  T  doubt 
such  language  exists.  If  it  did,  I  would  say  there  was  a  substantial 
legal  question  about  its  legality. 
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The  fact  that  lang^uage  is  in  a  tariff  doesn't  make  it  lawful.  It  is 
still  subject  to  challenge  and  to  be  adjudicated  by  a  regulatory  body 
itself. 

Senator  Hart.  Mr.  Hellerman? 

Mr.  Hellerman.  Thank  you,  Mr.  Chairman. 

Mr.  Fox,  calling  your  attention  to  exhibit  78  in  your  prepared 
statement,  could  you  describe  that  document? 

Mr.  Fox.  This  document  is  dated  July  19,  1972.  It  is  a  memo  from 
the  division  commercial  manager  of  western  Michigan  to  the  district 
commercial  managers  outlining  the  Western  Electric  purchases 
within  Michigan  during  1971  with  a  list  of  the  individual  suppliers 
and  amounts  of  money  spent,  and  the  cities  and  towns  in  that  area: 

"In  addition  to  your  use  of  this  information,  your  marketing 
coordinate,  you  may  find  this  helpful  when  recommending  the  sale 
of  our  [Bell]  services  in  a  competitive  situation." 

Mr.  Hellerman.  Attached  to  that  is  a  computer  printout  listing 
many  companies  in  the  State  of  Michigan  and  the  dollar  sales? 

Mr.  Fox.  Yes. 

ISIr.  Hellerman.  What  inference  do  you  draw  from  the  fact  that 
this  document  was  provided  to  marketing  people  of  Michigan  Bell, 
at  least  in  the  Grand  Rapids  area? 

Mr.  Fox.  In  reviewing  the  document  I  see  that  those  companies 
that  we  had  competitive  proposals  in  to  were  checkmarked.  That 
would  lead  me  to  assume  that  it  was  used  by  the  sales  department 
in  reminding  the  customer  of  how  much  business  the  Bell  System 
had  done  with  them. 

Mr.  Hellerman.  Thinking  back  to  your  days  at  Michigan  Bell 
could  you  think  of  any  other  reason  this  document  could  have  been 
circulated  to  marketing  people? 

Mr.  Fox.  In  my  experience  with  Michigan  Bell— while  working 
there — I  was  never  given  a  document  such  as  this  or  told  of  its 
existence. 

Mr.  Hellerman.  Thank  you,  Mr.  Fox. 

Your  testimony  covers  many  different  activities  involving  Michi- 
gan Bell  Telephone  and  how  that  company  attempts  to  thwart  com- 
petition. 

I  would  like  to  ask  you  a  series  of  questions  so  the  record  will  be 
clear  as  to  those  activities  which  were  engaged  in  while  you  were 
employed  by  INIichigan  Bell  in  their  attempt  to  prevent  a  subscriber 
from  obtaining  his  own  telephone  equipment. 

"When  a  request  was  received  for  billing  or  service  information  did 
you  use  that  request  as  a  lead,  then  contact  the  customer? 

Mr.  Fox.  Yes;  we  did. 

Mr.  Hellerman.  Did  you  delay  providing  the  necessary  informa- 
tion to  customers  interested  in  acquiring  their  own  equipment  as  a 
strategy?  . 

Mr.  Fox.  Yes,  we  did ;  under  the  reasoning  that  it  was  not  a  bill- 
able service  and  therefore  got  low  priority. 

Mr.  Hellerman.  If  you  knew  that  a  wrong  interface  was  ordered 
did  vou  inform  the  customer  immediately? 

Mr.  Fox.  No.  we  did  not.  At  that  time  it  was  the  policy  of  Mich- 
igan Bell  for  the  supplier  to  designate  the  interface  unit  that  he 
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desired.  We  were  in  no  way  to  make  recommendations  as  to  the  suit- 
ability for  the  purposes. 

Mr.  Heller3Ian.  Were  delays  of  several  months  common  in  pro- 
viding interface  equipment? 

Mr.  Fox.  Yes;  they  were. 

Mr.  Hellerman.  I  would  like  to  introduce  into  the  record  at  this 
point  a  letter  from  Elgin  Electronics,  Inc.,  dated  ^lay  17,  1974,  from 
the  president,  E.  S.  Willis,  which  states,  hi  part,  in  connection  with 
delivery  schedules  of  Western  Electric  for  Elgin  couplers: 

Upon  instructions  to  ship  from  either  Western  Electric  or  one  of  our  inde- 
pendent telephone  customers,  shipment  is  made  from  stock  in  a  matter  of  1 
or  2  days. 

Senator  Hart.  It  will  be  received. 

[See  exhibit  2  at  the  end  of  Mr.  Fox's  oral  testimony.] 

Mr.  Hellerman.  Mr.  Fox,  did  you  suggest  to  customers  acquir- 
ing their  own  equipment  that  the  company  they  were  considering 
doing  business  with  was  in  a  shaky  financial  situation?  In  other 
words,  that  they  might  not  be  around  much  longer? 

Mr.  Fox.  We  used  Dun  &  Bradstreet  in  recommending  that  to  the 
customer. 

Mr.  Hellerman.  Was  your  superior  aware  of  these  tactics  being 
used  in  an  attempt  to  stop  interconnection? 

Mr.  Fox.  Yes,  he  was. 

Mr.  Hellerman.  Were  you  told  not  to  engage  in  these  activities? 

Mr.  Fox.  No. 

Mr.  Hellerman.  Did  you  ever  get  advice  from  the  Michigan  Bell 
division  manager  on  how  to  handle  interconnect  companies? 

Mr.  Fox.  Yes;  I  did. 

Mr.  Hellerman.  What  did  he  suggest?  Do  you  recall  his  words? 
Would  you  care  to  use  them? 

Mr.  Fox.  I  don't  care  to  use  them. 

Mr.  Hellerman.  Paraphrase  them. 

]Mr.  Fox.  Well,  in  effect,  he  said,  "Let  them  have  it  every  chance 
you  can." 

Mr.  Hellerman.  How  many  salesman  were  under  your  supervision 
at  Michigan  Bell? 

Mr.  Fox.  Eight. 

Mr.  Hellerman.  Were  they  using  the  same  sort  of  tactics? 

Mr.  Fox.  Yes;  they  were. 

Mr.  Hellerman.  It  is  my  understanding  you  were  involved  in 
writing  a  handbook  to  train  salesmen  and  for  that  reason  you  went 
to  A.T.  &  T.'s  headquarters  in  New  York;  is  that  correct? 

Mr.  Fox.  Yes. 

Mr.  Hellerjnian.  While  you  were  there  did  you  have  contact  with 
personnel  from  other  Bell  operating  companies  involved  m  market- 
ing? 

Mr.  Fox.  Yes;  I  did. 

Mr.  Hellerman.  In  talking  with  them  was  it  your  impression 
that  what  was  going  on  in  Michigan  Bell  was  unique,  or  were  these 
tactics  being  used  throughout  the  Bell  System? 

Mr.  Fox.  It  was  my  impression  from  discussions  on  that  trip, 
and  the  subsequent  phone  calls  with  my  counterparts  around  the 
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country,  that  each  oporatins^  company  was  attemptinjx  to  th^vart  com- 
petition, but  seemed  to  be  experimenting  with  different  means  of 
doing  so. 

So.  in  answer  to  your  question :  Some  of  the  other  companies  were 
in  fact  following  these  practices;  other  operating  companies  had 
come  up  with  their  own  practices. 

Mr.  Hellerman.  'NAHiich  company  in  your  opinion  was  fighting 
interconnect  the  hardest? 

Mr.  Fox.  At  the  time  it  appeared  to  be  Illinois  Bell. 

Mr.  Het.ler]max.  Mr.  Chairman.  T  would  like  to  introduce  into 
the  record  at  this  point  an  extract  from  the  Customer  Products 
Council  meeting  of  A.T.  &  T.,  June  20,  1972,  which  identifies  a  Mr. 
Reuss,  R-e-u-s-s,  commenting  that  Illinois  Bell  Telephone  has  a 
"win  'em  all"  policy. 

Senator  Hart.  It  will  be  received. 

[For  the  excerpts  referred  to,  see  exhibit  7  at  the  end  of  Mr.  Fox's 
oral  testimony.] 

Mr.  Hellerman.  Could  you  explain  the  job  of  a  Bell  Telephone 
consultant?  What  is  his  main  purpose — as  you  saw  it  in  the  com- 
petitive case? 

I\Ir.  Fox.  In  a  competitive  case  his  primary  objective  was  to  retain 
the  service  the  customer  had  and  keep  the  sale,  win  the  sale. 

Mr.  Hellermak.  In  a  noncompetitive  case? 

Mr.  Fox.  In  a  noncompetitive  case,  prior  to  interconnect,  his  ob- 
jective was  to  realize  a  certain  revenue  increase. 

Mr.  Hellerman.  In  other  words  it  was  to  increase  the  monthly 
bill? 

Mr.  Fox.  Yes. 

Mr.  Heli^rman.  How  was  their  performance  judged? 

Mr.  Fox.  Prior  to  interconnect  tariff  of  INIichigan,  it  was  judged 
on  his  net  revenue  increase;  and  the  number  of  closes.  After  inter- 
connect it  was  based  on  the  number  of  wins  versus  the  number  of 
losses  to  interconnect. 

Mr.  Heller3Ian.  "When  you  were  at  Michigan  Bell  did  you  use 
termination  charges  and  installation  charges  as  strategies  to  lock  in 
your  subscriber  ? 

Mv.  Fox.  Well,  certainly  if  we  were  able  to  put  a  customer  under 
a  5_year  contract  we  did  not  have  to  worry  about  them  going  inter- 
connect. 

Mr.  Hellerman.  Did  you  ever  waive  installation  fees  to  induce 
a  customer  not  to  go  to  interconnect? 

Mr.  Fox,  I  was  involved  in  one  case, 

jNIr.  Hellerman,  Was  information  passed  to  different  departments 
within  Michigan  Bell  so  that  the  personnel  would  be  aware  of  who 
bought  their  own  telephone  system? 

l\Ir.  Fox.  Yes, 

Mr.  Hellerman.  What  was  the  purpose  of  that,  in  your  opinion? 

IMr.  Fox.  Well,  on  the  surface,  the  reason  for  the  interdepartment 
correspondence  was  to  advise  other  personnel  within  the  company 
that  this  customer  must  be  handled  in  a  different  manner. 

For  example:  On  the  repair  requests  the  customer  was  to  be  ad- 
vised before  the  repairman  was  dispatched;  and  if  the  trouble  was 
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found  to  be  in  private  equipment  there  would  be  a  maintenance 
charge  levied  to  him, 

Mr.  Hellerman.  Would  you  briefly  describe  unhooking^ 

Mr.  Fox.  That  is  the  practice  of  the  telephone  company  contact- 
ing a  customer  who  has  notified  them  that  he  has  a  valid  contract 
with  an  interconnect  company,  and  encouraging  the  customer  to 
breacli  tliat  contract. 

Mr.  HELLERMA?f.  Was  this  strategy  used  while  you  were  at  Michi- 
gan Bell  ? 

Mr.  Fox.  No;  it  was  not. 

Mr.  Hellerman.  Since  you  have  been  outside  of  Michigan  ^ell 
are  you  aware  of  cases  where  it  has  taken  place? 

Mr.  Fox.  Yes. 

Senator  Hart.  With  your  customers? 

:Mr.  Fox.  Yes. 

Mr.  Hellerman.  Did  customers  considering  going  interconnect  get 
quicker  service  than  those  who  had  indicated  no  interest  of  going 
interconnect  ? 

JMr.  Fox.  Most  definitely. 

jNIr.  Hellerman.  Would"^  you  look  at  your  compilation  of  exhibits  ? 
Would  you  comment  on  77-A  in  your  prepared  statement. 

Mr.  Fox.  Exhibit  77-A  is  a  directive  from  the  district  marketing 
manager  to  the  local  sales  manager  concerning  a  customer  contact 
program  relating  to  the  pending  Michigan  Bell  rate  restructuring 
case,  1973,  that  I  had  discussed ;  and  in  it,  it  states  that  in  establish- 
ing priorities  on  PBX  accounts — that  is,  for  contacting  the  cus- 
tomer to  advise  them  that  the  rate  may  go  down — the  following  cri- 
teria were  suggested: 

No.  1  was  pending  competitive  cases. 

2.  Accounts  under  60  stations  that  would  be  repriced  automatically 
as  a  new  class  of  PBX  service  at  a  greater  rate. 

It  made  mention  of  another  particular  line  of  PBX  that  would  be 
going  up;  contact  those  vulnerable  lines  of  business  in  key  leader 
accounts. 

Mr.  Hellerman.  I  am  particularly  interested  in  the  statement 
where  it  says : 

This  form  should  be  used  to  establish  priorities  in  PBX  accounts  that  must 
be  repriced  prior  to  a  customer  contract. 

That  is  in  the  third  full  paragraph. 

Mr.  Fox.  Yes. 

Mr.  Hellerman.  "V^HIiat  does  that  mean? 

Mr.  Fox.  I  would  have  to  merely  give  my  opinion  on  it.  I  was 
not  involved  in  the  matter. 

Based  on  my  knowledge  of  Bell  System,  and  their  practices,  I 
would  think  that  a  list  of  PBX  customers  had  to  be  submitted  to 
someone,  either  in  accounting  or  in  the  commercial  department,  to 
have  them  reprice  to  reflect  what  the  rate  would  be  that  they  were 
paying  if  the  proposed  rate  case  was  approved  by  the  Michigan 
Public  Service  Commission. 

Mr.  Hellerman.  Thank  you. 

Mr.  Chtjmbris.  Before  leaving  that,  Mr.  Hellerman,  what  was 
the  gentleman's  name  who  signed  that? 
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Mr.  Fox.  Mr.  Gietzen. 

Mr.  Chumbris.  What  is  his  capacity? 

Mr.  Fox.  When  I  was  at  Michigan  Bell  he  was  a  district  marketing 
manager. 

Mr.  Hellerman.  Were  Michigan  Bell  employees  encouraged  to 
join  organizations;  in  other  words,  become  affiliated  with  companies? 

Mr.  Fox.  Oh,  yes. 

Mr.  Hellerman.  How  was  that  encouraged? 

Mr.  Fox.  Well,  there  were  many  ways.  For  certain  service  organi- 
zations and  other  affiliations  your  membership  dues  were  paid.  You 
were  given  the  time  away  from  the  job  to  participate  in  the  organi- 
zations. 

Mr.  Hellerman.  At  this  point  in  the  record  I  would  like  to  have 
placed  a  printout  of  other  corporate  affiliations  of  the  Bell  officers  and 
directors  of  the  major  Bell  telephone  companies;  and  secondly,  the 
affiliations  of  Bell  personnel  on  Government  boards. 

Senator  Hart.  They  will  be  received. 

fSee  exhibit  11  at  tlie  end  of  Mr.  Fox's  oral  testimony.] 

Mr.  Hellerman.  Did  you  work  on  the  Calvin  College  case  when 
you  were  at  Michigan  Bell? 

Mr.  Fox.  Yes. 

Mr.  Hellerman,  You  worked  on  it  from  the  other  side  when  you 
left  Michigan  Bell  ? 

Mr.  Fox.  Yes. 

Mr.  Hellerman.  Was  it  unusual  when  you  were  at  Michigan  Bell 
to  install  equipment  which  had  been  removed  from  one  location 
and  install  it  at  another  location  without  that  equipment  being 
serviced  ? 

Mr.  Fox.  I  think  it  would  be  difficult  in  performing  the  judg- 
ment of  whether  it  was  usual  or  unusual  based  on  the  fact  that  as  a 
marketing  representative  I  didn't  have  access  to  whether  the  equip- 
ment was  new  or  used,  that  type  of  information.  However,  it  was 
done. 

Mr.  Hellerman.  Was  there  an  inventory  list  sent  around  to  in- 
form you  of  used  equipment? 

Mr.  Fox.  Yes. 

Mr.  Hellerman.  Mr.  Chairman,  I  would  like  to  introduce  into 
the  record  at  this  point  a  series  of  documents,  but  rather  than  take 
the  time  to  identify  them  I  will  provide  them  to  minority  counsel. 

Mr.  Chumbris.  Have  these  documents  already  been  submitted  to 
us? 

Mr.  Hellerman.  Some  have  been  previously  submitted. 

Senator  Hart.  They  will  be  received  subject  to  review  by  the  staff. 

Mr.  Chumbris.  They  will  be  made  available? 

Senator  Hart.  Yes. 

[See  exhibits  2-9  at  the  end  of  Mr.  Fox's  oral  testimony.] 

Mr.  Hellerman.  No  further  questions,  Mr.  Chairman. 

Mr.  Chumbris.  Mr.  Chairman,  I  have  a  question  to  ask  of  the 
witness.  The  main  question  I  had  I  have  already  taken  up  with 
the  previous  witness. 

As  I  have  stated  earlier,  both  Mr.  Hellerman  and  I  have  visited 
many  people.  He  has  seen  people  I  haven't  seen.  I  imagine  I  have 
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seen  people  he  hasn't  seen  in  the  industry,  trying  to  find  out  as  much 
background  as  to  wliat  goes  on.  I  know  that  in  inquiring  of  some  of 
the  people  at  A.T.  &  T.,  I  specifically  raised  the  question  with  them 
about  the  type  of  things  that  you  are  referring  to ;  the  type  of  things 
that  we  refen-ed  to  inVhe  previous  hearing  last  week.  And  wliat  they 
told  me  was  A.T.  &  T.  hns  a  policy  which  was  submitted  as  testimony 
last  week  that  it  is  against  the  company  policy  to  do  the  things  that 
are  being  alleged. 

The  record  will  have  to  show  whether  some  person  down  the  line, 
even  though  he  may  be  near  the  top  of  some  operating  company, 
or  he  may  be  near  the  top  of  a  Bell  Laboratory  systems,  or  Western 
Electric, 'or  even  in  the  A.T.  &  T.  itself,  somebody  may  have  done 
something  against  company  policy. 

It  would  be  great  if  people  didn't  violate  company  policy,  just 
like  it  would  be  great  if  Government  employees  and  Government 
officials  didn't  violate  the  policy  of  this  country. 

Somewhere  along  the  line  you  are  going  to  find  violations  of 
policy.  I  believe  witnesses  will  come  in  and  explain— if  they  can 
explain— some  of  the  things  you  have  raised  here  today.  Consistent 
with  that,  Mr.  Chairman,  I  have  three  additional  policy  statements 
relating  to  the  other  three  witnesses.  I  put  one  in  the  record  when 
we  met  last  Thursday.  I  would  like  to  have  these  three  inserted  into 
the  record. 

Senator  Hart.  They  will  be  received. 

Mr.  Chumbris.  I  have  nothing  further,  Mr.  Chairman. 

Senator  Hart.  I  express  again  the  committee's  appreciation  for 
the  thoroughness  of  your  presentation.  We  will  await  the  responses 
from  those  who  explicitly  or  by  implication  have  been  criticized. 

Mr.  Chumbris  is  right :  Enunciating  a  company  policy  doesn't 
assure  it  adherence.  In  establishing  regulations  for  Government  em- 
ployees even  at  the  highest  level,  it  doesn't  assure  adherence. 

The  role  of  Congress  in  attempting  to  run  oversight  on  what  goes 
on  in  Government  is  a  little  different  than  running  oversight  on  what 
goes  on  in  business.  It  is  understandable  that  some  people  in  busi- 
ness simply  don't  understand  why  the  committee  in  Congress  would 
go  in  and  try  to  find  out  if  their  company  policy  is  being  adhered  to. 

I  think  most  people  would  agree  that  our  inquiiy  is  appropriate 
and  it  may  have  some  beneficial  effects. 

We  will  adjourn  to  resume  at  2  o'clock  in  room  3302  in  the  Dirk- 
sen  Senate  Office  Building. 

["Whereupon,  at  12:35  p.m.,  the  hearing  was  recessed,  to  recon- 
vene at  2  p.m.,  this  same  day.] 

[The  .following  was  received  for  the  record.  Testimony  resumes  on 
p.  3503.] 

MATP]RTAL   RELATING   TO   THE   TESTIMONY   OF   RONALD   B.    FOX 
Exhibit  1. — Prepared  Staiement  of  Mr.  Fox 

Prepared  Statement  of  Ronald  B.  Fox,  Vice  President,  Marketing,  TPI,  Inc., 
Grand  Rapids,  Mich. 

I.    PERSONAL   background 

My  name  is  Ronald  B.  Fox.  I  ain  Vice  President  of  Marketing  of  TPI  incor- 
porated, a  retail  distriliutor  of  telephone  equipment  and  systems  to  business 
telephone  customers.   Our  company  is  headquartered  in  Grand  Rapids,  Mich- 
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igan,  and  is  a  distributor  for  telephone  equipment  manufactured  and  supplied 
by  Stromberg-Carlson  Corporation.  We  presently  have  some  100  employees  in 
seven  offices  throughout  Michigan  and  Indiana  serving  over  500  interconnect 
customers.  Our  company  was  one  of  the  original  six  founding  members  of 
NATA  (North  American  Telephone  Association)  and  MICA  (Michigan  Inde- 
pendent Communications  A.ssociation),  associations  dedicated  to  maintaining 
and  imi»roving  the  high  standards  of  telephone  service  throughout  Michigan 
and  the  United  States. 

From  July,  1966  to  February  1971,  I  was  employed  by  Michigan  Bell  Tele- 
phone Company  in  various  management  capacities,  initially,  as  a  Communi- 
cations Consultant.  During  the  period  from  June,  1968  through  September. 
19Gi>,  1  was  a  Staff  Supervisor,  Detroit  Marketing  Headquarters,  responsible 
for  classroom  sales  training  of  new  salesmen,  improvement  of  instructional 
techniques,  research  on  competitive  equipment  and  rate  structures,  estimating 
the  degree  of  competitive  impact  upon  Michigan  Bell  Telephone  Company,  and 
participating  in  Sales  Manager  Review  activities. 

On  September  1,  1969,  I  was  assigned  as  Sales  Manager,  Grand  Rapids — 
Grand  Valley  Districts,  supervising  eight  .salesmen,  responsible  for  151  major 
industrial  and  institutional  accounts  and  approximately  3,000  medium  market 
business  accounts.  In  January,  1971,  Michigan  Bell  Telephone  Company  di- 
vided their  company  into  three  operating  areas  and  I  was  given  the  task  of 
establishing  a  regional  marketing  staff  providing  sales,  administrative  and 
accounting  guidelines  and  assistance  for  the  Marketing  Group  in  Western 
Michigan. 

I  resigned  from  Michigan  Bell  Telephone  Company  in  February,  1071.  after 
becoming  disillusioned  with  the  anti-competitive  tactics  being  used  daily  and 
the  prevailing  atmosphere  of  paranoia  relative  to  interconnection  and  inter- 
connect suppliers. 

It  is  the  concerted  effort  on  the  part  of  AT&T  and  the  Bell  System  to 
eliminate  competition  by  interconnect  companies  such  as  ours  that  I  wish  to 
address  in  my  statement.  I  do  so  because  of  my  concern  that  unless  Federal 
Legi-slation  is  pas.sed  to  protect  and  preserve  the  interconnect  industry,  AT&T 
and  the  Bell  System  will  once  again  assure  its  continued  monopoly  position 
in  the  telephone  equipment  industry,  thereby  eliminating  the  many  benefits 
derived    by    the    business   community    through    competition. 

Many  of  the  comments,  supporting  documents  and  exhibits  prior  to  February, 
1071  were  given  to  me  or  used  by  me  in  carrying  out  my  general  day-to-day 
managerial  duties.  Others  were  provided  by  other  Michigan  Bell  Telephone 
Company  employees  who  had  them  for  similar  reasons  and  later  joined  our 
inrlusrrv.  Due  to  the  sensitive  nature  of  the  materials,  they  have  Iteen  retained 
by  our  attorney  and  not  used  or  referred  to  for  any  purpose  until  this  date. 

In  my  statement,  I  will  follow  a  typical  competitive  case  from  initiation  to 
present  date  demonstrating  the  underhanded  tactics  of  Michigan  Bell  Tele- 
phone Company  to  thwart  sales  by  interconnect  companies  and  halt  future 
competition.  From  there  I  will  outline  other  anti-competitive  practices  and  will 
elaborate  on  the  use  of  the  interface  couplers  and  the  regulatory  process  to 
eliminate  competition. 

II.    COXfPETITIVE  CASE   HISTORY 

A  typical  competitive  case  is  that  of  Calvin  College,  Grand  Rapids,  Mich- 
igan, a  private  four-year  liberal  arts  institution  associated  with  the  Christian 
Reformed  Church.  As  their  administrative  communications  system  was  some- 
what antiquated  and  students  service,  for  all  practical  purposes,  did  not  exist, 
they  entered  into  an  agreement  with  our  company  in  1969  for  the  study  and 
evaluation  of  all  aspects  of  their  telephone  communications  equipment,  pro- 
cedures and  cost.  On  numerous  occasions  prior  to  this,  the  College  had  re- 
quested Michigan  Bell  to  provide  Centrex  Service  but  their  request  had  been 
continunlly  rejected  because  the  level  of  return  to  Michigan  Bell  was  inade- 
quate. The  following  chronological  commentary  and  attached  exhibits  represent 
only  a  STnall  ]iortion  of  the  exchange  between  our  company,  Calvin  College  and 
Michigan  Bell  and  shows  the  degree  of  effort  necessary  on  our  part  to  preserve 
the  rights  created  by  the  Cnrtcrfone  decision  and  subsequent  regulatory  action 
on  the  Federal  and  State  levels. 

10-9-69 — Calvin  College  advised  Michigan  Bell  that  they  had  entered  a  con- 
sulting agreement  with  our  company  and  requested  Michigan  Bell  to  provide 
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any  information  and  services  to  wliicli  tliey  would  normally  be  entitled.  (Ex- 
hibit 1.) 

12-19-69 — Calvin  College  requested  Michigan  Bell  to  provide  the  date  that 
Bell  Centrex  I  CO  service  could  be  provided  for  them  and  when  interconnected 
Ceutrex  Service  would  be  available.    (Exhibit  2.) 

1-26-70 — Michigan  Bell  replied  to  Calvin  Colege  that  more  information  was 
required  from  the  college  to  respond  to  their  request  for  Bell-provided  Cen- 
trex and  that  Centrex  interconnect  was  not  yet  approved  by  the  Michigan 
Public  Service  Commission.  (Exhibits.) 

2-6-10 — Our  company  requested  the  Michigan  Public  Service  Commission 
to  provide  the  status  of  interct)unection  tariffs  as  related  to  Calvin  College 
and  other  firms.  (Exhibit  4.) 

3-20-10 — Our  company  requested  Michigan  Bell  to  provide  the  answer  on  our 
Centrex  interconnection  request  and  the  availability  of  toll  terminal  service 
for  student  long  distance  calling. 

3-23-10 — Michigan  Bell  replied  to  our  company  stating  that  they  would 
have  an  answer  to  Calvin's  request  for  Centrex  service  by  May  1,  1970  and 
an  answer  to  our  request  for  toll  terminals  by  April  15,  1970.   (Exhibit  5.) 

3-2.'f-70 — Michigan  Bell  replied  to  Calvin  College  that  the  Michigan  Public 
Service  Commission  had  approved  the  interconnect  tariffs  on  March  9,  1070 
and  that  they  could  review  these  tariffs  in  the  Michigan  Bell  public  ofl5ce. 
This  statement  was  made  knowing  full  well,  however,  that  Centrex  intercon- 
nection had  not  been  approved,  nor  filed  for.   (Exhibit  6.) 

5-8-10 — Michigan  Bell  stated  to  our  company  that  they  would  have  an 
answer  regarding  the  Bell-provided  Centrex  for  Calvin  College  by  6-1-70. 
(Exhibit  7.) 

6-1-10 — Michigan  Bell  stated  U>  our  company  that  they  would  in  fact  pro- 
vide toll  terminals  for  student  long  distance  calling.  However,  they  reserved 
the  right  to  decide  whether  or  not  such  service  could  be  provided  on  a  non- 
billed  basis  as  done  for  other  users.  They  stated  their  determination  would 
be  ba.sed  on  {he  volume  of  usage,  for  which  no  history  existed.   (Exhibit  8.) 

7-2-70 — The  General  Marketing  Manager  of  Michigan  Bell  wrote  the  Vice 
President  of  Operations  of  Michigan  Bell  regarding  Centrex  service  for  Calvin 
College  stating  that  he  felt  that  the  quality  of  the  customer's  service  was 
reasonably  good,  but  that  the  customer  was  sold  on  the  need  for  an  improved 
system,  namely  Centrex.  He  also  slated  that  if  Michigan  Bell  did  not  provide 
Centrex,  Calvin's  alternatives  were  to  (1)  keep  the  present  .service  (2)  buy 
service  from  another  supplier  (3)  install  residence  service  in  the  dormatories. 
He  then  went  (tn  to  state  that  he  thought  they  would  buy  from  another  sup- 
plier. In  order  to  provide  the  Centrex  service  requested  by  Calvin  College,  the 
Grand  Rapids  East  Central  Office  would  have  to  be  modified.  If  this  was  done, 
service  could  be  provided  in  August,  1972,  otherwise,  no  scheduled  addition 
was  planned  for  that  office  until  19S5  or  1990.  It  was  further  stated  that  the 
rate  of  return  for  the  system  would  be  far  below  their  required  level.  He  went 
on  to  state  that  Calvin  had  specifically  requested  the  charges  and  installation 
interval  for  privately  owned  Centrex  and  stated  that  if  Bell  would  not  provide 
Centrex  service,  that  Calvin  would  definitely  explore  the  use  of  a  privately 
owned  Centrex  system.  Therefor,  he  recommended  the  approval  for  a  Centrex 
I  CO  offering  for  Calvin.  Further  analysis  of  this  proposed  rate  of  return 
reveals  that  under  the  rate  structure  in  effect  at  that  time,  a  loss  of  3.1% 
on  their  investment  would  occur  at  cut-over  of  a  Centrex  I  CO  System.  Further- 
more, if  the  rates  proposed  in  the  Michigan  Bell  rate  case  pending  at  the  time 
were  approved,  there  would  be  a  loss  of  approximately  1.6%  at  cut-over. 
(Exhibit  9.) 

1-6-10 — :\Iichigan  Bell  Telephone  Company  corresponded  with  our  company 
stating  that  they  still  did  not  have  an  answer  on  the  Bell-provided  Centrex 
service  for  Calvin  College.  They  ^would  call  our  company  by  7-8-70  to  provide 
an  answer.  (Exhibit  10.) 

1-10-10 — INIichigan  Bell  advised  Calvin  College  that  they  would  in  fact  pro- 
vide Centrex  1  CO  service  with  a  target  date  of  August.  1972.  They  did  not, 
however,  respond  to  the  customer's  request  relating  to  interconnect  rates  for 
Centrex  service.  (Exhibit  11.) 

8-3-10 — Our  company  wrote  Michigan  Bell  Telephone  Company  requesting 
the  cost  to  purchase  outright  the  existing  cable  facilities  at  Calvin  College. 
(Exhibit  12.) 
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S-iy-70 — ISIichigan  Bell  Telephone  Company  wrote  our  company  advising 
us  that  they  had  forwarded  our  request  to  higher  management  for  availability 
of  Ceutrex  interconnect.  Further  our  requests  were  being  processed  through 
appropriate  groups  in  their  company  for  the  purchase  and  lease  of  Michigan 
Bell  cable  facilities.  They  went  on  to  state  that  since  considerable  time,  in- 
cluding field  survey  was  necessary,  it  was  estimated  that  a  minimum  of  60 
days  would  be  required  to  make  a  final  determination.    (Exhibit  13.) 

's-2o'l'0 — Our  company  wrote  Michigan  Bell  stating  that  we  felt  the  minimum 

00  day  interval  for  cable  quotations  was  unreasonable  in  view  of  the  fact  that 
they  could  order  and  install  a  large  call  director  system  in  two  weeks.  Further 
we  asked  them  what  the  maximum  would  be.  We  went  on  to  state  that  we 
would  be  pleased  to  discuss  our  Centrex  interconnect  request  with  any  of  their 
representatives  and  had  not  been  contacted  as  of  that  date.   (Exhibit  14.) 

9-8-70 — Michigan  Bell  wrote  our  company  stating  that  they  felt  the  time 
table  for  Centrex  interconnect  would  be  mid-1971.  They  still  did  not  provide 
rates.  (Exhibit  15.) 

9-S0-70—Our  company  wrote  to  the  Michigan  Bell  General  Marketing  Man- 
gare  requesting  his  assistance  in  obtaining  Centrex  interconnect  rates.  (Exhibit 
16.) 

10-26-70 — Michigan  Bell  wrote  our  company  stating  once  again  that  they 
felt  Centrex  interconnect  would  be  available  by  mid-1971  and  identified  out 
dialing  by  late  1971.  Further,  they  stated  they  would  provide  toll  terminals 
to  customers  utilizing  private  equipment,  where  facility  conditions  permitted 
and  it  was  in  the  public  interest  for  the  completion  of  long  distance  calls. 
(Exhibit  17.) 

12-14-70 — Our  company  made  a  proposal  to  Calvin  College  for  a  privately 
owned  Stromberg-Carlson  Centrex  system  utilizing  the  AT&T  suggested  inter- 
face rates  for  Bell  Operating  Companies.  (Exhibit  18.) 

i2-i7-70— Michigan  Bell  advised  our  company  with  a  carbon  copy  to  Calvin 
College  that  in  order  to  meet  the  requested  date  for  Bell-provided  Centrex  of 
August,  1972,  the  contracts  for  such  service  had  to  be  signed  in  the  next  few 
days.  (Exhibit  19.) 

i-29-7i— Michigan    Bell    made    a    proposal    to    Calvin    College    for    Centrex 

1  CO  .'service  outlining  the  many  advantages  of  their  system  versus  the  Strom- 
berg-Carlson privately  owned  Centrex.  (Exhibit  20.)  It  was  intimated  to  the 
Vice  President  and  Business  Manager  of  Calvin  College  that  selection  of  the 
private  system  would  jeopardize  any  future  grants  from  Michigan  Bell. 

2-1-71— ^nchigiin  Bell  went  back  to  Calvin  College  with  a  Centrex  monthly 
cost  analysis  showing  the  difference  between  the  Michigan  Bell  Centrex  I  and 
the  Stromberg-Carlson  privately  owned  Centrex  utilizing  interface  rates  that 
they  felt  thev  would  ask  for  should  they  file  a  Centrex  interconnect  tariff. 
Further  thev"  advised  Calvin  College  that  if  the  college  was  in  fact  sold  on 
the  features  of  the  Stromberg-Carlson  system  that  they  would  buy  such  a 
system  directly  from  Stromberg-Carlson  and  install  it  under  the  existing  tariff 
rate.  As  of  this  date,  none  of  our  requests  for  rate  information  on  privately 
owned  and  interconnected  Centrex  service  had  been  answered  by  Michigan 
Bell.  (Exhibit  21.)  ,.         .        .     ^ 

6-1-72— Out  company  wrote  the  Director  of  Public  Utilities,  Department  of 
Commerce,  State  of  Michigan,  requesting  a  clarification  on  whether  or  not 
business  trunk  rates  or  residential  trunk  rates  would  apply  to  a  college  dormi- 
tory system,  because  Calvin  College  and  another  college  for  which  we  had 
proposed  a  svstem  were  advised  by  Michigan  Bell  that  they  would  have  to  pay 
the  higher  business  trunk  rate.  Michigan  Bell  had  also  stated  to  these  colleges 
that  at  such  time  that  business  trunks  were  converted  to  measured  service 
thev  would,  in  fact,  have  to  pay  message  unit  charges.   (Exhibit  22.) 

,j"_2_72— Our  company  again  wrote  the  Director  of  Public  Utilities,  Depart- 
ment of  Commerce,  State  of  Michigan  appealing  to  the  Public  Service  Cora- 
mission  to  intervene  on  our  behalf  with  Michigan  Bell  to  obtain  trunk  and 
interface  rates  for  customer  owned  Centrex  systems,  stating  that  without 
success,  we  had  attempted  many  times  since  1969  to  obtain  an  estimate  of  these 
costs.  Meanwhile,  in  an  effort  to  discourage  their  customers  from  purchasing 
our  equipment.  Bell  had  given  their  customers  varying  costs  in  use  against 
us.  (Exhibit  23.)  .  ^  ,   .      ^  , 

6-19-72— Our  company  wrote  Michigan  Bell  advising  them  that  Calvin  Col- 
lege had  formally  agreed  to  purchase  their  own  Stromberg-Carlson  telephone 
system.  (Exhibit  24.) 
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6-30-72— Michigan  Bell  wrote  our  company  advising  us  that  they  would 
provide  trunks  for  the  non-Bell  system  at  Calvin  College  dormitory.  However, 
these  trunks  would  be  business  flat  rate  trunks  and  converted  to  measured 
service  in  October,  1973,  contrary  to  Michigan  Bell's  own  policy  of  charging  the 
lower  residential  trunk  rates  to  its  college  customers.  (Exhibit  25.) 

7-18-72 — Michigan  Bell  Telephone  Company  finally  responded  to  our  re- 
quest for  a  cable  quotation  for  Calvin  College.  One  dormitory's  cable  and 
terminals  were  itemized,  with  the  current  value  of  those  facilities  shown  by 
Bell  at  $1,695.42.  At  the  same  time,  utilizing  one  of  the  largest  sources  of 
supply  to  the  interconnect  industry  for  cable  and  terminals,  it  was  determined 
that  the  list  price  to  purchase  these  facilities  new,  would  be  only  $246.38. 
(Exhibit  26.) 

7-25-72 — Michigan  Bell  wrote  our  company  advising  us  that  per  their 
tariff  No.  3  certain  types  of  roll  terminals  are  provided  without  charge  (in  the 
interest  of  efficient  toll  service  for  the  public).  Since  the  toll  terminal  >that 
we  had  ordered  for  Calvin  College,  did  not  fall  in  this  category  in  their 
opinion,  they  would  provide  thetm  on  a  billed  basis.   (Exhibits  27  and  28.) 

8-18-72— The  Director  of  the  Department  of  Commerce,  State  of  Michigan, 
wrote  our  company  stating  that  dormitory  trunk  rates  should  be  at  the  lower 
residential  tariff  rate,  regardless  of  whether  Michigan  Bell  provided  the  station 
equipment  or  an  outside  supplier,  such  as  our  company,  provided  it.  Further, 
they  stated  that  Michigan  Bell  was  currently  studying  the  question  of  private 
Ceiitrex  interconnect  but  until  the  studies  were  completed  and  rate  making 
data  finalized,  no  rate  quotes  would  be  made.   (Exhibit  29.) 

10-26-72— Michigan  Bell  wrote  our  company  stating  that  they  still  did  not 
have  an  answer  on  the  Calvin  College  Centrex  interconnection  rates  but  they 
did  expect  to  have  the  rates  during  the  week  of  October  30,  1972.  (Exhibit  30.) 

2-7-73 — Our  company  filed  a  Complaint  and  Petition  for  Hearing  with  the 
Michigan  Public  Service  Commission.  In  our  Complaint,  we  stated  that  be- 
ginning in  1969  and  since  that  time,  we  had  sought  to  compete  with  Michigan 
Bell  in  selling  Centrex  telephone  equipment  and  systems  to  customers  in  the 
public  market  place.  One  of  our  first  prospective  customers  for  Centrex  was 
Calvin  College.  In  connection  with  quoting  that  system's  cost  to  the  customer, 
we  had  requested  a  quotation  from  Michigan  Bell  for  Centrex  interconnection 
and  in  particular,  for  Centrex  interface  rates.  That  request  was  not  and  had 
not  been  met  and  we  were  unable  to  apprise  this  potential  customer  as  well 
as   others   of  the  potential   cost   of  interconnection. 

In  November  of  1970,  our  company  presented  a  proposal  for  a  privately 
owned  Centrex  telephone  system  to  Ferris  State  College  of  Big  Rapids,  Michi- 
gan. Again,  our  company  asked  Michigan  Bell  for  a  quotation  of  interconnec- 
tion rates  in  connection  with  this  proposal  and  was  not  and  to  date  had  not 
been  given  a  rate  quotation.  In  connection  with  the  proposal  to  Ferris  State 
Co'lege,  we  provided  a  quotation  of  estimated  figures  for  interconnection  ba.sed 
on  a  competitive  proposal  made  by  Michigan  Bell  to  Calvin  College.  That 
competitive  proposal  detailed  the  interconnection  rates  which  we  believed,  on 
the  basis  of  the  Calvin  quotation  by  Michigan  Bell,  to  be  applicable  to  Ferris 
State  College.  Thereafter,  Michigan  Bell  Telephone  Company  informed  Terris 
State  College  that  the  approximated  interconnection  rates  were  not  available 
as  quoted  in  our  competitive  bid,  in  fact,  they  were  likely  to  be  higher  and 
refused  again  to  provide  a  firm  quotation  of  rates.  Following  the  propo.sal 
to  Ferris  State  College,  Michigan  Bell  made  a  competitive  proposal  to  the 
college  again,  estimating  the  interconnection  rates  both  higher  than  our  first 
competitive  bid  to  Calvin  College  and  higher  than  the  rates  estimated  by  our 
company  in  our  proposal  to  Ferris  State  College. 

In  approximately  April  of  1971,  we  began  preparation  to  present  a  proposal 
for  a  privately  owned  Centrex  telephone  system  to  St.  Mary's  Hospital  of 
Grand  Rapids.  Michigan.  Through  1971  and  into  1972.  discussions  were  had 
with  St.  Mary's  and  we  did  present  a  proposal  which  again,  did  estimate  inter- 
connection rates  based  upon  the  competitive  proposal  made  by  Michigan  Bell  at 
Ferris  State  College,  where  Michigan  Bell  had  estimated  the  interconnect 
rates  at  a  higher  cost  than  previously  estimated  Our  company  and  St.  Mary's 
Hospital  were  subsequently  informed  that  the  estimated  rate  based  upon 
our  prior  competitive  proposal  would  not  be  available  and  that  when  Michi- 
gan Bell  filed  for  a  tariff  to  establish  Centrex  interface  and  trunk  rates  they 
would  be  substantially  higher  than  the  estimates  presented  by  our  company. 
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Our  company  then  informed  St.  Mary's  Hospital  of  the  change  and  was  unable 
to  conclude  a  contract  with  that  potential  customer  following  the  change 
in  cost  estimated  from  the  original  proposal. 

We  went  on  to  state  in  our  complaint  that  Michigan  Bell's  actions  in  failing 
to  apply  for  Centrex  interface  and  trunk  rates,  refusing  to  quote  suggested 
rates  and  changing  their  own  estimates  by  always  revising  them  upwards  after 
we  relied  on  their  competitive  quote  estimates  and  their  actions  with  respect 
to  our  quoted  jobs  by  telling  potential  customers  that  our  company  cannot 
have  rates  previously  estimated  were  deliberate  and  intentional  attempts  by 
Michigan  Bell  and  their  agents  to  protect  and  preserve  the  Centrex  market 
from  fair  and  open  competition  all  to  the  damage  of  our  company  and  to  the 
public  customers  of  the  State  of  Michigan.  As  a  consequence  of  our  com- 
pany's repeated  protest,  Michigan  Bell  agreed  in  1972  to  furnish  us  firm 
commitments  as  to  required  ,rates  on  the  Calvin  College  Centrex,  but  since 
that  time  it  has  failed  to  do  so  and  there  continues  to  be  an  effective  exclusion 
of  competition  in  the  Centrex  market.  (Exhibit  31.) 

2-13-73 — Michigan  Bell  wrote  a  letter  to  Calvin  College  requesting  that  they 
authorize  Michigan  Bell  to  deal  with  our  company  on  all  telephone  matters. 
They  later  used  this  letter  of  authority  to  refuse  to  accept  orders  from  Calvin 
College  for  day-to-day  repair  service,  billing  requests  and  so  forth,  claiming 
that  the  College  must  call  our  company  and  our  company  in  turn  must  call 
Bell.   (Exhibit  32.) 

3-30-13 — Michigan  Bell  wrote  our  company's  attorney  outlining  their  pro- 
posed charges  applicable  for  the  provision  of  privately  owned  Centrex  service. 
They  indicated  that  they  would  file  for  a  tariff  containing  the  outlined  charges 
as  soon  as  their  work  load  permitted.  Charges  set  forth  did  not  allow  for 
a  customer  to  provide  his  own  outgoing  toll  identification,  as  had  been  indicated 
in  all  competitive  proposals  made  by  Michigan  Bell  to  that  date.   (Exhibit  33.) 

■'t-21-13 — Our  company's  attorney  wrote  Michigan  Bell  requesting  them  to 
provide  a  fixed  rate  break-out  for  out-going  toll  identification  on  a  customer 
provided  Centrex  as  all  written  and  oral  estimates  to  our  company's  prospec- 
tive customers  had  been  made  in  that  manner,  and  our  equipment  had  the 
ability  to  provide  this  service  for  the  customer.  Further,  we  agreed  to  drop 
our  complaint  on  that  count  if  the  out-going  toll  identification  was  broken  out 
of  the  rate  and  if  in  fact,  a  tariff  would  be  filed  during  1973  as  committed  to 
us  by  Michigan  Bell  in  a  previous  meeting.  (Exhibit  34.) 

4-19-74 — Our  attorney  wrote  Michigan  Bell  stating  that  it  had  been  over 
a  year  since  he  had  first  met  to  discuss  Centrex  interconnect  rates.  To  date, 
no  tariff  application  had  been  filed  with  the  Michigan  Public  Service  Com- 
mission in  regard  to  Centrex  interconnection.  He  went  on  to  state  that  there 
coTild  be  no  excuse  for  the  over  one  year  delay  in  doing  what  we  were  advised 
would  be  done  during  1973.  Further,  the  delay  was  pai'ticularly  inexcusable 
when  you  considered  that  our  company  still  had  not  obtained  what  it  had  been 
trying  to  obtain  since  1969.  namely  tariff  rates  for  interconnection  of  pri- 
vately owned  Centrex  systems.  He  stated  that  to  effectively  compete  in  the 
Centrex  area,  our  company  and  other  interconnect  companies  must  be  able  to 
rely  on  established  tariff  rates.  We  have  not  had  these  since  1969.  despite 
all  the  ]iromise  given  l)y  the  numerous  employees  of  Michigan  Bell,  who  from 
time-to-time  had  been  involved  in  the  matter.  Furthermore  we  had  never  re- 
ceived a  break-out  rate  for  the  long  distance  identification,  which  IMichigan 
Bell  indicated  in  its  letter  of  May  24,  1973.  would,  in  fact,  be  covered  by  the 
tariff  application.  (Exhibit  S^.) 

To  summarize,  this  case  history  represents  the  following  anti-competitive 
activities  directed  against  our  company  : 

(1)  Refusal  for  over  four  and  one-half  years  to  furnish  reliable  rates  for  the 
interconnection  of  a  privately  owned  Centrex  system. 

(2)  Offer  to  furnish  a  customer  a  telephone  companv  provided  Centrex 
system  at  a  rate  of  return  well  below  desired  levels  and  below  that  provided 
by  tariff  and.  indeed,  at  a  rate  below  invested  cost  in  order  to  prevent  the 
customer  from  going  "interconnect." 

C3)  Attempt  to  impose  business  rate  trunking  charges  on  privately  owned 
telephone  equipment  users  while  at  the  same  time  charging  the  lower  residpn- 
tial  rate  trunking  charges  to  the  telephone  company's  own  customers. 

(4)  Attempt  to  charge  privately  owned  telephone  equipment  users  for  toll 
terminals  while  not  similarly  charging  the  telephone  company's  own  customers 
for  toll  terminals. 
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(5)  Refusing  to  sell  Bell  cable  facilities  required  for  the  interconnection  of 
a  privately  owned  telepboiie  system  for  less  than  approximately  700%  of  the 
price  at  which  new  cable  could  be  purchased  from  outside  sources. 

(U)  Threatening  a  non-profit  corporate  customer  with  the  withholding 
or  withdrawal  of  charitable  grants  presently  planned  or  to  be  made  in  the 
future  in  accordance  with  past  practices. 

(,7)  Offer  by  the  Bell  System  to  provide  the  same  telephone  equipment 
olfered  by  the  competitor  at  standard  tariff  rates  but  without  the  interface 
device. 

Although  these  are  the  cost  indicative  of  the  practices  encountered  by  us 
on  the  Calvin  College  project,  they  are  in  no  way  restrictive  of  the  many, 
many  other  competitive  tactics  we  run  into  on  our  day-to-day  encounters  with 
Michigan  Bell.  Some  of  these  included  numerous  cases  of  harassment  related 
to  wrong  directory  listings,  no  transfer  of  calls  from  disconnected  numbers, 
freiiuent  out  of  service  conditions  on  lines  and  interfaces  and  billing  errors. 

III.   USE  or  I^"rERFACE  IJEVICE  AS  AN  A^JJTI-COMPETITIVE  WEAPON 

The  ability  of  the  Interconnect  Industry  to  function  also  has  been  inhibited 
by  the  original  successful  effort  of  AT&T  and  the  Bell  System  to  obtain  tariff 
requirements  for  the  use  of  a  protective  connecting  device,  commonly  known 
as  an  interface,  in  all  instances  of  interconnection  of  privately-owned  or  leased 
telephone  equipment  to  the  message  network.  This  requirement  does  not  exist 
when  a  Bell  company  uses  the  same  equipment  for  one  of  their  installations 
even  though  the  equipment,  in  some  instances,  was  purchased  from  a  foreign 
manufacturer  or  from  the  same  supplier  from  whom  we  in  the  interconnect 
industry  purchase  our  equipment. 

In  many  areas,  Michigan  Bell  Telephone  Company  will  not  install  the  inter- 
face until  their  system  has  been  disconnected  on  the  customer  site.  Further, 
this  practice  does  not  allow  for  standard  telephone  industry  pre-cutover  test 
procedures.  When  a  faulty  interface  is  installed,  or  when  it  subsequently 
malfimctions,  the  customer  often  must  do  without  the  line  serviced  by  that 
device  for  a  long  period  of  time  as  there  generally  are  no  spare  maintenance 
parts  in  the  area  Bell  offices,  thus  causing  impairment  of  customer  services 
until  the  problem  can  be  corrected. 

The  interface  is  widely  used  as  an  anti-competitive  weapon  by  the  Bell 
System.  Initially,  interfaces  would  not  permit  touch  tone  calling  or  data 
signals  to  be  transmitted.  This  restriction  was  cai)italized  on  by  Bell  salesmen 
at  the  direction  of  upper  management  as  shown  in  Exhibit  36.  Further,  it  was 
not  until  mid  1974  that  the  Bell  Companies  offered  an  interface  that  functioned 
via  the  standard  telephone  industry  two-wire  circuitry  thereby  causing  the 
interconnect  supplier  additional  expense,  numerou'^  repair  problems,  and  in 
many  cases  actually  precluded  the  sale  of  certain  eouipment.  as  shown  in 
Exhibit  3(5.  Furthermore,  we  are  completely  excluded  from  some  areas  because 
of  the  price  prohibitions  imposed  by  the  interface.  For  example,  the  interface 
rate  alone  in  the  telephone  answering  field  exceeds  tlie  total  monthly  cnst  of 
the  equipment  associated  wath  it  because  of  the  requirement  that  an  interface 
be  used  on  every  answering  service  customer's  line. 

Bell  salesmen  are  instructed  to  impress  upon  the  customer  that  interface 
devices  "are  a  real  cost  that  he  must  consider"  and  'that  most  non-Bell  PBX's 
are  manufactured  to  work  with  interface  devices  and  will  not  work  without 
them  unless  expensive  modification  of  the  equipment  is  undertaken"  when  in 
reality  most  non-Bell  PBX's  would  function  better  without  the  interfaces  as 
they  have  for  years  in  areas  served  by  Bell.  General  Telephone  Company, 
United  Utilities,  Continental  Telephone,  Right-of-Way  Comi)anies,  Bell  of 
Canada,  and  many  others.  This  point  is  taught  in  the  Bell  competitive  training 
cnurses  as  shown  in  Exhibit  37. 

The  tariff'  required  interface  devices  on  customer-provided  telephone  equip- 
ment makes  it  necessary  for  our  company  to  rely  on  Michigan  Bell's  delivery 
and  production  schedules  for  such  equipment  as  Michigan  Bell  and/or  West- 
ern Electric  is  the  source  of  supply.  In  making  competitive  proposals,  Michigan 
Bell  has  deliberately  refused  to  provide  reasonable  delivery  schedules  for 
int<'rface  units  and  has  unfairly  utilized  its  position  as  the  sole  source  of 
supply  for  interfaces  indicating,  as  a  selling  point  to  our  potential  customers, 
that  the  delivery  schedule  for  its  own  telephone  company-provided  system  is 
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better  even  though  they  control  delivery  schedules  for  both  types  of  equip- 
ment. While  most  Bell-provided  systems  carry  a  one  or  two  week  delivery 
interval,  those  that  have  been  asociated  with  interface  equipment  are  shown 
on  the  attached  Exhibits  38,  39,  40,  41,  42,  43,  44,  45,  46  and  47. 

Installing  and  maintaining  the  interfaces  is  another  area  where  Bell  uses 
anti-competitive  tactics.  Michigan  Bell  personnel  have  stated  that  the  reason 
we  experience  installation  and  service  problems  on  interface  equipment  is 
that  no  formal  training  program  exists  in  the  Bell  System  for  interface  equip- 
ment despite  the  tremendous  number  of  units  in  service  and  the  problems  en- 
countered. Further,  on  key  system  interfaces,  Michigan  Bell  craft  personnel 
do  not  have  the  proper  tools  or  test  equipment  specified  in  tlie  Bell  System 
Practice,  463-340-101,  starting  with  a  special  wrench  to  remove  the  cover, 
to  a  test  set  (KS  20721)  for  testing  proper  output  of  the  unit.  In  an  analysis 
of  customer  trouble  reports  from  January  1972  through  June  1972,  it  was  found 
that  over  95%  of  the  proltlems  were  caused  primarily  by  Michigan  Bell's 
interface  as  shown  on  Exhibit  48.  Beyond  technical  training,  the  personnel 
taking  normal  repair  reports  from  customers  lack  the  training  and  procedures 
for  handling  interface  repair  cases  thus,  adding  days  to  a  repair  request  even 
in  out-of-service  situations. 

Added  to  the  delays  in  repairing  of  interfaces  is  the  practice  of  billing  a 
maintenance  of  service  fee  to  the  customer  by  Michigan  Bell  even  though  the 
problem  is  ultimately  determined  to  the  theirs  or  "comes  clear."  Our  com- 
pany, in  turn,  must  absorb  the  administrative  and  direct  labor  expenses 
associated  with  proving  that  the  trouble  is  in  the  interface,  which  in  our 
Detroit  office  alone,  amounted  to  over  1800  hours  this  year. 

Discrimination  is  often  found  in  the  design  of  interfaces.  One  example  is 
on  the  most  commonly  used  PBX  interface,  the  CDH.  On  Bell  provided  PBX's. 
it  makes  no  difference  which  side  of  a  line  the  ringing  signal  is  transmitted 
on.  However,  the  CDH  allows  ringing  signal  on  one  side  of  the  line  only. 
Consequently,  many  customers  experience  complaints  of  callers  ringing  into 
their  firm  and  receiving  no  answer. 

The  consumer  is  discriminated  against  because  of  the  rate  he  pays  for  the 
interface  device.  As  shown  on  Exhibit  48A.  "the  supplier  or  manufacturer  must 
specify  its  connecting  device  to  be  used  from  those  which  are  Bell  System 
approved."  We  discovered  that  the  STC  or  Bell  System  KS20721  interface  is  a 
universal  interface  device  with  certain  optional  features  gained  by  either  simple 
"strapping"  of  leads  or  attaching  an  optional  circuit  board  to  provide  the 
protective  reouirements  for  12  classes  of  interface  as  shown  on  Exhibit  49. 
The  STC  interface  tariff  rate  is  $6.50  per  month  while  the  same  interface 
with  simple  strapping  performed,  carries  three  different  rates. 

To  give  you  an  example  of  what  I  am  referring  to.  in  May,  1973,  our  com- 
pany's attorney  requested  that  Michigan  Bell  install  an  STC-RC  interface 
device  to  replace  the  interface  device  they  were  then  using.  This  interface 
device  was  a  modification  of  the  universal  interface  developed  by  the  Bell 
System.  However,  with  the  modification,  which  basically  involved  the  elimi- 
nation of  certain  optional  features,  the  interface  vv'as  exactly  the  same  in 
design  as  a  similar  tariffed  interface  device,  the  SU6AQ,  for  which  a  rate  of 
$3.75  was  charged.  However.  Michigan  Bell  refused  to  provide  the  STCRC  at 
the  $3.75  rate  but  instead  insisted  on  a  rate  of  $6.50  per  month. 

Several  months  after  the  notice  to  Michigan  Bell  of  the  similarity  in  design 
of  the  STC-RC  and  the  SU6AQ  and,  more  than  two  years  after  the  rate  differ- 
ential of  $3.75  vs.  $6.50  was  established  by  the  telephone  company,  a  meeting 
was  held  in  Detroit,  Michigan  on  this  matter.  As  a  result  of  this  meeting. 
Michigan  Bell  agreed  that  there  was  no  basis  for  this  rate  difference  and 
further  agreed  to  amend  the  tariff  application  then  pending  with  respect  to 
rates  for  interface  devices  to  eliminate  the  disparity  in  prices  which  it  subse- 
quently did  bv  establishing  a  rate  of  $4.75  for  the  universal  interface.  However, 
this  admission  by  Michigan  Bell  did  not.  in  any  way,  provide  for  a  rebate  to 
those  customers  who  previously  had  been  paying  $6.50  for  an  interface  device 
that  should  not  have  cost  more  than  $3.75.  ^     ^  „     j 

Our  renewed  hope  for  fairness  and  equality  were  unfortunately  short-lived. 
Shortlv  after  Michigan  Bell  filed  an  amendment  to  its  interface  application  for 
the  sole  purpose  of  establishing  the  same  rate  for  the  SU6AQ  and  the  STC-RC, 
the  staff  of  the  Public  Service  Commission  for,  we  believe,  the  first  time  in  the 
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history  of  the  Michigan  regulatory  process  rejected  a  Michigan  Bell  rate  appli- 
cation on  the  grounds  that  the  rates  proposed  were  too  low.  As  a  result,  Michi- 
gan Bell  was  compelled  by  the  Commission  Staff  to  file  another  amendatory 
application  to  further  increase  the  anti-competitive  rates  for  these  interface 
devices,  to  $5.10  which  in  the  case  of  the  SU6AQ  and  STC-RC  resulted  in  a 
further  increase  of  10%  in  rates  over  the  original  rate  proposal  of  $4.75  as 
compared  to  the  present  tariff  rate  of  $3.75.  The  overall  rate  increase  proposed 
on  the  basis  of  the  Commis.sion  Staff's  insistence  now  amounts  to  36%. 

I  am  attaching  as  Exhibits  50,  51  and  52  a  series  of  letters  which  I  believe 
will  more  than  adequately  demonstrate  the  problems  confronting  us  in  this 
area. 

For  over  three  years,  the  FCC  has  been  considering  the  question  of  whether 
an  interface  device  is  really  necessary  to  protect  the  telephone  message  net- 
work or  whether  there  might  not  be  a  better  alternative,  such  as  a  certification 
program  similar  to  the  UL  certification  program  which  would  eliminate  the 
costly  requirement  of  the  interface  devices  and  associated  problems.  This  is  the 
only  way  that  we  could  compete  on  an  equal  basis  with  the  Bell  System  in  most 
situations. 

However,  to  date,  no  afl^rmative  action  has  been  implemented  by  the  FCG 
which  would  eliminate  this  anti-competitive  device  although  in  some  states, 
most  notably  New  York  and  California,  action  has  been  taken  by  the  State 
regulatory  agencies  to  eliminate  the  anti-competitive  effects  of  the  interface. 

rv.   ATTEMPTED  USE   OF  THE  BEGULATOBY  PBOCESSES   TO  THWABT   COMPETITION 

Unfortunately,  the  rulings  and  procedures  of  State  regulatory  agencies  tend  to 
perpetuate  the  monopoly  position  of  the  Bell  System.  The  competitive  tactic  of 
Michigan  Bell  that  we  in  the  interconnect  industry  believe  to  be  the  most  dan- 
gerous to  our  survival  is  the  attempted  use  by  it  of  the  state  regulatory  process 
to  provide  legal  justification,  or,  if  you  will,  a  protective  umbrella,  for  their 
anti-competitive  activities.  By  this  statement  I  in  no  way  mean  to  infer  that 
the  Michigan  Public  Service  Commission  is  in  favor  of  knowingly  eliminating 
interconnect  competition.  I  do  not  believe  that  this  is  their  purpose,  but  yet  the 
effect  of  the  Commissions'  approval  of  rate  applications  calling  for  a  reduction 
in  rates  in  areas  in  which  interconnect  competition  is  found  is  to  render  further 
comfort  and  support  to  Bell's  goal  of  eliminating  competition. 

To  provide  some  insight  as  to  how,  in  my  opinion,  the  Bell  system  is  seeking 
to  eliminate  competition  by  regulatory  fiat,  I  need  only  show  what  has  taken 
place  in  the  State  of  Michigan  over  the  past  two  years. 

On  February  15,  1973,  Michigan  Bell  Telephone  Company  filed  a  general  rate 
application  with  the  Michigan  Public  Service  Commission  asking  for  an  overall 
rate  increase  of  $29.7  million.  Its  application  was  supported  by  365  pages  of 
testimony  and  342  pages  of  exhibits  of  which  232  pages  of  testimony  and  230 
pages  of  exhibits  were  directly  related  to  its  request  for  approval  to  completely 
restructure  its  terminal  equipment  rate  schedule.  One  of  the  avowed  purposes 
for  this  radical  restructuring  of  its  rates  was  to  meet  the  threat  of  competition 
from  the  interconnect  companies.  Attached  to  my  testimony  as  Exhibit  53  are 
pages  from  the  direct  testimony  of  Mr.  Kenneth  Hamming  attesting  to  this  fact. 

Before  proceeding,  I  would  like  to  point  out  that  several  months  prior  to  the 
filing  of  this  rate  application,  the  State  of  Michigan  enacted  what  is  commonly 
referred  to  as  the  nine-month  bill,  which  was  instigated  and  strongly  supported 
by  the  utility  industry,  including  Michigan  Bell.  The  Act  basically  required  that 
the  Public  Service  Commission  render  its  decision  on  all  rate  applications 
within  nine  months  from  the  date  the  application  is  filed,  or  file  with  the 
Governor  of  the  state  a  report  explaining  the  specific  reasons  why  It  was  not 
able  to  meet  the  nine-month  deadline.  Unfortunately,  for  our  interconnect 
association  and  others  who  intervened  in  this  case,  this  bill  was  interpreted  by 
the  Hearing  Examiner  as  imposing  a  mandate  on  the  Commission  to  act  within 
the  nine-month  period. 

On  February  23,  1973,  the  Commission  issued  its  order  for  hearings  on  the 
application  and  gave  all  potential  Interveners  until  March  20  to  file  their 
petitions  to  intervene  in  the  case.  Thus,  we  were  given  less  than  one  month  in 
which  to  analyze  fully  a  rate  application  consisting  of  462  pages  of  testimony 
and  exhibits  which  were  based  on  cost  information  and  studies  available,  at 
that  time,  only  to  the  telephone  company  and  which,  I  know,  was  put  together 
over  a  period  of  two  years  utilizing  highly  technical  and  complicated  cost 
data  fed  into  and  out  of  Bell  computers.  Although  our  attorneys  were  able  to 
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meet  the  March  20  deadline  for  filing  our  intervention  petition,  they  were  next 
confronted  with  preparing  for  the  cross-examination  of  the  Bell  witnesses 
which  started  six  days  later  on  March  26. 

In  addition,  the  testimony  of  one  of  our  key  witnesses  was  excluded  by  the 
Hearing  Examiner  because  it  was  not  timely  filed  after  it  had  been  revised  to 
meet  certain  objections  of  the  Hearing  Examiner  at  the  time  of  its  original 
filing.  As  a  result,  we  were  denied  the  right  to  present  a  witness  and  to  intro- 
duce testimony  we  felt  was  very  important  to  our  case. 

The  effect  of  the  nine-month  bill  and  the  time  schedule  resulting  from  it  was 
to  make  it  impossible  for  us  or  for  any  of  the  other  interveuors  in  the  case  to 
efficiently  and  properly  challenge  the  extremely  complicated  case  presented  by 
Michigan  Bell.  Indeed,  the  Staff  of  the  Public  Service  Commission,  who  is 
looked  to  for  technical  advice  and  assistance  l\v  the  Commission  members  in 
making  their  decision,  admitted  that  they  did  not  have  adequate  time  or  man- 
power to  thoroughly  investigate  the  facts  and  subjective  judgments  submitted 
by  Michigan  Bell.  Thus,  the  staff  had  to  rely  to  a  substantial  extent  on  the 
unchallenged  factual  assertions  and  data  given  to  them  by  the  Bell  witnesses. 

What  did  the  1973  Michigan  Bell  rate  case  do  to  the  interconnect  industry? 
Without  going  into  extensive  detail  in  this  regard,  the  application  of  Michigan 
Bell  to  restriicture  its  rates,  which  was  accepted  completely  in  concept,  resulted 
in  rate  reductions  to  those  Michigan  businesses  most  vulnerable  to  competition 
and  rate  increases  (in  one  instance  by  over  150%)  to  those  businesses  who 
either  because  of  the  anti-competitive  effects  of  the  interface  device  prices  or 
for  other  reasons  were  not  vulnerable  to  competition,  i.e. ;  the  captured  market. 
I  am  attaching  to  my  testimony  as  Exhibit  53A  a  graph  submitted  by  our 
Michiaan  Interconnect  Association  in  the  1973  rate  case  to  show  the  competi- 
tive effects  of  the  rates  proposed  by  the  telephone  company  where  the  price  of 
the  interface  device  is  taken  into  consideration.  Except  for  examples  F,  I  and  M 
which  were  selected  by  us  as  most  representative  of  the  type  of  key  telephones 
sold  bv  interconnect  companies,  all  of  the  examples  used  in  the  exhibit  were 
taken  from  an  exhibit  used  by  one  of  the  Bell  witnesses  to  show  the  effect  of 
the  rate  proposal  to  various  customers  without  consideration  of  the  effect  of 
the  interface  device. 

Another  example  of  how  Michigan  Bell  used  the  1973  general  rate  case  to 
further  its  goal  of  eliminating  competition  was  its  proposal  commonly  referred 
to  as  the  "90  day  moratorium".  Basically  the  proposal  provided  for  a  period  of 
ninety  days  following  the  effective  date  of  the  new  rates  during  which  certain 
PBX  business  customers  could  change  to  a  new  telephone  system  at  lower  rates 
than  charged  for  their  old  system  but  without  having  to  pay  the  termination 
charge  assessed  by  tariff  against  all  customers  who  are  under  contract  with 
the  Michigan  Bell  "and  who  terminate  their  contract  prior  to  its  normal  expira- 
tion date.  The  major  effect  of  this  from  the  point  of  view  of  interconnect 
people  was  that  all  of  the  customers  who  Bell  could  convince  to  change  out 
their  service  had  to  sign  new  five-year  contracts  which  meant  that  each  of 
these  customers  would  be  eliminated  from  the  threat  of  competition  for  a  period 
of  five  more  years. 

The  end  result  of  this  anti-competitive  proposal  was  that  Michigan  Bell  was 
successful  in  signing  up  102  Michigan  customers  to  the  new  five-year  contracts. 
However,  not  known  by  anyone  at  the  time  except  Michigan  Bell  (but  soon  to 
be  found' out)  was  that  these  102  customers,  who  are  now  locked  into  the  Bell 
System  and  have  nowhere  else  to  turn  for  their  equipment  needs,  were  con- 
fronted less  than  one  month  after  the  expiration  of  the  90  day  moratorium  with 
a  new  general  rate  application  (filed  by  Michigan  Bell  on  April  23,  four  months 
after  the  decision  was  rendered  in  the  1973  rate  case)  requesting,  among  other 
things  an  average  rate  increase  of  16%  to  these  customers.  What  could  be 
more  damning  than  to  first  eliminate  the  competition  and  then,  sock  the  cap- 
tured customer  with  an  average  16%  rate  increase? 

Finally  I  am  attaching  as  Exhibit  54,  a  portion  of  the  transcript  in  the  19*3 
Michi<^an'rate  case  containing  remarks  made  by  the  Hearing  Examiner,  Mr. 
^Sheridan  to  the  effect  that  he  was  concerned  with  the  presence  of  the  intercon- 
nect people  in  the  case  and  had  grave  doubts  whether  the  Commission  should 
even  be  concerned  with  the  competitive  effects  of  Bell's  proposed  rate  structure. 
What  is  so  discouraging  about  this  type  of  attitude  is  that  if  the  Public  Service 
Commissions  around  the  country  don't  care  what  the  Bell  system  does  to  inter- 
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connection,  then  who  does  care  and  who  do  we  look  to  for  protection  against 
this  Goliath?  We  obviously  are  not  on  an  even  competitive  level  with  this 
giant  who,  by  the  mere  fact  that  they  monopolize  the  utility  aspect  of  the 
telephone  industry,  monopolizes  the  telephone  equipment  industry. 

V.  OTHER  ANTI-COMPETITIVE  PRACTICES  OF  THE  BELL  SYSTEM 

What  are  some  of  the  anti-competitive  practices  utilized  by  Bell  in  Michigan? 
With  the  advent  of  competition  in  1970,  the  entire  composition  and  policy  of 
the  Michigan  Bell  Marketing  Department  was  changed.  Massive  employment  and 
training  programs  were  initiated  for  salesman.  Clerical  help  was  added  to  free 
the  salesmen  so  that  more  accurate,  detailed  and  professional  proposals  could 
be  provided.  Studies  of  the  product  line  were  conducted  as  shown  in  Exhibits 
55,  56  and  56A  and  new  products  heretofor  unavailable  were  provided  either 
by  Western  Electric  or  purchased  from  other  suppliers  such  as  Nippon.  The 
machinery  to  establish  competitive  changes  in  the  pricing  structures  was  iifiple- 
mented.  Installation  and  maintenance  intervals  were  shortened  through  inter- 
departmental agreements  in  various  areas  and  billing,  order  accuracy,  and  other 
measurement  were  instituted,  and  a  crash  program  to  identify,  qualify  and 
contact  potential  interconnect  customers  was  mounted.  (Exhibits  57,  58  and 
59.) 

In-depth  consulting  was  provided,  in  a  manner  never  used  before  (Exhibit 
60)  to  keep  customers  from  retaining  consultants  who  might  recommend  inter- 
connection. Weekly  and  monthly  status  reports  on  consultant  and  supplier 
activities  were  submitted  to  upper  management.  (Exhibit  60A  and  60B.)  Sales- 
men and  their  managers  were  measured  on  the  basis  of  "'wins  and  losses"  rather 
than  increased  revenue.  Physical  inventories  of  installed  services  on  customers 
premises  were  begun  and  in  many  cases  back  charges  dropped  if  there  was  a 
competitor  involved  as  happened  at  Steelcase,  Inc.,  in  Grand  Rapids.  Overtime 
funds  became  available  for  use  on  competitive  proposals  and  market  coverage 
programs,  computerized  WATS  studies  were  introduced,  ostensibly  to  demon- 
strate how  a  customer  could  trim  his  long  distance  costs  thereby  insuring 
customer  loyalty  even  though  in-house  studies  proved  the  customer's  total  billing 
increased  by  17%  ninety  days  following  WATS  installation  due  to  increased 
usage.  In  short,  it  was  a  "new  ball  game"  and  the  rule  was— shut  out  the  com- 
petition. 

In  1972,  Michigan  Bell  Telephone  Company  embarked  on  an  extensive  adver- 
tising and  "P.R."  program  designed  to  halt  interconnection  at  the  direct  and 
indirect  expense  of  the  consumer.  The  Michigan  media  was  flooded  with  com- 
mercials against  private  equipment  such  as  the  radio  spots  shown  in  Exhibit  61. 
To  deny  the  telephone  company  the  right  to  engage  in  such  a  campaign  would 
not  put  them  at  a  competitive  disadvantage  since  prospective  interconnect 
customers  must  ask  the  telephone  company  for  a  copy  of  their  service  billing 
record  on  the  basis  of  which  a  proposal  by  the  private  distributor  is  made.  Once 
notified  by  the  customer  that  he  is  considering  a  proposal  from  a  private  com- 
pany, the  telephone  company  always  contacts  the  customer  to  make  a  competi- 
tive proposal  per  procedures  established  while  I  was  employed  by  Michigan  Bell. 
Use  by  a  public  monopoly  of  funds  derived  from  the  rate-paying  public,  includ- 
ing interconnect  suppliers,  to  advertise  in  direct  competition  with  private  in- 
dustry is  completely  unfair. 

An  "educational  campaign"  was  launched  by  Michigan  Bell  stating  that  the 
result  of  interconnect  would  be  an  increase  in  the  price  of  phone  service  to 
most  of  Bell's  customers  because,  the  company  will  have  to  charge  more  to 
make  up  for  the  lost  revenue  (Exhibit  62) — an  entirely  unfounded  position. 
The  same  theme  is  carried  out  in  Michigan  Bell's  house  publications.  Exhibits 
63  and  64. 

Michigan  Bell  Telephone  Company  frequently  used  and  continues  to  use  half- 
truths  in  presenting  their  proposals.  A  typical  example  is  the  misuse  of  their 
'•General  Maintenance  Curve".  The  chart  related  to  crossbar  (electro-mechan- 
ical) PBX's  in  use  during  the  late  1950's.  It  has  no  bearing  on  modern  Crossbar 
equipment  or  in  particular,  solid  state  systems  as  stated  in  the  Bell  competitive 
training  manual  (Exhibit  65.)  Yet,  Bell  salesmen  and  managers  use  this  chart 
daily  to  convince  prospective  customers  that  their  maintenance  costs  on  solid 
state  and  modern  crossbar  systems  meet  or  exceed  the  AT&T  findings  as  shown 
on  Exhibit  66,  a  proposal  for  solid  state  system  made  by  our  company. 
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Another  common  practice  used  in  Bell  proposals  is  to  question  the  financial 
strength  of  the  interconnect  supplier  by  using  a  brochure  entitled  "Plain  Talk 
About  Communication  Proposals  and  How  to  Compare  Them",  (Exhibit  67). 
From  here,  the  Bell  salesman  produces  a  recent  Dunn  and  Bradstreet  report  on 
the  interconnect  supplier  and  supplements  the  report  with  rumors  he  has  re- 
cently heard.  In  fact,  this  is  the  very  tactic  being  used  by  Indiana  Bell  as 
pointed  out  later  in  my  testimony.  This  practice  was  widely  used  while  I  was 
still  employed  bv  Michigan  Bell,  the  effect  of  which  is  shown  on  Exhibit  68. 

Financial  comparisons  in  proposals  are  presented  by  Michigan  Bell  Telephone 
Company  with  the  aid  of  a  computer  print-out  as  shown  on  Exhibit  69.  As  we 
are  not  financially  able  to  utilize  a  computer  ouselves,  we  find  ourselves  in  a 
position  of  trving  to  show  a  customer  where  basic  assumptions,  such  as  seven 
year  life  span* on  our  equipment,  are  not  realistic  when  Michigan  Bell  Telephone 
Company  uses  18  years  as  their  basis  for  rate  making  purposes  on  the  same 
equipment.  Yet  the  customer  is  awed  by  the  massive  print-out  and  assumes  the 
computer  cannot  be  wrong.  Michigan  Bell  Telephone  Company  insists  that 
leasin"-  of  their  equipment  versus  ownership  of  ours  is  always  economically 
advantageous  even  though  their  own  practice,  as  shown  on  Exhibit  70,  is  to  own 
capital  assets  whenever  possible.  ^  m^^c  ,^«^^ 

When  the  computer  shows  the  private  system  to  be  only  a  few  dollars  more 
and  the  customer  indicates  he  is  going  to  buy,  Bell  resorts  to  other  means  such 
as  statin-  an  area  is  going  to  measured  service  and  the  extra  income  will  reduce 
the  equipment  billing  as  shown  on  Exhibit  68.  In  the  case  of  non-profit  insti- 
tutions such  as  Calvin  College,  Albion  College  and  others  a  threat  of  no  further 
-rants  is  made.  In  one  instance,  the  Battle  Creek,  Michigan  "Y",  Bell  actually 
asked  for  their  grant  back  after  the  customer  bought  our  system. 

Another  financial  tactic  used  is  the  linforcement  of  contract  termination 
charges  in  a  discriminatory  manner.  As  the  Bell  salesmen  were  measured  on 
net  revenue  increase  prior  to  1970,  many  customers  were  oversold.  In  one  such 
case  MANSCO  Supply  Co.,  Grand  Rapids,  the  customer  was  told  if  he  bought 
interconnect,  a  termination  charge  would  apply.  However,  if  he  took  the  system 
from  Bell  they  would  drop  the  termination  charge.  The  savings  by  changing 
without  a'  termination  charge  was  over  $250.00  per  month,  so  he  took  Bell's 
offer  Thus,  Michigan  Bell  by  tendering  a  "special  deal"  for  a  particular  cus- 
tomer was  able  to  effectively  stifle  competition.  Yet  Michigan  Bell  states  that 
it  is  at  a  disadvantage  in  competing  against  interconnect  companies,  because  it, 
as  a  "common  carrier",  must  charge  the  same  to  all  its  customers  (Exhibit  (1— 
taken  from  Michigan  Bell's  brief  in  the  1973  rate  case.)  There  were  numerous 
incidents  like  this  and  others  while  I  was  employed  by  Michigan  Bell  Telephone 
Company  and  continues  to  be  at  this  date.  ,         ^        ^  n 

Functional  systems,  designed  to  each  individual  customer's  needs  and  generally 
providing  features  not  available  from  Bell,  is  one  of  the  main  benefits  of 
interconnection.  Bell  counters  this  in  their  proposals  by  stating  the  features  are 
not  of  value  if  they  do  not  have  them,  as  shown  in  Exhibit  66.  If  they  cannot 
convince  a  customer  on  this  point,  they  state  they  are  going  to  offer  the  same 
services  shortly  at  half  the  price  of  our  proposal.  The  customer  m  E^ibit  68 
held  off  his  decision  for  two  years  on  this  tactic.  W  hen  he  finally  realized  Bell 
wasn't  going  to  provide  the  feature  and  told  Bell  of  his  feelings,  they  resorted 
to  other  anti-competitive  means  as  pointed  out  above.  In  this  same  area,  Bell 
frequently  touts  new  services,  real  or  merely  some  salesman's  fantasy,  to  keep 
a  customer  from  accepting  our  system,  as  shown  on  Exhibit  72 

Gaining  approval  as  a  Bell  salesman  for  a  "special  assembly"  was  virtually 
impossible  prior  to  interconnect.  Following  interconnect  tariff  approval  in 
1970  the  entire  procedure  for  gaining  "special  assembly"  quotations  was  re- 
vamped in  order  to  shutout  competition.  Further,  many  "special  assemblies" 
were  offered  at  standard  tariff  rates  when  a  customer  insisted  he  needed  a 
feature  proposed  by  a  competitor.  A  good  example  of  this  was  the  building  of 
a  busv  lamp  display  in  a  speakerphone  housing  similar  to  a  unit  offered  by 
Stromberg-Carlson  but  only  charging  the  customer  the  rate  for  individual  busy 

^^  Prior  to  1970  sale  of  the  features  of  toll  diversion,  or  long  distance  restric- 
tion to  a  customer  other  than  hotels— motels  required  a  letter  of  explanatioB 
to  upper  management  and  a  three  year  contract  as  it  cut  Bell's  long  distance 
revenue    Several  sales  of  this  nature,  and  a  salesman  was  labeled  non-profit 
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oriented  and  generally  found  himself  at  the  bottom  of  the  promotion  list  This 
policy  is  indicated  on  Exhibit  73.  As  most  good  businessmen  desire  toll  diversion 
to  control  long  distance  costs,  interconnect  proposals  generally  contain  recom- 
mendations for  the  future.  From  mid-1970  on,  other  than  continuing  to  require 
a  contract,  Bell  freely  marketed  the  service. 

To  assemble  a  competitive  proposal,  it  is  necessary  that  we  first  obtain 
certain  information  regarding  a  prospective  customer,  such  as  the  Service 
Billing  Record,  in  order  to  properly  analyze  and  advise  the  customer  of  his 
communications  needs  and  to  present  a  proposal  which  we  feel  will  best  meet 
these  needs.  This  information  can  only  be  obtained  from  Michigan  Bell  Gen- 
erally a  customer  is  not  aware  of  the  existence  of  the  Service  Billing  Record 
nor  is  he  equipped  to  decipher  it,  and,  therefore,  few  customer  requests  are 
made.  It  was  standard  practice  at  Michigan  Bell  for  the  Commercial  Super- 
visor to  contact  the  Sales  Manager  whenever  such  a  request  was  made  In 
turn,  a  salesman  would  immediately  visit  the  customer,  generally  taking  the 
Service  Bililng  Record  with  him  under  the  guise  of  providing  explanation  and 
assistance,  and,  if  it  was  a  competitive  case,  the  competition  specialists  were 
called  in. 

Any  customer  request  for  interface  information  resulted  in  the  same  reaction. 
The  customer  was  forced  to  provide  his  name,  telephone  number,  etc.  which  was 
entered  on  a  form,  (Exhibit  74)  and  a  copy  immediately  given  to  the  Sales 
Manager.  This  practice  is  not  unique  to  Michigan  Bell  as  shown  on  Exihibt  75, 
an  excerpt  from  Southern  Bell's  training  manual.  If  our  company  is  authorized 
by  a  customer  to  obtain  the  information  for  him,  we  must  get  the  material 
through  the  Sales  Department,  which  is  our  competitor.  What  this  has  meant 
is  that  we  are  forced  to  supply  our  major  competitor,  either  directly  or  in- 
directly, with  all  of  our  sales  leads. 

In  a  few  cases  where  information  is  not  requested  from  Michigan  Bell,  they 
often  learn  of  the  proposal  and  react  in  the  same  manner.  Michigan  Bell  has 
indoctrinated  their  31,000  employees  as  to  the  competitive  threat  of  inter- 
connect. Exhibit  64.  Whenever  an  installer,  repairman,  or  other  employee  learns 
a  customer  is  considering  interconnect,  a  form  is  submitted  (Exhibit  76)  or  a 
call  to  a  competitive  hot-line  is  made.  Again,  a  salesman  is  immediately  dis- 
patched. These  employees  are  also  used  to  discredit  consultants  (Exhibit  77) 
When  the  installer  feels  a  change  recommended  by  the  consultant  is  not  in  the 
best  interests  of  the  customer,  even  though  he  may  not  be  fully  aware  of  the 
overall  communication  program,  he  is  instructed  to  contact  the  Bell  salesman 
In  turn,  the  salesman  attempts  to  demonstrate  to  the  customer  that  Bell  con- 
sultants are  professionals,  would  not  recommend  the  charge  and  directly  or 
indirectly  encourages  the  customer  to  use  Bell's  services. 

As  further  evidence  of  what  I  believe  represents  a  concerted  efforts  on  the 
part  of  AT&T  and  the  Bell  System  to  eliminate  competition  by  interconnect 
companies  such  as  ours,  I  would  refer  to  a  lawsuit  brought  against  my  com- 
pany in  January,  1974,  by  Indiana  Bell  Telephone  Company.  The  lawsuit  arose 
out  of  a  sale  by  us  of  a  telephone  system  to  the  Riverview  Hospital  in  Nobles- 
ville,  Indiana  in  1973  and  claims  damages  in  excess  of  $350,000  for  the  alleged 
intentional  and  deliberate  interference  by  my  company  of  contracts  rights  of 
Indiana  Bell  presumably  on  the  basis  on  an  alleged  binding  oral  contract 
it  claims  to  have  entered  into  with  the  hospital  in  1971.  Not  only  were  my 
company  and  those  of  us  actively  involved  in  selling  the  telephone  system 
to  the  hospital  completely  unaware  of  the  existence  of  such  an  alleged 
oral  contract,  our  entire  involvement  in  this  matter  and  the  eventual  contract 
obtained  by  my  company  resulted  solely  from  our  response  to  a  public  news- 
paper advertisement  placed  by  the  hospital  for  sealed  bids  on  a  new  telephone 
system.  These  facts  could  easily  have  been  determined  by  Indiana  Bell  by  even 
the  most  cursory  investigation  but  instead,  the  Indiana  Bell  elected  to  involve 
us  in  a  lawsuit,  the  expenses  of  which  we  can  ill-afford  if  we  are  going  to  be 
able  to  devote  our  limited  capital  resources  to  competing  with  the  Bell  System 
and  its  vast  unlimited  capital  resources.  Further,  Indiana  Bell  is  now  telling 
our  potential  customers  that  our  company  operates  in  an  illegal  manner,  and 
that  they  have  filed  a  lawsuit  against  us  asking  for  damages  that  exceed  our 
net  worth.  The  impact  of  this  tactic  is,  of  course,  loss  of  sales. 

The  Bell  System  itself  engages  in  the  type  of  activity  we  have  been  wrongfully 
accused  of  in  the  Indiana  case.  Although  there  have  been  numerous  incidents 
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of  the  telephone  company  communicating  witli  our  clients  after  we  have  obtained 
a  signed  contract  for  the  sole  purpose  of  trying  to  convince  these  customers  to 
break  their  contracts  and  return  to  the  Bell  fold,  there  is  one  instance  that 
stands  out  very  vividly  in  my  mind.  In  this  particular  case,  which  involved  two 
contracts  approximating  .$140,000  awarded  to  my  company  by  Westdale  Realty 
Company,  Michigan  Bell  Telephone  Company  contacted  the  customer  after  our 
contract  was  signed  to  advise  them  that  the  telephone  company  had  recently 
filed  an  application  with  the  Michigan  Public  Service  Commission  to  restructure 
its  rates,  and,  as  a  result,  the  rates  to  this  customer  would  be  lower  than  quoted 
to  the  customer  at  the  time  of  the  competitive  bids  submitted  by  my  company 
and  the  telephone  company.  Naturally  the  customer  was  interested  in  the  pros- 
pect of  lower  rates  from  the  telephone  company  but  advised  the  Michigan  Bell 
representative  that  it  was  already  under  contract  to  our  company.  This,  however, 
did  not  concern  the  Michigan  Bell  representative,  who  the  next  brought  to  this 
customer  a  form  request  prepared  by  Michigan  Bell,  inviting  the  telephone 
company  back  in  to  make  another  proposal.  As  a  result  of  this  deliberate  effort 
on  behalf  of  Michigan  Bell  my  company  lost  this  .*140,000  contract.  Later,  an 
ex-Bell  employee  involved  in  the  matter  stated  that  "they  had  done  this  to 
see  how  far  they  could  push  us  before  we  filed  suit".  This  contract  was  part  of 
a  similar  program  instituted  by  Michigan  Bell  after  its  rate  restructure  case 
was  filed  to  contact  all  ciistomers  in  a  competitive  situation  to  advise  them  of 
the  potential  decrease  in  their  rates  which  would  result  from  the  newly  filed 
rate  case  with  the  hopeful,  and  I  must  add,  successful  effect  of  drying  up  sales 
and  customer  termination  of  contracts  with  interconnect  companies,  as  shown 
in  Exhibit  77A. 

The  irony  of  the  two  situations  is  that  the  Bell  System  is  itself  guilty  of  the 
same  type  of  activity  that  it  accuses  our  company  of  engaging  in;  but  because 
of  its  vast  financial  resources,  we  find  ourselves  having  to  defend  what  we 
believe  to  be  a  completely  spurious  lawsuit,  while  being  unable  to  pursue  what 
we  believe  to  be  a  very  strong  case  against  the  Bell  System.  Somehow,  it  seems 
to  me,  justice  is  not  being  served  when  the  extreme  disparity  in  financial 
strength  can  play  such  an  important  roll  in  the  pursuit  of  justice. 

Further  harassment  and  threats  of  loss  of  business  have  been  made  to  our 
prospective  customers  by  utilizing  lists  of  suppliers  of  goods  and  services  and 
the  amounts  of  money  spent  in  various  cities  and  towns  in  Michigan.  (Exhibit 
79.)  This  is,  in  my  opinion,  a  flagi-ant  violation  of  the  laws  governing  a  public 
utility.  While  not  all  firms  purchase  from  AT&T  or  the  Bell  System,  the  31,000 
Michigan  Bell  Telephone  company  employees  do  in  fact,  purchase  goods  from 
area  businesses.  This  fact  in  itself  illustrates  the  tremendous  purchasing  power 
which  can  be,  and  has  been  turned  against  interconnect  customers.  For  example, 
Michigan  Bell  Telephone  Company  management  and  hourly  personnel  have 
been  encouraged  to  "boycott"  firms  with  private  systems  such  as  Orson  E.  Coe 
Pontiac,  and  Vandenberg  Buick  in  the  Western  Michigan  area.  The  existence 
of  such  a  "boycott"  is  then  brought  to  the  attention  of  the  respective  companies 
by  management  employees  of  Michigan  Bell  who  state  that  no  Michigan  Bell 
employee  will  be  purchasing  products  from  such  companies,  in  an  effort  to 
discourage  our  customers  from  recommending  interconnect  that  IMichigan  Bell 
condones  such  "boycotts"  is  illustrated  by  the  fact  that,  in  a  management 
meeting  in  the  winter  of  1972-73,  a  Division  Manager  stated  to  low  and  middle 
management  employees  "it  is  only  reasonable  that  our  company  and  our 
employees  do  business  with  those  firms  that  do  business  with  Michigan  Bell." 

During  my  employment  with  Michigan  Bell  Telephone  Company,  several 
employees  who  resigned  to  take  advantage  of  opportunities  offered  in  the  inter- 
connect industry  were  labeled  "not  for  rehire",  a  notation  that  could  be  inter- 
preted in  many  negative  ways  by  a  potential  employer  should  Bell  succeed  in 
eliminating  interconnection  and  thus  causing  our  personnel  to  seek  new  jobs. 

Even  if  a  competitor  succeeds  in  overcoming  the  above  anticompetitive  prac- 
tices of  Bell  and  consummates  a  sale,  his  problems  are  far  from  over.  Upon 
receipt  of  a  letter  from  a  customer  advising  Bell  of  the  decision  to  buy  a 
competitor's  system.  Bell  often  attempts  to  "unhook"  by  using  a  variety  of 
methods  such  as  rate  changes,  new  product  information,  or  threatening  loss  of 
business  (if  the  customer  provides  goods  or  services  to  Bell).  For  example,  our 
company  made  a  sale  to  VanEss  Construction  Co.,  Grand  Rapids,  Michigan  some 
two  years  ago.  The  VanEss  firm  did  much  of  the  underground  construction  work 
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in  Western  Michigan  for  Michigan  Bell.  Upon  learning  of  the  customers  deci- 
sion to  interconnect,  the  Bell  employee  responsible  for  issuing  purchase  orders 
for  construction  work  called  the  customer  and  advised  such  customer  that  it 
would  not  lie  receiving  any  further  Michigan  Bell  contracts.  In  an  effort  to 
remove  the  customer  from  the  "middle"  of  a  clear  cut  legal  suit,  and  to  prevent 
other  potential  customers  from  finding  out  about  Bell's  vindictive  practices,  we 
.allowed  the  customer  to  terminate  his  contract  with  us. 

Often  due  to  a  building's  construction,  it  is  to  the  interconnect  supplier's  and 
customer's  advantage  to  purchase  Michigan  Bell  cable  already  in  place.  How- 
ever, Bell  apparently  is  not  interested  in  selling  such  cable  as  shown  in  Exhibits 
57  and  79  and  as  repeatedly  shown  by  their  action  and  policies.  For  an  example, 
a  charge  is  levied  by  Michigan  Bell  to  inventory  such  cable  and  quote  a  sales 
price,  even  though  other  Bell  companies  do  not  levy  such  a  charge  (Exhibit 
80.)  This  process  is  not  only  costly,  but  results  in  delays  of  60  days  or  more. 
The  net  result  as  pointed  out  in  the  Calvin  College  case  is  generally  a  sale  price 
much  higher  than  the  cost  for  new  cable.  Of  some  400  installations  in  Michigan, 
we  have  purchased  Bell  cable  facilities  in  less  than  five  percent  of  the  cases 
due  to  Bell's  practices  causing  abandonment  of  thousands  of  dollars  of  material 
to  the  expense  and  detriment  of  the  rate  paying  public.  Further  expen.se  is 
incurred  by  our  company  and  by  the  customer  through  Bell's  practice  of  cutting 
their  abandoned  cable  off  flush  with  the  customer's  conduit,  generally  rendering 
the  conduit  useless. 

When  leased  cable  facilities  are  requested  from  Bell,  dates  quoted  for  delivery 
for  the  Bell  proposal  suddenly  change  as  indicated  in  Exhibit  81.  It  may  be 
alleged,  for  example,  that  circuits  do  not  meet  acceptable  telephone  industry 
standards  for  transmission.  It  is  then  up  to  us  to  prove  compliance — virtually 
an  impossible  task  as  test  equipment  can  be  used  only  in  the  Bell  Central 
Office.  Further  complication  results  by  Bell's  continuing  changes  in  policies 
without  notification.  For  example,  we  recently  sold  a  private  system  to  Wayne 
County  Catholic  Social  Services,  Detroit,  Michigan  that  required  eighteen 
leased  circuits.  Bell's  policy  had  always  been  to  terminate  their  leased  circuits 
at  the  point  designated  by  the  customer.  On  the  day  before  the  system  cut-over. 
Bell  advised  us  that  the  above  was  no  longer  going  to  be  their  policy.  Thus,  the 
cut-over  was  delayed  one  week  while  we  completely  re-wired  the  building.  To 
date,  we  have  never  received  written  confirmation  of  this  policy  change. 

Other  Bell-caused  problems  associated  with  private  system  cut-over  include 
delays  in  provision  of  service,  no  intercept  on  disconnected  lines,  faulty  inter- 
face equipment,  no  information  listing  on  new  service,  and  so  forth.  We  experi- 
ence a  Bell-caused  problem  on  at  least  SO  percent  of  our  cut-over.  A  representa- 
tive thirty  day  summary  is  attached  in  Exhibit  82. 

'"Scare  tactics"  are  also  employed  to  our  competitive  disadvantage.  For 
example,  a  Bell  engineer  visited  the  Charles  Strelinger  Company,  Warren, 
Michigan,  prior  to  our  system  cut-over.  While  there  he  told  the  customer  that 
on  the  night  of  cut-over  for  Bond-Bilt  Construction  (another  of  our  customers), 
Michigan  Bell  installers  worked  without  pay  chopping  up  our  cable,  thus 
causing  the  customer  to  go  without  service  for  one  and  one-half  days. 

V.  SUMMABT 

To  summarize,  I  would  like  to  point  out  the  facts  described  herein  are  not 
isolated  examples,  but  brief  insights  into  the  everyday  actions  of  the  Bell 
System  to  eliminate  competition.  My  statement  is  not  unique.  The  same,  and 
much  more  I  am  sure,  could  be  provided  by  any  of  my  counterparts  in  the 
interconnect  industry. 

I  would  again  like  to  reiterate  that  there  is  a  real  present  danger  that 
competition  will  become  extinct  if  the  Bell  System  is  allowed  to  continue  using 
the  interface,  the  regulatory  process  and  other  anti-competitive  practices  to  its 
competitive  advantage.  Although"  I  am  aware  that  the  Bell  system  would 
respond  by  claiming  that  it  has  a  right  to  engage  in  fair  competition  (and 
indeed  I  support  them  in  this  regard),  I  have  grave  concerns  about  their 
definition  of  fairness.  Obviously,  it  is  not  fair  from  my  point  of  view  to  allow 
a  giant  monopoloy  to  use  its  monopolistic  psition,  as  AT&T  and  its  many 
Bell  subsidiaries  are  doing,  to  eliminate  competition  in  a  society  that  prides 
itself  on  the  concepts  of  free  enterprise  and  open  competition  for  all.  To  claim 
the  right  to  lower  rates  in  areas  vulnerable  to  competition  and  at  the  same 
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time  to  claim  an  overall  revenue  deficiency  of  some  thirty  million  dollars  (as 
vpas  done  by  Michigan  Bell  in  the  1973  rate  case)  does  not  conform  to  my  sense 
of  fairness ;  particularly  when  no  evidence  was  ever  submitted  by  Michigan  Bell 
to  show  any  loss  of  profits  resulting  from  competition.  To  engage  in  marketing 
tactics  which  I  have  described  above  and  to  devote  the  financial  resources 
obviously  devoted  by  the  Bell  System  to  its  "competitive  effort"  cannot  be 
considered  as  "fair"  competition  when  viewed  in  the  light  of  Bell's  financial 
strength  vis-a-vis  its  interconnect  competitor.  The  tactics  utilized  by  Bell  with 
respect  to  the  interface,  a  device  whose  sole  purpose  and  intent  can  be  nothing 
less  than  anti-competitive  in  approach  also  does  not  appear  to  me  to  represent 
"fair"  competition,  particularly  in  view  of  the  obvious  anti-competitive  effect  of 
the  interface  price  itself.  Unless  we  receive  protection  from  the  Federal  gov- 
ernment either  in  the  form  of  legislation  or  legal  action  I  am  afraid  you  are 
going  to  see  the  walls  of  fairness  which  emanated  from  the  Carterfone  case 
come  tumbling  down.  This  would  again  free  AT&T  and  the  Bell  System  to  deal 
with  the  American  people  as  they  will,  the  only  protection  being  the  inade- 
quately staffed  state  regulatory  bodies,  continuing  to  accept  as  fact  most  of 
what  this  telephone  monopoly  says  is  fact. 

Enclosures:  Exhibits  1-82. 

Exhibit  1 

Calvin  College, 
Grand  Rapids,  Mich.,  October  9,  1969. 
Michigan  Bell  Telephone  Co., 
Grand  Rapids,  Mich. 
(Attention:  Mr.  Charles  Wyrick). 

Gentlemen  :  In  our  continuing  quest  for  improved  efficiency  we  have  en- 
tered into  a  communications  consulting  agreement  with  Telephone  Power, 
Inc.  The  terms  of  our  agreement  call  for  study  and  evaluation  of  all  aspects 
of  our  telephone  communications  equipment,  procedures  and  costs.  A  probing 
analysis  will  be  made  into  matters  pertaining  to  our  company's  operation 
as  well  as  an  examination  of  the  services  provided  by  the  Telephone  Company. 

Your  co-operation  is  respectfully  requested  in  making  available  all  informa- 
tion and  services  to  which  our  company  is  entitled.  Telephone  Power,  Inc. 
will  serve  as  our  agent  in  all  matters  pertaining  to  our  telephone  system  and  as 
such,  we  ask  that  you  provide  all  data  that  may  be  requested  pertaining  to 
equipment,  directory  listings,  equipment  billing,  toll  billing,  and  message  unit 
billing  for  all  telephone  numbers  billed  to  Calvin  College  and  Seminary.  Fur- 
ther, as  our  agent,  Telephone  Power,  Inc.,  will  have  the  right  to  prepare  copies 
and  'analyses  of  all  information  pertaining  to  our  telephone  system  in  carrying 
out  the  terms  of  our  agrement  with  them. 

As  the  study  progresses,  certain  equipment  changes  may  be  advisable  and 
you  are  asked  to  accept  and  process  all  orders  for  change  that  are  submitted 
to  you  by  Telephone  Power,  Inc.  relating  to  all  telephone  numbers  billed  to 
Calvin  College  and  Seminary.  , 

The  Telephone  Company  is  released  from  any  liaoility  that  may  be  incurred 
as  the  result  of  making  information  available  to  or  accepting  instructions 
from  Telephone  Power,  Inc.  ,     ,    -,.      ,,        .^^  rT^  .     ^ 

In  summary,  you  are  entitled  and  expected  to  deal  directly  with  Telephone 
Power  Inc.  on  all  matters  pertaining  to  the  telephone  communications  system 
for  our  company.  This  authorization  begins  as  of  October  9,  1909  and  extends 
through  April  30,  1971. 

Cordially  yours,  ^    ^ 

Henry  De  Wit. 
Vice  President  of  Business  and  Finance. 

Exhibit  2 

Calvin  College, 
Grand  Rapids,  Mich.,  December  19,  1969. 
Michigan  Bell  Telephone  Co. 
Grand  Rapids,  Mich. 
(At<-ention-  Charles  "Wyrick,  Communications  Representative). 

Gentlemen  :  A  study  of  our  Telephone  Communication  System  and  an  eval- 
uation of  our  needs  on  campus  reveal  the  merits  in  considering  major  changes 
in  our  ".vstem.  It  is  clearly  apparent  that  installation  of  a  Centrex  1  CO 
would  be  one  viable  option.  We  would  appreciate  knowing  at  the  earliest 
possible  date  the  availability  of  a  Centrex  1  CO  system. 
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There  is,  no  doubt,  a  required  lead  time  for  the  installation  of  Centrex,  and 
to  expedite  our  planning  process  we  would  like  to  do  some  parallel  planning 
in  anticipation  of  interconnection.  So  that  we  may  evaluate  all  of  the  possi- 
bilities we  would  appreciate  knowing  the  approximate  time  when  privately 
owned  equipment  can  be  connected  to  the  Bell  Telephone  Company  lines  now 
serving  our  campus.  I  am  sure  you  recognize  the  importance  in  having  the 
date  of  Centrex  availability  and  that  of  interconnection  possibility  as  we  try 
to  determine  the  best  solution  to  the  growing  needs  at  Calvin  College. 

Because  of  numerous  planning  activities  pertaining  to  programs  and  per- 
sonnel, the  coordination  of  schedules  is  most  important.  Would  you  please 
plan  your  response  so  that  we  may  have  it  no  later  than  January  30,  1970? 
This  will  enable  making  a  valid  decision,  offering  the  most  efficient  for  the 
cost,  which  we  are  sure  you  would  recommend.  We  will  await  your  reply. 
Cordially  yours, 


Heney  De  Wit,    ' 
Vice  Pi-esident. 


Exhibit  3 


Michigan  Bell, 
Grand  Rapids,  Mich.,  January  26,  1910. 
Calvin  College  &  Seminary, 
Grand  Rapids,  Mich. 

(Attention:  Henry  DeWit,  Vice  President). 
Dear  Sir  :  This  letter  is  in  reply  to  yours  dated  December  19,  1969  regarding : 

A.  Availability  of  a  Centrex  1  CO  System. 

B.  The  approximate  time  when  privately  owned  equipment  can  be  connected 
to  Bell  Telephone  Company  lines  now  serving  your  campus. 

A.  Availability  of  Centrex  1  CO.— In  order  for  the  Telephone  Company  to 
determine  the  availability  of  Centrex  several  factors  must  be  considered. 
Two  of  these  basic  factors  are  not  available  to  us  at  the  present  time: 

1.  Station  requirements  and  forecast.  .  .  .  Attached  is  a  letter  to  Telephone 
Power,  Inc.,  requesting  this  needed  information.  As  of  this  date  we  have  not 
received  a  reply. 

2.  Traffic  Studies.  ...  An  up-dated  traffic  study  of  Knollcrest,  Franklin,  and 
Boer  Bennick  switchboards  is  necessary.  Due  to  vacations,  exams,  etc.,  at 
Calvin  during  the  last  two  months,  this  study  was  not  taken.  It  is  scheduled 
during  a  representative  period  in  February,  1970. 

As  soon  as  we  receive  these  two  (2)  items  of  information  we  will  submit 
your  Centrex  request  to  our  Staff  people  to  determine  feasibility  and  avail- 
ability. We  will  then  report  the  results  to  you  as  soon  as  i^ossible. 

B.  Interconnection. — In  December,  1968.  Michigan  Bell  Telephone  submitted 
a  request  to  the  Michigan  Public  Service  Commission  to  allow  interconnection 
of  customer-owned  and  maintained  equipment  to  our  facilities.  As  of  this  date 
the  M.P.S.C.  hns  not  approved  our  request.  As  soon  as  the  M.P.S.C.  approves 
our  reciuest.  and  appropriate  Tariffs  are  filed  interconnection  to  privately  owned 
equipment  will  be  allowed.  We  will  be  happy  to  forward  this  information  to 
you  when  it  becomes  available. 

If  you  have  any  further  questions,  or  if  I  can  be  of  any  service  to  you, 
please  call  me  on  459-3485. 
Sincerely, 

Charles  L.  Wyrtck, 
Com  m  unications  Represent  at  ive. 
Exhibit  4 

Telephone  Power,  Inc.. 
Grand  Rapids,  Mich.,  February  6, 1910. 
Michigan  Public  Service  Commission, 
Lansing,  Mich. 

GENTLEAfEN :  Our  client,  Calvin  College  and  Seminary.  Grand  Rapids,  Mich- 
igan, recently  initiated  a  request  to  the  Michigan  Bell  Telephone  Company 
regarding  interconnection  of  privately  owned  equipment  to  telephone  company 
facilities.  The  Michigan  Bell  Telephone  Company  in  their  response,  have  indi- 
cated that  the  ]Michigan  Public  Service  Commission  has  not  approved  their 
interconnect  request. 

As  fi gents  for  Cnlvin  College  and  Seminary,  we  would  appreciate  knowing 
what  the  status  of  interconnection  is  and  when  a  conclusive  approval  might 
be  expected  from  the  commission. 
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Any  assistance  and  information  .vou  might  provide,  would  be  greatly  appre- 
ciated. 

Sincerely, 

Dean  W.  Switzer, 

Vice  President. 
Exhibit  5 

Michigan  Bell, 
Grand  Rapids,  Mich.,  March  23,  1970. 
Re  Calvin  College  &  Seminary. 
Mr.  Dean  W.  Switzek, 
Telephone  Poiver  Inc., 
Grand  Rapids,  Mich. 

Deak  Mr.  Switzer  :  This  is  to  couhriii  ciiir  conversation  of  March  20,  1970. 
As  requested  we  are  supplying  the  following  information. 

A.  We  will  as  of  August.  1970.  have  sufficient  facilities  to  serve  45  off- 
premise  stations  from  ISOl  E.  Beltline  S.E.,  to  1330  Franklin  S.E. 

B.  The  total  station  and  trunk  capacity  of  the  two  (2)  positions  of  552A 
Switchboards  is  80  trunks  and  620  stations. 

C.  We  have  completed  our  study  of  billing  errors  as  pointed  out  by  TPI 
and  will  adjust  them  on  the  April  4,  1970  bill.  We  will  supply  you  with  total 
adjustment  by  March  26,  1970. 

1).  We  are  processing  your  request  for  information  on  Toll  Terminals,  if 
we  do  not  have  an  answer  by  April  15.  1970  we  will  follow-up  and  advise. 

E.  We  are  checking  on  tlie  information  concerning  coin  telephones  and  will 
advise  you  on  this  matter  by  April  1,  1970. 

F.  A  letter  has  been  sent  to  H.  DeWitt  concerning  Interconnection  as  of 
this  date. 

G.  We  will  have  an  answer  to  Calvin's  request  for  Centres  I  CO.  and  will 
advise  Mr.  DeWitt  aproximately  May  1.  1970. 

H.  The  station  addition  and  switchboard  addition  will  be  tentatively  com- 
pleted by  September  1,  1970.  The  equipment  room  will  need  to  be  ready  and 
approved  by  June  1,  1970.  Please  note  that  these  are  tentative  dates.  We  will 
advise  you  of  firm  dates  as  soon  as  they  are  available. 

I.  Our  recommendation  for  a  third  position  of  552A  switchboard  was  based 
on  your  station  projections  supplied  on  .January  30,  1970. 

J.  We    will    have   an   answer    to   question    concerning    the   repair  status   on 
stations  at  the  Franklin  Campus  to  you  on  March  25,  1970. 
If  you  have  any  further  questions  please  call  me  at  459-9638. 
Sincerely  yours, 

Daniel  P.  Gary, 
Sales  Representative. 
Exhiliit  6 

Michigan  Bell. 
Grand  Rapids,  Mich.,  March  2^,  1910. 
Calvin  College  &  Seminary, 
Grand  Rapids.  Mich. 
Attention  :  Henry  DeWitt.  Vice-President 

Dear  Mr.  DeWitt  :  In  regards  to  your  question  on  December  19.  1969,  con- 
corning  interconner-tion  of  privately-owned  equipment  to  Michigan  Bell  Lines, 
we  are  forwarding  the  following  information. 

On  :March  9.  1970.  the  Michigan  Public  Service  Commission,  approved 
tr-rifl's  for  the  interconnection  of  privately-owned  equipment  to  Michigan  Bell 
Lines.  These  tariffs  are  available  for  your  examination  in  any  of  our  public 
offices. 

If  I  can  be  of  any  further  assistance,  please  call  me  at  459-9633. 
Sincerely  yours. 


Exhibit  7 


Daniel  P.  Cary. 
Sales  Representative. 


Telephone  Power.  Inc.. 

May  15,  1970. 


Mr.  Henry  DeWitt. 

Vice  President  of  Finance,  Calvin  College, 

Grand  Rapids.  Mich. 

T>KAK   AIr.    DeWitt:    Please    find    enclosed    a    copy    of    Mv.    Cary's   letter    to 
myself  regarding  Centrex  availability. 
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I  will  notify  you  when  I  am  in  receipt  of  further  correspondence  regarding 
the  Centrex  request. 

Most  sincerely  yours, 

Dear  W.  Switzer, 

Vice  President. 
Michigan  Bkll, 
Grand  Rai)ids,  Mich.,  May  S,  1970. 
Mr.  Dea^'  W.  Switzkr, 
Telephone  Poioer  Inc., 
Grand  liapids,  Mich. 

Dear  Mr.  Switzer:  With  regards  to  Centrex  Service  for  Calvin  College  we 
will  have  an  answer  in  writing  to  you  by  June  1,  1970. 

If  you  have  any  further  questions  please  call  me  at  4.j9— ±848. 

Sincerely  yours,  > 

Daniel  P.  Gary, 
Sales  Representative. 
Exhibit  S 

Michigax  Bell, 
Grand  Rapids,  Mich,.  June  1, 1970. 
Re  Toll  Torniinal  Instruments. 
Telephone  Power,  Inc. 
Grand  Rapids,  Mich. 
Attention  :  Dean  AV.  Switzer,  Vice  President. 

Gentlemen  :  The  following  is  in  response  to  your  inquiry  concerning  your 
policy  regarding  the  provision  of  toll  terminals  in  college  dormitories  for 
student  toll  usage. 

Toll  terminals  are  sometimes  terminated  in  non-coin  instruments  at  colleges 
to  afford  students  access  to  the  Toll  Operator  for  out-collect,  third  number 
or  credit  card  calls;  the  instruments  can  be  considered  public  and  may  be 
provided  on  a  non-bill  basis  where  volume  of  usage  warrants.  These  instru- 
ments, however,  must  be  located  in  public  places  (hallways,  etc.)  and  not  in 
student  rooms. 

As  we  discussed,  we  rpswve  the  right  to  decide  whether  or  not  such  service 
can  be  provided  on  a  non-billed  basis.  Our  determination,  of  course,  must 
consider  volume  of  usage  expected. 

If  you  have  any  further  questions,  please  call  me  on  459-9868. 
Sincerely  yours, 

Charles  L.  Wyrick. 

Sales  Manager. 
Exhibit  9 

:Mr.  Hunt  :  This  concerns  the  provision  of  Centrex  service  Calvin  College  and 
Seminary  in  Grand  Rapids. 

We  have  received  a  demand  request  to  provide  Contrex  I  CO  service  from  the 
customer  and  from  Telephone  Power  Incorporated,  an  independent  consultant, 
handling  their  account. 

The  College  now  has  a  701  system  and,  upon  completion  of  a  station  addition 
and  new  dormitory  this  fall,  will  have  214  administmtive  and  400  dormitory 
s»tations.  Future  requirements  include  50  stations  for  a  new  Administration 
Building  in  May,  1971.  and  500  stations  for  six  additional  dormitories  and  a 
Service  Building  by  1976. 

While  we  feel  the  quality  of  this  customer's  service  is  reasonably  good,  the 
customer  is  sold  on  the  need  for  an  improved  system  (Centrex).  If  we  do  not 
offer  him  a  Centrex  proposal  his  alternatives  are  as  follows:  Keep  the  pre.sent 
service;  buy  service  from  another  supplier;  install  RF  (Residence  Flat  Rate)  ; 
and  service  in  Dormitories. 

We  think  he  will  buy  from  another  supplier. 

In  order  to  provide  Centrex  I  CO  service,  the  existing  Grand  Rapids  East 
Central  Office  would  have  to  be  modified.  If  this  is  done  service  could  be  provided 
in  August,  1972,  otherwise,  no  scheduled  addition  is  planned  for  this  oflBce  until 
1985  or  1990. 
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Following  are  the  costs,  annual  charges  required  and  revenue  expected,  based 
on  2  consoles,  300  administrative  stations  and  900  dormitory  stations  : 

Ceutrex  I  CO : 

Gross    additions $682,  500 

Resulting  investment 488,  700 

Charges  required 146, 100 

Revenue  expected : 

Existing  rates 81,  700 

Proposed  rates 91.  770 

The  rate  of  return  as  the  system  grows  will  be  about  5  percent  which  we 
recognize  is  below  our  desired  level.  However,  the  customer  has  specifically  re- 
quested charges  and  the  installation  interval  for  Ceutrex  I  CO  and  has  stated 
that  if  we  will  not  provide  this  service  he  has  definite  plans  to  explore  the  use 
of  a  privately-owned  system. 

We  recommend  your  approval  to  offer  Centrex  I  CO  service  to  the  college. 
Attachment. 

CALVIN  COLLEGE-PARK  LYONS,  CENTREX  I  CO. 

Cutover  End  of  period 

(percent)  (percent)  Investment 

Under  present  rates -3.1  0.8  ^B]l^ 

Proposed  rates -1-6  2.6  408,722 


I.  Connecting  devices  for  customer-owned  Centrex  CO  will  be  available  in  the  3d  quarter  1971.  System  recommend  rates 
or  DIO  $25  per  trunk;  for  AlOO  $60  per  system  with  an  additional  rate  per  trunk  not  yet  developed. 

II.  Student  toll  dialing  will  be  agreeable  with  COAM  Centrex  on  a  special  assembly  basis  is  the  feeling  presently. 

Exhibit  10 

Michigan  Bell, 
Grand  Rapids,  Mich.,  July  6,  1910. 
Mr.  Dean  W.  Switzeb, 
Vice  President,  Telephone  Power,  Inc., 
Grand  Rapids,  Mich. 

Dear  Mr.  Switzer  :  Since  our  conversations  the  week  of  June  20.  I  have  had 
several  meetings  with  our  Engineering  and  Planning  people  regarding  Centrex 
for  Calvin  College. 

I'm  sorry  a  final  decision  has  not  been  made  as  yet.  My  plan  is  to  be  in 
Detroit  again  July  6,  to  continue  my  attempts  to  finalize  this  matter.  I'm 
very  optimistic  that  I  will  be  able  to  contact  you  with  our  decision  during 
the  week. 

Again,  my  apologies  for  any  inconvenience  this  delay  has  caused  you  and 
your  client."  Because  of  the  physical  and  economic  magnitude  of  this  proposed 
proiect,  many  considerations  must  be  dealt  with. 

l"  will  call  you  by  July  8,  to  give  you  the  status  and  hopefully  the  firm 
reply  to  your  questions. 
Sincerely, 


Exhibit  11 


C.  L.  Wyrick, 

District  Sales  Manager. 

July  10,  1970. 


Mr.  Henry  DeWitt, 

Vice  President,  Calvin  College, 

Grand  Rapids,  Mich. 

Dear  jNIr.  De  Witt  :  This  is  in  reply  to  your  letter  of  December  19,  1969  and 
subsequent  discussions  with  Mr.  D.  Switzer  regarding  the  availability  of 
Centrex  I  CO. 

We  are  sorry  for  the  length  of  time  involved  in  conducting  our  feasibility 
study:   however,   a   project   of  this   magnitude   requires  careful  consideration 
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Switzer  in  the  near  future  to  discuss  pricing,  procedures,  and  time  frames  in 
from  the  standpoint  of  Central  Office  work  involved  as  vrell  as  optimum  service 
arrangements  for  your  needs. 

We  can  provide  Centrex  I  CO.  service  for  Calvin  College  with  a  target  date 
of  August  1972,  to  coincide  with  the  fall  term  and  plan  a  meeting  with  Mr. 
order  to  meet  this  date. 

If  you  have  any  further  questions,  please  call  me  on  459-9868. 
Yours  very  truly, 

Charles  L.  Wtrick, 

Sales  Manager. 
Exhibit  12 

Telephone  Power,  Inc., 

Angust  3,  1910. 
Mr,  Dan  Cary,  > 

Communication  Representative,  Michigan  Bell  Tclei)hone  Co., 
Grand  Rapids,  Mich. 

Dear  Mr.  Gary:  Please  provide  me  with  the  cost  to  purchase  outright 
the  existing  outside  cable  facilities  and  the  inside  cable  facilities  at  Calvin 
College  and  Seminary,  Knollcrest  Campus.  Also,  please  provide  the  leasing  cost 
for  the  same.  I  would  request  you  itemize  by  location  all  of  the  pertinent 
cost  information. 

Since   timing  is  an   important   factor  in   meeting  projected  building  plans, 
would  you  plan  your  response  by  September  1,  1970. 
Thank  you  for  your  cooperation. 
Sincerely  yours. 

Dean  W.  Switzer, 

Vice  President. 
Exhibit  13 

Michigan  Bell, 
Grand  Rapids,  Mich.,  August  11,  1970. 
Mr.  D.  V.  Mc  Kersie, 
President,  Telephone  Power,  Inc., 
Grand  Rapids,  Mich. 

Dear  Mr.  Mc  Kersie:  This  is  in  reply  to  a  number  of  letters  recently  re- 
ceived from  your  organization  dealing  with  three  questions  in  common  to 
several  accounts  you  represent. 

1.  C  B  9  interconnection  units 

The  current  procurement  interval  for  this  equipment  is  approximately  six 
weeks  from  order.  Since  availability  is  changeable  according  to  demand  and 
production  changes,  an  approximate  installation  date  will  be  established  as 
each  order  is  placed. 

2.  Purchase/ Lease  of  cable  facilities 

Your  requests  are  being  processed  through  the  appropriate  groups  in  our 
company.  Since  considerable  time,  including  field  determinations  is  required, 
it  is  estimated  that  a  minimum  of  sixty  days  may  be  required  to  make  final 
determinations  in  each  case  already  forwarded  and  any  future  requests  you 
have  of  this  nature. 

3.  D.  I.  D.  availability 

We  have  forwarded  your  requests  to  higher  management  for  their  advise- 
ment, but  in  any  event  we  will  require  further  details  in  each  case  before  even 
an  approximate  interval  can  be  determined,  i.e.,  how  many  lines  will  be  re- 
quired ;  initially,  two  years  after,  and  five  years  after  change-over. 

This  information  should  be  provided,  in  writing,  to  me  or  the  representative 
assigned  each  account  to  ensure  proper  planning  initially  and  for  future 
needs. 

In  addition  to  the  foregoing,  your  letter  of  August  4,  1970  relating  to  our 
July  29  meeting  requires  the  determinations  of  several  specialized  groups  and 
is  in  the  process  of  being  consolidated  for  reply  as  early  as  possible. 
Sincerely, 

E.  F.  Gietzen, 
District  Sales  Manager. 
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Exhibit  14 

August  25,  1910. 
Mr.  E.  F.  GiETZEN, 
District  kiales  Manager, 
Michigan  Bell  Telephone  Co., 
Grand  Rapids,  Mich. 

Dear  Mr.  Gietzen  :  Tliis  leter  is  in  reply  to  your  letter  of  August  17,  1970. 
F(fr  the  most  part  your  response  is  unacceptable. 

Regarding  the  CD9  availability,  I  feel  anything  less  than  installation  quoted 
intervals  on  your  terminal  gear  is  discriminatory.  I  would  request  that  you 
provide  me  with  the  standard  intervals  for  basic  systems,  e.g.,  key  telephones, 
call  directors,  manual  PBX,  dial  PBX  (100,  160,  200,  300),  Centerex  I  &  II. 
Regarding  the  purchase  of  cable  facilities,  I  find  it  difficult  to  believe  you 
can  order  and  install  a  call  director  system  in  two  weeks  yet  it  takes  sixty 
days  for  a  cable  evaluation!  I  can  understand  that  large  complex  systems  could 
require  the  time  you  indicate,  but  I  cannot  accept  a  minimum  of  60  days. 
Further,  I  would  be  interested  in  the  maximum  number  of  days. 

Regarding  the  D.I.D.  request,  I  should  be  pleased  to  discuss  the  require- 
ments you  indicate.  However,  I  have  not  heard  from  any  of  your  representa- 
tives as  yet. 

In  our  meeting  with  you  and  your  staff  personnel,  we  indicated  the  need  for 
rapid  coordination.  Currently,  we  are  expanding  our  operation  throughout  the 
State  of  Michigan.  I  trust  that  a  greater  effort  can  and  will  be  made  in  re- 
solving our  interconnect  requests. 
Sincerely. 

Deax  W.  Switzer. 

Vice  President. 
Telephone  Power,  Inc. 
Exhibit  15 

^IicHiGAX  Bell  Telephone  Co.. 
Grand  Napids.  Mich.,  September  S,  1910. 
Telephone  PowePv.  Inc., 
Mr.  D.  W.  Sicitzer,  Vice  President, 
Grand  Rapids,  Mich. 

Dear  Mr.  Switzer  :  Your  letters  of  August  25.  and  September  3  requested 
information  of  a  general  nature  which  I  have  passed  along  to  our  headquarters 
group  for  reply. 

It  is  within  that  group  we  are  attempting  to  establish  a  liaison  point 
for  firms  such  as  yours  to  enable  direct  contact  in  matters  of  this  nature. 
Although  some  time  has  passed  since  this  was  originally  discussed  with  your 
Company,  this  matter  is  being  giveii  every  consideration.  The  time  involve- 
ment is  necessary  to  ensure  that  a  workable  and  expeditious  process  is  properly 
im!)lemented. 

AVith  regard  to  your  requests  for  D  I.D.  time-table  information,  it  is  not 
expected  tiiat  this  service  will  be  available  on  an  interconnected  basis  before 
mid  1971. 

If  you  should  wish  to  provide  further  information  on  the  accounts  you 
previously  referred  to,  we  will  be  happy  to  coordinate  this  for  you.  Since 
the  time  requirements  and  study  efforts  to  make  determinations  by  Central 
Office  are  considerable,  we  canot  initiate  any  activity  until  fairly  precise 
forecasts  are  given  in  writing. 

I  am  sure  you  can  appreciate  this  position,  however,  if  you  should  desire, 
I'll  be  happy  to  discuss  at  your  convenience. 


Exhibit  16 


E.    F.    GlETZEN. 

District  Sales  Manager. 
September  30,  1970. 


Mr.  Leo  F.  Egan. 
General  Marli-eting  Manager. 
Michigan  Bell  Telephone  Co.. 
Detroit,  Mich. 

Dear  Mr.  Egan  :  Sometime  ago  my  associate  and  myself  met  with  your  Grand 
Rapids  :\Iarketing  Manager  and  several  people  from  the  Detroit  Marketing 
Staff. 

In  our  discussion  we  outlined  .several  questions  regarding  interconnection 
and  suggested  that  the  Telephone  Company  establish  a  liaison  between  equip- 
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ment  distributors  at  tlie  policy  making  level.  After  our  initial  meeting  with 
your  staff,  we  formally  submitted  our  questions.  Further,  we  initiated  many 
■•interconnect"  information  letters  with  little  or  no  response.  I  have  discussed 
some  of  these  requests  with  Mr.  Ray  Daily  of  your  company.  Unfortunately, 
he  has  not  been  able  as  yet  to  resolve  the  questions  either. 

Considering  the  lengthly  time  lapse  from  our  initial  request,  and  all  the 
subsequent  letters,  it  would  seem  to  me  we  have  waited  a  reasonable  time  for 
performance. 

1  would  appreciate  any  assistance  your  ofBce  can  lend  to  expedite  the  answers 
we  need. 

Thank  you  for  your  cooperation. 
Most  sincerely  yours, 

Dean  W.  Switzek, 

Vice  President, 
Telephone  Power,  inc. 
Exhibit  17 

Michigan  Bkll. 
Grand  Rapids,  Mich.,  October  2G,  1910. 
Mr.  Donald  Y.  Mc  Kersie, 
President,  Telephone  Power,  Inc., 
Grand  Rapids,  Mich. 

Dear  Mr.  Mc  Kersie  :  The  following  information  is  provided  in  reply  to  a 
number  of  questions  raised  by  you  and  other  members  of  your  firm  over  the 
past  several  months. 

1.  Business  Line  rate  versus  Trunk  rate  applied  to  an  interconnected  sys- 
tem. 

Generally,  the  criteria  for  applying  trunk  or  business  line  rates  will  be  de- 
termined by  the  operational  characteristics  of  the  consumer-owned  equipment 
as  compared  to  Bell  provided  service.  For  example,  if  the  private  equipment 
operates  the  same  as  Bell  key  or  call  director  systems,  the  Business  line  rate 
is  appropriate.  Situations  where  there  is  doubt  as  to  the  appropriate  rate  will 
necessarily  have  to  be  judged  individually. 

2.  Provision  of  interconnection  to  secretarial  switchboards. 

The  only  interface  arrangement  currently  available  for  this  arrangement 
is  the  CD6.  This  was  designed  primarily  for  use  with  manual  switchboards  and 
consequently  is  priced  for  that  use.  Therefore,  it  may  seem  expensive  when 
used  for  terminating  subscribers'  lines  on  a  secretarial  switchboard.  We  are 
aware  of  the  situation  and  are  attempting  fo  develop  a  workable  arrangement 
but  cannot  offer  a  time-table  for  completion  at  this  time. 

3.  Interface  arrangements  for  customer-provided  Centrex. 

Direct  Inward  Dialing  connecting  devices  are  expected  to  be  available  by 
mid-1071.  Equipment  to  provide  Automatic  Identified  Outward  Dialing  is 
anticiiiated  during  the  fourth  quarter  1971. 

4.  Feasibility  Studies  for  customer-provided  Centrex. 

Since  Centrex  service  may  be  requested  .  in  any  of  a  variety  of  Central 
Offices,  a  time  frame  cannot  be  established.  As  is  the  case  with  Bell  provided 
Centrex,  study  intervals  vary  with  each  case  involved. 

5.  Provision  of  Telephone  Directories. 

Telephone  Directories  are  furnished  primarily  for  the  completion  of  calls 
and  as  such,  will  be  furnished  under  the  tariff  regulations  whether  the  custo- 
mer utilizes  Bell  or  private  equipment. 

fi.  Training  of  users  of  private  equipment. 

With  the  many  types  of  private  equipment  available  on  the  market,  along 
with  the  individual  operating  characteristics,  it  would  be  virtually  impossible 
for  Be'l  to  train  its  own  people  on  all  equipments.  Therefore,  we  cannot  provide 
training  for  customers  on  privately  owned  equipment,  even  though  some  may 
be  similar  to  ours  in  operation. 

7.  100%  Bell  or  privately  supplied  equipment. 

There  is  no  firm  requirement  that  all  equipment  be  customer  or  Bell  pro- 
vided. However,  with  the  interface  devices  available  today,  if  would  seem  im- 
practicable to  provide  mixed  systems.  Each  request  for  a  mixed  system  would 
have  to  be  considered  individually  dependent  upon  the  type  interface  devices 
reouested. 

S.  Provision  of  Toll  Terminals  to  Hotels  or  Motels  using  private  equipment. 

The  type  of  equipment  utilized.  Bell  or  private,  would  have  no  bearing  on 
the  provision  of  toll  terminals.  The  terminals  will  be  provided,  where  facility 
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conditions  permit,  wlien  it  is  in  the  public  interest  for  tlie  completion  of  long 
distance  calls. 

9.  Telephone  access  to  radio  paging  equipment. 

We  can  only  assume  from  your  request  that  you  wish  to  enter  into  a  con- 
necting agreement  as  a  Miscellaneous  Common  Carrier.  If  this  is  correct,  there 
is  much  more  information  required,  i.e.,  is  the  connection  to  be  manual  or  dial, 
how  many  customers  to  be  served,  type  of  equipment  to  be  used,  etc. 

We  stand  ready  to  enter  into  an  agreement  with  any  Carrier  who  has  re- 
ceived a  license  from  the  F.C.C.  and  is  certified  by  the  MPSC  as  outlined 
in  our  tariffs.  (MPSC  Tariff  2,  Sheet  113).  We  are  willing  to  provide  a 
Carrier  with  a  letter  of  intent  to  interconnect  to  enable  him  to  obtain  the 
proper  licensing  from  the  F.C.C. 

I  hope  the  above  information  is  sufficient  for  your  purposes.  If  you  have  any 
questions,  please  call  me. 
Sincerely, 

E.    F.    GlETZEN, 

District  Sales  Manager. 
Exhibit  IS 

Telephone  Proposal  For 
Calvin  College  and  Seminary,  Grand  Rapids,  Mich. 

(By  Dean  W.  Switzer.  Telephone  Power,  Inc., 

Grand  Rapids,  Mich.,  Distributor  For  Stromberg-Carlson) 

Basic  Communication  Needs 

I.  incoming  calls 

There  are  two  types  of  incoming  calls :  A.  Those  where  the  iierson,  extension, 
or  department  is  known.  B.  Those  where  the  person,  extension,  or  department 
is  unknown. 

At  present  your  operators  handle  100%  of  the  incoming  calls.  Studies  in- 
dicate that  88%  of  these  calls  could  be  dialed  indirectly,  resulting  in :  A. 
Reduced  operator  work  load.  B.  Need  for  fewer  operators. 

II.  OUTGOING   CALLS 

There  are  also  two  types  of  outgoing  calls:  A.  Those  that  are  dialed  direct. 
B.  Those  handled  by  your  operator  such  as  Long  Distance  Calls. 

Presently  most  outgoing  calls  are  dialed  direct  except  Long  Distance  calls. 

III.    INTRA-CAMPUS    CALLS 

These  are  calls  from  dorm  to  dorm  etc. 

SPECIFIED    COMMUNICATION     NEEDS 

I.  Transfer  of  Calls. 

II.  Allocation  of  Expanses. 

III.  After-hours  Coverage. 

IV.  Conference  Calls. 

V.  Privacy  on  Calls.  ^ ,    ^     ^ 

December  H,  19  tO. 
Calvin  College  and  Seminary 

stromberg-carlson  centrex  features 

Turrett  Attendant  Position. 

Direct  Inward  Dialing  (D.I.D.). 

Direct  Outward  Dialing  (D.O.D.). 

Call  Transfer  (Incoming). 

Call  Transfer  (Outgoing). 

Attendant  Transfer. 

Night  Answering  (Universal). 

Toll  Restriction  ("1"  and  "O"). 

Conferencing  (Meet  Me  Basis — 1  Trunk  and  6  Stations). 

Camp  On  Busy. 

Consecutive  Number  Hunting. 

Tone  Dial  (Push  Button  Dialing). 

Station  Restriction. 

Station  To  Station  Dialing.  .  ^     ,.     ^     .nrri  x 

(Identified  outward  toll  dialing  can  be  provided.  Tariff  not  finalized— 1971.) 
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.   MICHIGAN  BELL  CENTREX  I  CO.  FEATURES 

Console  Attendant  Positions. 
Direct  Inward  Dialing  (D.I.D.). 
Direct  Outward  Dialing  (D.O.D.). 
Identified  Outward  Toll  Dialing. 
Station  To  Station  Calling. 
Station  Hunting. 
Restriction  From  Outgoing  Calls. 
Call  Transfer  Attendant. 

PROPOSED  SYSTEM  770  LINES 

Stations :   260  Lines  Administration   Tone  Dial.   510  Lines   Students. 

Trunking:  Direct  Inward  Dial  (D.I.D.)  and  Direct  Outward  Dial  (D.O.O.)  : 
23  D.I.D.,^  23  D.O.D.^ 

Consoles :  One  Attendant  Turrett.^ 

Equipment  Space:  Bolt  Heyns  Hall  (same  as  MBT  proposed  space),  1300 
Station  Capacity. 

Qeneral  Notes 

1.  Height  of  ceiling  10'6" 

2.  Height  of  equipment  9'0" 

3.  Weight  of  equipment  125  lbs.  P.S.F. 

4.  Cable  vault  entrance. 

CALVIN  COLLEGE  AND  SUMMARY,  CENTREX  COST  ANALYSIS 


MBT 
Centrex  1  C.O. 

Installation 

Stromberg-Carlson 
Centrex  C.U. 

After  10  years 

Consoles 

$300.00  (2) 

$400. 00 

(1)  .. 

3  $230  (46) 
a  276  (46) 

iij 

Trunking  interface  • 

250  Administration  stations  at  $7.50... 
10  administration  at  $6.50 

1,875.00 
65.00 

2,448.00 
70.00 
477.83 

2, 200. 00 
80.80 

4, 488. 00 
1, 275. 00 

510  Centrex  demormitory  stations  at 
at  $4.80 

Toll  diversion  (240  station)  i 

Stromberg-Carlson      Centrex      10-yr 
amortized  cost    .      ..  ..  

«2  910 

«770 

(770) 

Total 

5,235.83 

8.443.80 

4,186 

(1,276) 

>  Estimated. 

2  Tariff  not  finalized,  mid-1971. 

'  See  cost  breakdown. 

*  Moves,  changes,  and  additions  based  on  time  and  material. 


1  The    trunk    interconnect    adapters   proposed   are    estimated   prices   pending  customer 
negotiations  with  Telephone  Company  as  to  final  arrangements. 
»  Distance  estimated  within  200'  from  distributing  frame. 
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Calvin  CollegI':  and  Seminary, 

December  I4,  1970. 
projectj:d  savings 

First  10  Year.^  Non-Growth 
Equipment : 

]\IBX — $5,235  times  120  months  equals  $628,200  ten  year  cost  (non-growth). 

XPI — $4,186  times  120  months  equals  $502,320  ten  year  cost  (non-growth). 
Operators : 

MBT  Centrex  I  CO.,  2  consoles;  TPI  Stromberg-Carlson  Centrex,  1  console. 

Estimated   savings  per  year  $3,200;   $3,200  times    10  years  equals   $32,000 
savings. 

MBT  cost -.^iLLji---   $628,  200 

TPI  cost 502,320 

Equipment  savings 125,  880 

Operator  savings 32,  000 

10-yr  projected  savings 157,  880 

2d  10-vr  MBT  cost 628,  200 

2d  10-yr  TPI  cost 153,  120 

2d  10-yr  equipment  savings 475,  080 

2d  10-vr  operator  savings 32,  000 

Combined  operator  and  equipment  1st  10-yr  savings 157,  880 

20-yr  projected  savings 664,  960 

Calvin  College  and  Seminary, 

December  I4,  1970. 

stromberg-carlson  centrex  cost  breakdown 

Equipment  cost: 

Equipment  switching  system  (770  lines)  and  turret  (1) $216,  096 

Dormitories— 510  residence  hall  telephones 20,  400 

Administration 

171  Single  line  tone  dial  instruments  ($75) 12,825 

55  3-line  tone  dial  instruments  i($180) 9,  900 

34  5-line  tone  dial  instruments  >  ($200) 6,  800 

Apparatus  Cabinets  2 2,000 

Intercoms  2 1 ,  000 

Power  supplies  2 500 

}^Iiscellaneous  (bells,  speakerphones,  etc.)  2 500 

Equipment     cost      (installation      approximatelv      18 

months) 270,021 

Installation  cost:^ 

Equipment — Switching  system  (770  lines)  and  turret  (1) 2  25,  000 

Dormitories ^  1 0,  200 

Administration ^  9,  000 

Outside  Cable  Distribution:  (combination  of  trenching,  plowing, 

and  conduit  winter  months  excluded  60  days) 2  35^  000 

Installation  cost 79,  200 

Total  equipment  and  installation 349,  221 

1  Based  on  system  design  (key  plans). 

2  Estimated. 

3  Bell  cable  purchase  option. 
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Exhibit  19 

Michigan  Bell, 
Grand  Rapids,  Mich.,  Deccmhrv  17,  1910. 
Mr.  Dean  W.  Switzer, 
Vice  President, 
Telephone  Potccr  Inc., 
Grand  Rapids,  Mich. 

Dbla^r  Mr.  Switzer  :  This  will  confirm  our  conversation  of  December  15,  1970 
concerning  Centrex  I-CO  Service  for  Calvin  College  and  Seminary. 

In  our  letter  of  October  13,  1970  we  requested  a  decision  on  Centrex  Service 
by  December  1,  1970  in  order  to  meet  your  requested  service  date  of  August, 
1972.  Because  of  the  amount  of  planning  and  work  involved  in  providing  Centrex, 
our  Engineering  staff  requires  18  months  lead  time.  We  have  a  great  deal  of 
information  to  complete  after  contracts  are  signed  to  provide  the  necessafry 
data  to  our  Engineering  staff  by  January  4,  1971. 

It  is  doubtful  that  we  will  be  able  to  meet  your  request  date  of  August,  1972 
unless  contracts  are  signed  in  the  next  few  days. 

If  you  have  any  further  questions  or  if  I  can  be  of  any  assistance  please  call 
me  ait  459-4848. 

Sincerely  yours, 

Daniel  P.  Cary, 
Communications  Representative. 

Exhibit  20 

Calvin  College  and  Seminary,  Grand  Rapids,  Micu.,  Centrex  I  CO.  Proposal 

(Michigan  Bell  Telephone  Co.,  Jan.  29,  1971) 

With  the  increasing  complexities  of  profitably  running  an  educational  insti- 
tution, management  today  is  relying  more  and  more  on  effective  communications. 

But  communication  needs  of  colleges  differ.  The  type  of  school,  its  size  and  the 
number  of  students,  the  number  of  buildings,  and  so  on,  dictate  certain  require- 
ments. 

What  type  of  system  will  best  meet  your  communication  requirements?  What 
choices  are  available? 

As  a  way  of  answering  these  questions,  let's  look  at  the  changing  communica- 
tion needs  of  Calvin  College. 

With  over  1700  employees,  200  installation  and  repair  personnel ;  170  installa- 
tion and  repair  vehicles,  $1,000,000  in  parts  inventory,  $250,000  in  test  equip- 
ment ;  in  Grand  Rapids  alone,  supplemented  as  needed  from  other  areas, 
Michigan  Bell  Telephone  can  provide  the :  Speed,  Quality,  Availability,  Account- 
ability ;  needed  to  serve  a  customer  the  size  of  Calvin  College. 

COST    COHPARISON 

As  discussed  previously,  Calvin  College  has  two  ways  to  meet  their  future 
communication  needs:  A.  Retain  and  expand  the  present  system.  B.  Change  to 
Centrex  Service. 

The  following  page  illustrates  comparative  costs  between  Centrex  I  CO. 
Service  and  the  present  Series  100  Dial  System  .For  comparison  purposes  we 
have  used  cutover  and  5  year  costs  computed  ou  projected  requirements,  as 
furnished  by  the  college,  using  an  assumed  date  of  August  1972  (Centrex 
cutover). 
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COST  COMPARISON 


Present  system 


August  1972: 

2— Attendant  consoles $300 

260-Admin.  stations^ 1,940 

510— Dorm  stations ,._ 2,448 

Misscellaneous  equipment' 290 

Monthly  cost $4,968 

August  1977: 

2-Attendant  consoles $300 

310-Admin.  stations 2,265 

950-Dorm  stations 4,560 

Miscellaneous  equipmenti... 372 

Monthly  cost $7,497 


August  1972 

3-Switchboards(552) $252.50 

260-Admin.  stations 845.00 

510-Dorm  stations 1,657.50 

Miscellaneous  equipment' 290.00 

Mileage 568.00 

46-PBX  trunks... _..  844. 10 

Toll  diversion  2 75.00 

Monthly  cost .._.  $4,  532. 10 

August  1977: 

3-Switchboards $252.50 

310-Admin.  stations 1,007.50 

950-Dorm  stations 3,087.50 

Miscellaneous  equipment' 372.00 

Mileage.-- _..  960.00 

57-PBX  trunks.... 1,045.95 

Toll  diversion 75.00 

Monthly  cost $6,800.45 


1  Key  Equipment,  Intercoms  etc. 
'  For  the  first  25  trunks  equipped. 


Exhibit  I. — Charges  to  Customer 

Based  upon  the  obligations  and  limitations  as  set  forth  in  the  Contract  and 
in  this  Exhibit  the  charges  for  the  service  are  as  follows: 

2  Centrex  CO— Console  @  $150.00  each,  per  month. 

250  Centrex  CO — Stations  @  $7.50  per  station,  per  month. 

10  Centrex  CO — Stations  @  $6.50  per  station,  per  month. 

510  Centrex  Dormitory  Stations  @  $4.80  per  station,  per  month. 

A  minimum  monthly  charge  of  $1875.00  is  applicable  for  Centrex  Switching 
Equipment  and  Dial  Stations. 

The  above  charges  are  subject  to  change  upon  authorization  by  the  Michigan 
Public  Service  Commission  or  its  successors. 

In  addition  to  these  equipment  costs  there  are  three  other  items  which  must 
be  considered : 

A.  Reduced  Equipment  Room  Space 

Since  the  majority  of  the  Centrex  switching  gear  will  be  located  in  the  Michi- 
gan Bell  Central  Office,  substantially  less  equipment  room  space  will  be  needed 
at  the  Calvin  Campus. 

B.  Reduced  "Operator"  Area 

Modern  attractive  consoles,  able  to  fit  on  a  standard  desk,  will  replace  the 
present  switchboards.  The  expense  of  expanding  the  present  "operator"  area  for 
3  positions  of  cord  switchboard  will  be  eliminated.  A  more  professional,  decora- 
tive atmosphere  will  be  the  result. 

C.  Reduced  "Operator"  Salaries 

Since  Centrex  Service  reduces  the  attendant  position  requirements  from 
three  to  two,  one  full  time  operator  will  be  eliminated.  This  is  a  projected 
savings  of  from  $400.  to  $600.  per  month  plus  benefits.  In  addition,  because 
Centrex  provides  direct  inward  dialing  capability  the  need  for  student  operators 
after  5  :00  P.M.  will  virtually  be  eliminated.  Here  again  operator  salaries  are 
reduced. 

Under  the  Student  Toll  Dialing  arrangement  the  individual  student  will  be 
billed  at  the  rate  of  20  cents  for  each  toll  bill  rendered.  If  a  student  makes  no 
toll  calls  in  a  given  billing  period,  no  statement  or  charge  is  applicable. 

Based  on  the  August,  1972  projections,  the  one  time  installation  charge  for 
this  service  is  approximately  $7,200.00. 

In  summary,  changing  to  Centrex  I  CO.  Service  is  more  economical,  all 
things  considered,  than  retaining  and  expanding  the  present  system. 
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Centres  I— CO.  Service  is  the  most  modern  phone  communication  system 
available  to  colleges.  It  is  designed  to  meet  today's  requirements  and  to  grow 
as  Calvin  grows. 

FEATURES  OF  CENTBEX  I — C.O. 

I.  Direct  Inward  Dialing  r.„i^w. 

Your  incoming  calls  reach  you  directly  at  any  hour.  People  calling  Calvin 
College   will   have   the   convenience   of   completion   20   seconds   faster   than   if 
handled  by  an  operator.  Studies  indicate  that  88%  of  your  present  calls  could 
be  dialed  in  directly  without  operator  assistance. 
II  Automatic  Identification  of  Outward  Dialing 

Michigan  Bell  Telephone  will  provide  you  a  monthly  statement  of  all  Long 
Distanc?  calls.  Charges  are  identified  with  the  number  of  the  station  from 
which  they  were  placed  and  also  the  number  called. 
///.  Student  Toll  Dialing 

Students  making  Long  Distance  calls  will  be  billed  directly  instead  of  Calvin 
College  being  responsible. 

IV.  Privacy 

Complete  privacy  is  insured  on  any  incoming  or  outgoing  call  whether  dialed 
direct  or  operator  handled.  The  operator  can  re-enter  the  call  only  if  recalled 
by  the  station  user. 

V.  Station  Hunting 

Should  you  be  busy  on  your  phone,  the  incoming  call  can  automatically  ring 
and  be  answered  at  a  predetermined  alternate  phone. 

VI.  Call  Transfer 

After  you  have  concluded  your  discussion,  your  attendant  can  transfer  the 
call  to  any  other  station  at  your  request. 
VIT.  Night  Service 

Calls  coming  to  your  main  number  after  normal  hours  can  be  routed  to  a 
predetermined  station. 

VIII.  Restriction 

Any  station  on  your  system  can  be  restricted  from  making  other  than  Intra- 
campus  calls. 

IX.  Conference  Calls 

Your  attendant  can,  at  your  request,  arrange  conference  calls  with  5  stations 
or  4  stations  and  1  outside  line. 

X.  Operator  Space 

Your  system  will  be  served  with  2  modern  attendant  consoles  instead  of  the 
present  switchboards.  The  consoles  conserve  space  and  offer  ease  of  operation. 

XL  Switching  Equipment  Space 

Most  of  the  necessary  switching  equipment  will  be  housed  on  Michigan  Bell 
premises,  thus  conserving  space  and  offering  ease  of  maintenance. 

XII.  Data  Use 

Centrex  is  compatible  to  Voice  and  Data  Communications.  Its  potential  is 
unlimited  whether  communication  requirements  are  man-to-man,  machine-to- 
machine,  or  a  mix  of  the  two. 
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OTHER   CONSIDERATIONS 

Whenever  a  firm  discusses  the  possibility  of  purchasing  and/or  leasing  pri- 
vately owned  equipment  several  "hidden"  costs  must  be  considered: 

A.  Cost  of  Money.  Our  latest  figures  indicate  a  cost  to  the  customer  of  from 
6%  to  8%  either  in  loss  of  return  on  capital  investment  or  in  interest  paid  on 
the  original  investment. 

B.  Overhead.  A  conservative  figure  of  2%  of  the  original  investment  is  needed 
to  offset  the  operating  costs  of  a  privately  owned  system.  Some  examples  are: 
1.  Insurance.  2.  Added  bookkeeping  expense.  3.  Lights,  heat  space,  etc. 

C.  Depreciation.  Based  on  our  latest  figures  an  estimated  8%  of  the  original 
investment  must  be  set  aside  to  replace  original  equipment.  This  replacement 
is  necessary  due  to  normal  wear  and  tear. 

D.  Maintenance.  Our  overall  figures  indicate  approximately  8%  of  the  origi- 
nal investment  is  needed  to  offset  the  cost  of  maintaining  a  communications 
system.  This  includes  such  things  as  parts,  labor,  time  out  of  service,  etc. 

Overall,  then,  approximately  24%  to  26%  of  the  original  investment  will  be 
required  to  offset  these  "hidden"  costs. 

In  addition  to  these  costs  other  factors  must  be  considered,  such  as : 

A.  Continuity  of  Service. 

B.  Routine  moves  and  changes. 

C.  Out  of  service  conditions  resulting  from  a  disaster. 

D.  Routine  maintenance  such  as  frayed  cords,  burned  out  lights,  etc. 
K.  Cabling  costs  both  intra  and  inter  building. 

CHOICES   AVAILABLE   TO   CALVIN 

At  the  present  time  your  operators  handle  most  basic  and  specific  communi- 
cation needs.  They  are  a  vital  part  of  Calvin  College's  communication  system. 
However,  if  we  could  remove  the  routine  functions  from  the  operators,  the 
result  would  be:  A.  Improved  service  to  those  calling.  B.  Reduction  in  delays. 
C.  Reduced  operating  expenses — fewer  operators  needed. 

Studies  have  been  made  on  the  present  system  and  they  indicate  two  choices 
are  available:  A,  Retain  the  present  system  and  expand  its  capacity.  B.  Re- 
place the  system. 

RECOM  MENDATION 

Michigan  Bell  Telephone  Company  recommends  the  installation  of:  CEN- 
TREX  I  CO. 

Centrex  I — C.O.  Service  is  the  most  modern  and  economical  way  to  serve 
Calvin  College's  c^  i  nunication  needs.  Centrex  is  presently  serving  colleges 
throughout  the  State,  such  as.  The  University  of  Michigan,  Eastern  Michigan. 
Michigan  State.  Michigan  Tech.,  and  Western  Michigan. 

The  major  advantages  of  Centrex  I — C.O.  Service  to  Calvin  College  are:  A. 
Direct  Inward  Dialing.  B.  Automatic  Identification  of  Outward  Dialing.  C. 
Student  Toll  Dialing.  D.  Reduced  Operation  Costs. 

In  addition  to  these  advantages,  we  will  work  closely  with  you  before,  dur- 
ing, and  after  your  Centrex  System  is  installed  to  insure  a  smooth  transition 
and  immediate  benefit  to  Calvin  College. 

Of  prime  importance  is  the  need  to  coordinate  with  your  various  depart- 
ments in  such  areas: 

A.  Reviewing  the  needs  of  each  telephone  user. 

B.  Establishing  a  new  telephone  directory  for  you. 

C.  Formatting  the  listings  of  your  departments,  etc..  in  both  the  Grand 
Rapids  white  and  classified  directories. 

D.  Providing  continuous  training  of  your  telephone  users  in  the  methods 
and  advantages  of  Centrex. 

B.  Providing  continuous  training  of  your  attendants  on  console  operation. 
These   services   Michigan   Bell    Telephone   provides   without   additional    cost 
to  you. 

All  factors  considered,  we  recommend  installation  of :  CENTREX  I  C.O. 
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Exhibit   21 
MBT  CENTREX  MONTHLY  COST  ANALYSIS  (FEB.  1,  1971) 


Calvin  College  and  Seminary 


MBT  Centrex  Stromberg-Carlson 

ICO.  Installation  Centrex  C.U.  After  10  Years 


Consoles . .  _ 

Trunking' 

Trunking  interface'. 

250  administration  stations  7.50 

10  administration  6.50 

510  Centrex  dormitory  station  4.80 

Key  equipment 

Stromberg-Carlson    Centrex    10-year 

amortized  cost 

Maintenance  ($1  per  telephone) 


1,875 
65 
2,448 
290(444) 


$4, 828 


$200. 00 


2, 200. 00 

80.80 

4,  488. 00 


(1) 

$230(46) 
1,  210(46) 


'2,910 
«770 


($230) 
(1.210) 


' (770) 


$2,210 


'  Assumed  measured  rate  service  trunk  rate  at  $5  each. 

>  Estimated  $25  per  interface  unit  plus  $60  per  month  common  equipment  charge. 

'  See  cost  breakdown. 

*  Moves,  changes  and  additions  ba-^ed  on  time  and  material. 


CALVIN  COLLEGE  AND  SEMINARY 
Projected  Savings 
First  10  years  nongrowth 
Equipment: 

MBT $4,  828.00 

Months X  120 

579,  360.  00 
Installation 6,  968.  80 

Total 586,328.00 

TPI 5,  120.  00 

Months X  1 20 

Total 614,400.  00 

TPI  cost 614,400.  00 

MBT  cost -586,328,80 

MBT  equipment  savings . 28,  071.  20 

Carrying  charges  ' 453,  987.  30 

First  10  years  MBT  projected  savings 482,  058.  50 

Second  10  years  MBT  cost 579,360.  00 

Second  10  years  TPI  cost -265,  200.  00 

TPI  equipment  savings 314,  160.  00 

Carrying  charges  ' -244,  454.  70 

Second  10  years  TPI  projected  savings 69,  705.  30 

MBT  first  10  years  projected  savings 482,058.  30 

TPI  second  10  years  projected  savings —  69,  705.  50 

Total  20-year  MBT  projected  savings 412,  353.  20 

'  See  attachment— related  to  costs  of  private  ownership. 
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Carrying  Charges  on  Privately  Owned  Equipment 

First  10  years — nongrowth 

Cost  of  money  or  loss  of  return  on  capital : 

Private  equipment  cost $349,  221.  00 

•  .  06% 

$20,  953.  26 

»  xio 

$209,  532.  00 
Overhead/insurance  and  general  operating  costs: 

Private  equipment  cost 349,  221.  00 

>  .  02% 

6,  984.  42 
'  XIO 

69,  844.  20 
Depreciation/based    on    20   year    average   life,    for   sake   of 
uniformity;  however,  MBT  figures  indicate  actual  average 
life  to  be  approximately  15  years:  ^__ 

Private  equipment  cost_-l .     349,  221.  00 

'  .  05% 
17,  461.  05 
'  XIO 

174,  610.  50 
Total  first  10  years  carrying  charges 453,  987.  30 

Second  10  years — nongrowth 
Overhead : 

Private  equipment  cost 349,  221.  00 

Private  equipment  cost $349,  221.  00 

».02 

$6,  984.  42 
»  XIO 

$69,  844.  20 
Depreciation : 

Private  equipment  cost $349,221.00 

•  .  05% 

$17,  461.  05 
2  XIO 

$174,  610.  50 
Total  second  20  years  carrying  charges $244,  454.  70 


Total  20  years  carrying  charges $698,  442.  00 


'Annual. 
'  Years. 

Exhibit  22 

TPI  Inc., 
Grand  Rapids,  Mich.,  June  1,  1972. 
Mr.  F.  M.  HoppE, 
Director  of  Public  Utilities, 
Department  of  Commerce, 
Lansing,  Mich. 

Dear  Mr.  Hoppe:  This  will  confirm  my  conversation  today  with  Mr.  Ostot. 
regarding  my  inquiry  on  the  dormitory  PBX  trunk  rates  at  Ferris  State  College 
in  Big  Rapids,  Michigan. 
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There  appears  to  be  some  disagreement  whether  business  rates  or  residence 

'^'^irTadffVpage  11.  paragraph  3a,  it  states  residence  rates  apply  in.  "Insti- 
tutions when  the  use  of  the  service  is  confined  to  the  domestic  use  of  the 
customer  and  listings  of  a  business  character  are  not  furnished.         ^   ^,    ^   ,^ 

It  is  our  belief  that  these  dormitories  are  strictly  domestic  and  that  the 
residence  trunk  rate  should  apply  whether  the  service  is  Centrex  or  a  standard 
PBX  system.  ,     u     ».,     r. 

We  would  appreciate  an  immediate  interpretation  and  reply  by  the  commis- 
sion as  we  have  several  proposals  pending  for  privately  owned  systems  that 
will  be  effected  by  the  new  compulsory  business  measured  rate  effective  in 
October.  1972. 


Very  truly  yours. 


Donald  V.  McKebsie,  PresidenU 
Exhibit  23 


TPI  Inc., 
Grand  Rapids,  Mich.,  June  2,  1972. 
Mr.  F.  M.  HoPPE, 
Director  of  Public  UtiUties, 
Department  of  Commerce, 
Lansing,  Mich. 

Dear  Mb.  Hoppe  :  This  is  an  appeal  to  the  Commission  to  intervene  on  our 
l)ehalf,  with  the  Michigan  Bell  Telephone  Company,  to  obtain  trunk  and  inter- 
face rates  for  a  customer  owned  Centrex  system. 

Without  success,  we  have  attempted  many  times  since  1969,  to  obtain  an 
estimate  of  these  costs.  Meanwhile,  in  an  effort  to  discourage  their  customer 
from  purchasing  his  own  equipment,  they  have  given  the  customer  the  costs 
to  use  against  us. 

Would  you  please  assist  us  in  obtaining  specific  rate  information  regarding 
interconnected  Centrex  service? 
Very  truly  yours, 

Donald  V.  McKebsie,  President. 

Exhibit  24 

TPI  Inc., 
Grand  Rapids,  Mich.  June  19,  1912. 
Mr.  Charles  Wtbick, 
Sales  Manager, 
Michigan  Bell  Telephone  Co., 
Grand  Rapids,  Mich. 

Dear  Mr.  Wyrick  :  Please  be  advised  the  Calvin  College  and  Seminary  has 
formally  agreed  to  purchase  a  Stromberg-Carlson  telephone  system. 

I   would  appreciate  a  meeting  with  you  to  discuss  details  of  the  cut-over 
procedures.  I  will  call  you  to  arrange  for  a  time  and  place. 
Thank  you  for  your  cooperation. 
Sincerely  yours, 

Dean  W.  Switzer, 

Vice  President. 

Exhibit  25 

Michigan  Bell, 
Grand  Rapids,  Mich.,  June  30,  1972. 
T.P.I.  Inc., 
Grand  Rapids,  Mich. 
(Attention  :  Mr.  D.  W.  Sw'itzer,  Vice  President). 

Dear  Mr.  Switzer:  This  will  confirm  our  discussion  of  June  29,  1972  re- 
garding the  provision  of  central  office  trunks  to  be  interconnected  with  Non- 
Bell  switchboard  service  for  Calvin  College  dormitories. 

We  will  provide  interconnection  to  the  on-Bell  PBX  in  the  dormitory  via 
business  flat  rate  trunks.  These  trunks  will  be  converted  to  measured  service 
approximately  October  1973  when  non-optional  measured  rate  service  goes  into 
effect  in  the  Grand  Rapids  District  Exchange. 
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We  have  tentative  number  assignments  as  follows :  942-9150  through  942-9157 
with  942-9158  and  942-9159  in  reserve.  949-7301  through  7304  and  949-7971- 
7972-7973-7975. 

As  you  know  we  cannot  guarantee  the  use  of  these  numbers  until  the  actual 
date  of  installation. 
Yours  truly, 

C.  L.  Wykick, 
Sales  Manager. 

TPI  Inc.. 

Grand  Rapids,  Mich.,  June  23,  1912. 
Mr.  Charles  Wybick, 
Sales  Manager, 
Michigan  Bell  Telephone  Co., 
Grand  Rapids,  Mich. 

Dear  Mr.  Wyrick  :  This  is  to  confirm  our  conversation  regarding  central 
oflSee  trunks.  Calvin  College  will  require  2  groups  of  residence  flat  rate  combi- 
nation trunks,  8  in  each  group,  (2  in  reserve),  for  the  Residence  Halls.  The.v 
will  also  require  16  CDH  Interface  Units  to  work  with  the  above  trunks. 

We  would  request  a  service  date  of  August  14.  1972.  Please  have  your  in- 
stallation personnel  contact  myself  for  location  of  the  lines  and  equipment. 
The  service  will  be  located  in  Bolt-Heyns  Hall,  Knollcrest  Campus. 
Thank  you  for  your  cooperation. 
Sincerely  yours, 

William  A.  Schneider, 

Sales  Engineer. 

General  Regulations — Classification  and  Use  of  Telephone  Services 
A.  application  of  business  and  residence  rates  (formerly  sheet  15) 

1.  The  determination  as  to  whether  telephone  service  should  be  classified  as 
Business  or  Residence  is  based  on  the  character  of  the  Use  to  be  made  of  the 
service.  Service  is  classified  as  business  service  where  the  use  is  primarily  or 
substantially  of  a  business,  professional,  institutional,  or  otherwise  occupational 
nature.  Where  the  business  use,  if  any,  is  incidental  and  where  the  ma.ior  use 
is  of  a  social  or  domestic  nature,  service  is  classified  as  residence  service  if 
installed  in  a  residence. 

2.  Business  rates  apply  at  the  following  locations,  among  others: 

a.  In  oflBces,  stores  and  factories,  and  in  quarters  occupied  by  clubs,  lodges, 
fraternal  societies,  schools,  colleges,  libraries,  hospitals  and  other  business 
establishments. 

b.  In  residence  locations  where  the  place  of  residence  is  in  the  immediate 
proximity  to  a  place  of  business  and  it  is  evident  that  the  telephone  in  the 
residence  is  or  will  be  used  for  business  purposes ;  and  in  residence  locations 
where  an  extension  is  located  at  a  place  where  business  rates  would  apply. 

c.  In  the  residence  of  a  practicing  physician,  dentist,  veterinary,  surgeon  or 
other  medical  practitioner  who  has  no  service  at  business  rates  at  another 
location. 

d.  In  any  residence  location  where  there  is  substantial  business  use  of  the 
service  and  the  customer  has  no  service  elsewhere  at  business  rates. 

3.  Residence  rates  apply  at  the  following  locations,  among  others : 

a.  In  private  residences ;  in  the  residential  portion  of  hotels,  apartment  houses, 
boarding  houses,  churches,  or  institutions  when  the  use  of  the  service  is  con- 
fined to  the  domestic  use  of  the  customer  and  listings  of  a  business  character 
are  not  furnished. 

b.  In  the  residence  of  a  practicing  physician,  dentist,  veterinary,  surgeon  or 
other  medical  practitioner  provided  that  such  residence  is  not  a  part  of  an 
oflice  building  and  provided  the  customer  has  service  charged  for  at  business 
rates  at  another  location. 

c.  In  the  residence  of  a  nurse. 
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B.    LOCATION    AND    USE   OF   TELEPHONE    SERVICES     (FORMERLY    SHEET    15.1) 

1.  Use  of  Business  and  Residence  Telephone  Services : 

a.  Business  subscriber  telephone  service,  as  distinguished  from  Public  Tele- 
phone Service  and  excluding  Semipublic  Telephone  Service  and  service  in 
hotels,  is  furnished  only  for  use  by  the  customer,  his  employees  and  repre- 
sentatives, except  as  otherwise  provided  in  the  Telephone  Company's  Tariffs. 

(1)  Telephone  service  of  a  customer  engaged  in  furnishing  service  of  a 
secretarial  nature  or  in  the  business  of  renting  space  to  exhibitors  may  be 
used  by  a  tenant  of  the  customer  for  periods  of  not  to  exceed  one  month ; 
on  such  usage  no  directory  listing  is  permitted.  A  period  of  at  least  one 
month  must  elapse  between  each  period  of  usage  by  a  particular  tenant. 

(2)  A  customer  engaged  in  furnishing  services  of  a  secretarial  nature 
may  not  use  Telephone  Company  facilities  to  receive  messages  for  ojie 
party  to  be  forwarded  to  another  party,  unless  such  forwarding  is  of  a 
temporary  or  occasional  nature. 

b.  Residence  telephone  service  is  furnished  only  in  residence  locations,  for 
use  by  the  customer  and  members  of  the  customer's  domestic  establishment, 
except  as  use  by  others  is  i>ermitted  in  certain  cases  as  provided  for  elsewhere 
in  these  Regulations  or  the  Telephone  Company's  Tariffs. 

c.  Residence  service  is  not  permitted  in  locations  where  the  service  is  used 
as  an  adjunct  to  business  service. 

Issued  under  authority  of  Mich.  Pub.  Serv.  Comm.  Order  dated  Oct.  27,  1966, 
Case  No   U— 2559. 

Issued :  November  21,  1966.  Effective :  November  26,  1966. 

W.  C.  Patterson, 

Vice  President, 

Detroit,  Mich. 

LOCAL    TELEPHONE    EXCHANGE    SERVICES,    PRIVATE    BRANCH    EXCHANGE    TRUNK    LINES 

Trunk  lines  (Excluding  Metropolitan  Service). 
1.  Class  A,  Class  B,  Class  C  and  Series  75. 

WITHIN  BASE  RATE  AREAS  (PER  TRUNK) 


Business  (excluding  hotels) 
Message                  Flat 

Transient,  family,  and 
apartment  hotels 

Residence 

Rate  group 

Message 

Flat 

Message 

Flat 

Rate  group  A 

(1) 

(1) 

'}4^:it:: 

n6.30 

:J!:i§ 

(1) 

(1) 
$10.60    .. 

(1) 

$6.35 

11.10... 
3  12.20 

*  13.55 

*  15. 45 

■""V$4:56" 

«4.50 

4.50 

4.50 

4.50 

b.75 

Rate  group  C 

i$5.45 
5.45 

I  $5.45. 
5.45 
5.45 

7.10 
7.50 

Rate  group  E 

5.45 

b.25 

Rate  group  F 

9.00 

Detroit  zone 

5.45 

5.45  .- 

9.75 

Note.— On  message  rate  trunks,  messages  between  stations  in  the  local  service  area  are  charged  for  at  $.045  each. 

'  Business  message  rate  trunks  are  available  in  group  C  zones  of  Detroit  district  exchange;  not  available  in  other  group 
C  exchanges  or  zones. 

>  Residence  message  rate  trunks  are  available  in  group  C  and  D  zones  of  Detroit  district  exchange;  not  available  in  other 
group  C  or  D  exchanges  or  zones. 

3  Avail  ible  on  a  temporary  basis  in  group  C  zones  of  the  Detroit  district  exchange.  All  flat  rate  trunks  are  to  be  regraded 
by  Oct.  16,  1972. 

*  Available  on  a  temporary  basis.  All  flat  rate  trunks  in  zones  of  Detroit  district  exchange  are  to  be  regraded  by  Oct  16, 
1972;  and  in  other  exchanges  and  zones  by  Oct.  16, 1973. 
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WITHIN  LOCALITY   RATE  AREAS  (PER  TRUNK) 


Transient,  family, 
Business  (excluding  hotels)  and  apartment  hotels 


«        .       ._  ..  Residence 

Group  A  exchanges  Message  Flat  Message  Flat  flat 

Exchange  Locality  Rate  Area:                                                     (I)  (I) 

Algonac-Harsen's  Island $15.45    ..  $12.20  $7  85 

Armada-Berville 17.10 13.85  9*35 

Baldwin-ldlewild 15.45  12  20  7  85 

Cadillac-Lake  Mitchell 14.65 11.40  7"  1 

Calumet-Eagle  River 18.70  15.45  10.8" 

— L5 

Note.— Material  previously  on  this  sheet  replaced  by  material  on  sheets  26.1  thru  26.5. 

Issued  under  authority  of  Mich.  Pub.  Serv.  Comm.  Order  dated  Deo.  1,  1971. 
Case  No.  U-3838. 

Issued :  December  4,  1971.  Effective :  December  4,  1971. 

L.  J.  Haynes, 
Vice  President, 

Detroit,  Mich. 
Exhibit  26 

Michigan  Bell, 
Grand  Rapids,  Mich.,  July  18,  1972. 
Calvin  College, 
Knollcrest  Campus, 
Grand  Rapids,  Mich. 

Dear  Sir  :  We  have  completed  an  inventory  of  Michigan  Bell  Telephone  Com- 
pany facilities  as  agreed  upon  in  our  letter  of  June  23,  1972. 

Following  is  a  list  of  Michigan  Bell  Telephone  Company  cable  facilities  on 
your  premises  at  Schutz-Eldersveld  Hall : 

A.  50  feet  of  25  pair,  24  gauge,  cable. 

B.  10  feet  of  6  pair,  24  gauge  cable. 

C.  340  feet  of  50  pair.  24  gauge  cable. 

D.  4,000  feet  of  station  wire  AT8378  No.  D  Quad. 

E.  4 — 25  pair  terminal  blocks. 

F.  3 — 50  pair  terminal  blocks. 

The  current  value  of  those  facilities  is  $1,695.42. 

This  should  not  be  considered  an  offer  to  sell  all  or  any  part  of  the  above 
listed  facilities,  and  is  intended  only  to  inform  you  of  the  maximum  sale  price 
in  the  event  a  satisfactory  purchase  agreement  is  reached. 

Should  you  wish  to  effect  a  purchase  agreement,  based  on  the  above  listed 
inventory,  we  will  be  pleased  to  discuss  this  with  you. 
Sincerely, 

M.  C.  DeWitt. 
Exhibit  27 

TPI  Inc., 
Grand  Rapids,  Mich.,  July  21,  1972. 
Mr.  William  Connollt, 
Communications  Representative, 
Michigan  Bell  Telephone  Co., 
Grand  Rapids,  Mich. 

Dear  Mr.  Connally  :  This  is  to  confirm  our  telephone  conversation  of  this 
murning  regarding  Calvin  College  and  Seminary. 

You  indicated  that  your  company  would  not  provide  Toll  Terminals  for  Stu- 
dent Residence  service  on  a  non-bill  basis,  therefore,  would  you  please  provide 
Toll  Terminal  service  terminated  at  Bolt-IIeyns  Hall  on  your  billed  basis.  We 
will  require  5  CET,  1  way  Toll  Terminals,  to  be  installed  at  Bolt-Heyns  Hall. 
Calvin  Campus. 

Plea.se  coordinate  our  request  for  that  installation  with  the  August  14th 
date  in  our  June  23rd.  letter  to  you  regarding  dormitory  trunks. 
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Further,  would  you  please  provide  me  with   your  formal   policy  regarding 
the  denial'  of  our  request  for  the  non-bill  Toll  Terminals.^ 
I  would  appreciate  the  answer  prior  to  September  1,  1972. 
Thank  you  for  your  cooperation. 
Sincerely  yours, 

Dean  W.  Switzer, 

Vice  President. 
Exhibit  28 

Michigan  Bell, 
Grand  Rapids,  Mich.,  July  25,  ,19^2. 
Mr.  Dean  Switzer, 
Vice  President, 

TPI,  Inc.,  " 

Grand  Rapids,  Mich. 

Dear  Mr.  Switzer  :  This  is  in  reply  to  your  letter  dated  July  21,  1972  regard- 
ing Toll  Terminals  for  Calvin  College,  Grand  Rapids. 

We  have  ordered  the  five  Toll  Terminals  you  requested.  The  monthly  rate  ror 
each  is  $4.45  plus  a  $6.00  per  month  charge  for  each  interface  unit.  In  addi- 
tion there  is  a  $10.00  non-recurring  charge  for  each  Toll  Terminal  and  each 
interface  unit.  The  total  monthly  rate  will  be  $22.25,  with  a  non-recurring 
charge  of  $100.00. 

Per  Tariff  3,  in  the  interest  of  an  efficient  toll  service  for  the  public  certain 
types  of  toll  terminals  are  provided  without  charge.  Since  the  toll  terminals 
you  have  ordered  for  Calvin  College  do  not  fall  in  this  category  we  are  provid- 
ing them  on  a  billed  basis  as  quoted  above. 

If  you  have  further  questions  please  call  me  on  459-9868. 
Sincerely, 

C.  L.  Wyeick, 
Sales  Manager. 
Exhibit  29 

Department  of  Commerce, 
Lansing,  Mich.,  August  18,  1972. 
Mr.  Donald  V.  McKersie, 
President, 
TPI  Inc., 
Grand  Rapids,  Mich. 

De.\r  Mr.  McKersie:  This  is  in  response  to  your  letters  of  May  31,  1972, 
concerning  charges  for  interconnect  devices  on  off-premise  extensions,  of  June 
1,  1972,  concerning  dormitory  PBX  trunk  rates  at  Ferris  State  College,  and 
of  June  2.  1972,  concerning  interface  rates  for  a  customer-owned  centrex 
system. 

We  have  discussed  the  above  three  items  with  the  Michigan  Bell  Telephone 
Company.  In  its  response,  the  telephone  company  pointed  out  that  an  off- 
premise  extension  to  a  customer-provided  PBX  system,  as  discussed  in  your 
May  31  letter,  is  usually  bridged  through  the  central  office.  Because  of  this 
bridging  arrangement,  tlie  off-premise  station  has  access  directly  to  the  DDD 
network  without  passing  through  the  interface  contained  at  the  customers 
main  PBX  location.  Consequently,  an  interface  device  is  required. 

Your  June  1  letter  concerned  classification  of  service  at  dormitories.  M 
present  the  only  residence  service  offered  by  Michigan  Bell  is  in  connection 
with  Centrex  CO.  service.  In  the  case  of  a  dormitory  served  by  such  a  centrex 
system,  the  rate  for  residence  stations  is  20(f  under  the  l-party  residence  flat 
rate  offering  in  that  area.  Michigan  Bell  states  it  ha^  no  plan  at  the  present 
time  for  providing  a  siJecial  trunk  rate  for  dormitory  PBXs.  The  trunk  rate 
is  the  same  regardless  of  whether  Michigan  Bell  provides  the  station  equipment 
or  an  outside  supplier  such  as  yourself  provides  it. 

Concerning  finally  your  question  of  a  connecting  arrangement  for  a  customer- 
provided  centrex  system,  Michigan  Bell  states  that  connecting  arrangement 
hardware  is  currently  under  study  but  that  until  the  studies  are  completed 
and  ratemaking  data  finalized  no  rate  quotes  may  be  made.  We  will  continue 
to  work  with  Michigan  Bell  toward  finalizing  those  rates. 

We  believe  this  should  answer  your  questions. 
Yours  very  truly, 

F.  M.  HOPPE. 
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Exhibit  30 

Michigan  Bell, 
Grand  Rapids,  Mich.,  October  26,  1972. 
Mr.  Deax  W.  Switzer, 
TPT,  Inc., 
Grand  Rapids,  Mich. 

Dear  Mr.  Switzer  :  This  is  in  regards  to  your  letter  dated  September  21, 
1972  on  Calvin  College  Centrex  interconnection  rates. 

In  our  telephone  conversation  on  September  22.  I  told  you  I  would  give  you 
a  status  report  by  October  30.  Although  I  do  not  have  a  firm  answer  at  this 
time.  I  do  expect  to  receive  the  required  rates  during  the  week  of  October  30, 
1972. 

As  soon  as  they  are  received  I  will  call  you  and  then  formalize  the  informa- 
tion in  writing. 
Sincerely, 

C.  L.  Wyrick, 
Sales  Manatjer. 
Exhibit  31 

State  of  Michigan.  Proceedings  before  the  State  Public  Service  Commis.sion 

TPI  Incorporated,  complainant 

vs. 

Michigan  Bell  Telephone  Co.,  respondent 

complaint  and  petition  for  hearing 

NOW  COMES  TPI  Incorporated  and  presents  this  Petition  and  its  Complaint 
against  Michigan  Bell  Telephone  Co.  as  follows : 


/.  TPI  Incorporatd  (hereinafter  Complainant")  is  a  Michigan  corporation 
with  its  principal  oflBce  at  5740  Foremost  Drive,  S.E.,  Grand  Rapids,  Michigan. 

2.  Michigan  Bell  Telephone  Co.  (hereinafter  "Respondent")  is  a  Michigan 
corporation  with  its  principal  offices  located  at  Detroit,  Michigan,  and  with 
business  offices  throughout  the  State  of  Michigan. 

■f.  Complainant  is  engaged  in  the  design,  sale,  installation  and  maintenance 
of  telephone  communication  equipment  and  systems  to  private  purchasers 
throughout  the  State  of  Michigan.  Telephone  systems  and  equipment  sold  by 
Complainant,  known  as  "customer  provided  equipment",  is  then  interconnected 
to  the  Bell  system  telephone  communications  message  network. 

.}.  The  customer  provided  telephone  systems  and  equipment  sold  by  Com- 
plainant to  private  customers  can  be  interconnected  to  the  Bell  message  net- 
work only  by  the  use  of  certain  equipment  provided  by  respondent  or  its 
affiliate  called  a  "connecting  arrangement".  The  term  connecting  arrangement 
is  defined  at  Michigan  Bell  Telephone  Co.  Tariff  M.P.S.C.  No.  7,  Third  Revised 
Sheet  5,  as  follows : 

"The  term  'Connecting  Arrangement'  denotes  the  equipment  provided  by  the 
Telephone  Company  to  accomplish  the  direct  electrical  connection  of  customer- 
provided  facilities  with  the  facilities  of  the  Telephone  Company,  or  the  direct 
electrical  connection  of  Telephone  Company  facilities." 

Connecting  arrangement  equipment  is  commonly  known  as  an  "interface"  or 
"interface  device."  Again,  respondent,  or  its  aflUiate,  is  the  only  source  of  such 
equipment. 

5.  Present  Michigan  Bell  Telephone  Co.  M.P.S.C.  Tariffs  require  the  use  of 
an  interface  device  where  the  customer-provided  equipment  is  interconnected 
with  the  respondent's  message  or  DDD  network,  however,  there  are  presently 
no  standard  tariff  rates  nor  rate  requirements  set  for  all  such  connecting  ar- 
rangement (interface)  devices  which  may  be  required  of  the  Complainant's; 
customers  when  they  interconnect  comi)etitive  equipment. 

6.  Since  approximately  the  early  part  of  1969,  Complainant  has  requested 
that  respondent  provide  it  with  standard  rate  quotations  for  interconnecting 
competing  cu.stomer-provided  telephone  equipment  systems,  including  trunk 
rates  and  interface  rates  for  customer-provided  Centrex  systems. 


7.  Beginning  in  1969  and  since  that  time,  Complainant  has  sought  to  com- 
pete with  respondent  in  selling  customer-provided  Centrex  telephone  equip- 
ment and  systems  to  customers  in  the  public  market  place. 

8.  One  of  Complainant's  first  prosi)ective  customers  for  a  Centrex  system  was 
Calvin  College,  located  in  Grand  Rapids,  Michigan.  In  connection  with  quoting 
that  system's  cost  to  the  customer,  Complainant  requested  a  quotation  from 
respondent  for  Centrex  interconnection  (trunk  and  interface)  rates  and  in 
particular  for  Centrex  interface  rates.  That  request  was  not  and  has  not  been 
met  and  Complainant  is  unable  to  apprise  this  potential  customer,  as  well  as 
others,  of  the  total  costs  of  interconnection. 

9.  In  NovemlKT  of  1970,  Complainant  presented  a  proposal  for  a  privately 
owned  Centrex  telephone  service  system  to  Ferris  State  College,  of  Big  Rapids, 
Michigan.  Again,  the  Complainant  asked  Respondent  for  a  quotation  of  inter- 
connect rates  in  connection  with  this  proposal  and  was  not,  and  to  date  has 
not  been  given  a  rate  quotation. 

10.  In  connection  with  the  proposal  to  the  second  college,  Complainant  pro- 
vided a  quotation  of  estimated  figures  for  interconnection  rates  based  on  a 
competitive  proposal  made  by  respondent  to  Complainant's  original  quote  to  the 
Grand  Rapids  area  college,  that  competitive  proposal  having  detailed  the 
interconnection  rates  which  respondent  believed  then  to  apply  to  Complainant's 
equipment  interconnect.  Thereafter,  the  Respondent  informed  Ferris  State 
College  that  the  approximated  interconnection  rates  were  not  available  as 
quoted  in  Respondent's  competitive  bid,  that  in  fact  they  were  likely  to  be 
higher,  and  refused  again  to  provide  a  firm  quotation  of  rates. 

//.  Following  the  proposal  to  Ferris  State  College  and  the  events  set  forth 
at  Paragraph  10,  Respondent  made  a  competitive  proposal  to  said  colleges  again 
estimating  interconnection  rates  both  higher  than  the  Respondent's  first  com- 
petitive bid  to  Calvin  College  and  higher  than  the  rates  estimated  by  Com- 
plainant in  its  proposal  to  Ferris  State  College. 

12.  In  approximately  April  of  1971  Complainant  began  preparation  to  pre- 
sent a  proposal  for  a  privately-owned  Centrex  telephone  service  system  to  St. 
Mary's  Hospital  of  Grand  Rapids,  Michigan.  Through  1971  and  into  1972,  dis- 
cussions were  had  with  St.  Mary's  and  Complainant  did  present  a  proposal 
which  again  estimated  interconnection  rates  based  upon  the  competitive  pro- 
posal made  by  respondent  at  Ferris  State  College  wherein  Respondent  again 
estimated  interconnect  rates  at  a  higher  cost  than  previously  estimated. 

13.  Complainant  and  St.  Mary's  Hospital  were  subsequently  informed  that 
the  estimated  rates,  based  upon  Respondent's  prior  competitive  proposals, 
would  not  be  available  and  that  when  Respondent  filed  for  a  tariff  to  establish 
Centrex  interface  and  trunk  rates,  they  would  be  substantially  higher  than 
the  estimates  presented  by  Complainant. 

1/f.  Complainant  then  informed  St.  Mary's  Hospital  of  the  change  and  was 
unable  to  conclude  a  contract  with  that  potential  customer  following  the 
change  in  costs  estimated  from  the  original  proposal. 

15.  Respondent  has  obtained  a  tariff  which  requires  the  use  of  the  connecting 
arrangement  or  interface  on  privately  owned,  customer-provided  telephone  sys- 
tems, including  Centrex  systems,  which  are  sold  by  Complainant.  However, 
Respondent  has  refused  to  obtain  even  an  interim  tariff  to  set  a  rate  for  the 
Centrex  interface  despite  the  repeated  requests  of  Complainant.  Respondent's 
position  is  that  it  will  not  seek  a  rate  for  the  Centrex  interface  until  it  re- 
ceives a  formal  interconnection  request  from  a  customer  who  has  purchased 
one  (Exhibit  1). 

16.  Respondent's  failure  to  obtain  an  approved  tariff  rate  for  the  Centrex 
interface,  although  it  has  obtained  a  tariff  requiring  such  device,  as  well  as 
its  failure  to  quote  even  a  suggested  trunk  and  interface  rate  upon  which 
Complainant  can  rely,  has  excluded  Complainant  from  a  substantial  telephone 
systems  customer  market.  A  customer  must  have  150-250  telephones  to  qualify 
for  various  Centrex  operations  according  to  the  tariff  approved  by  the  M.P.S.C. 
for  Respondent  and,  because  Complainant  is  unable  to  quote  even  estimated 
rates  and  because  where  Complainant  attempts  to  quote  such  rates  Respondent 
invariably  raises  its  own  estimates,  thereby  giving  the  appearance  that  Com- 
plainant is  staffed  by  incompetents  at  best  or  liars  at  worst.  Respondent  has 
succeeded  in  stifling  competition  from  Complainant,  rendering  it  unable  to 
compete  in  Centrex  sales.  Respondents'  insistence  that  it  will  not  quote  rates 
until  a  customer  has  purchased  a  Centrex  is  a  sham  since  Complainant  cannot 
sell  a  Centrex  if  it  cannot  accurately  quote  rates. 
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11.  Respondent's  actions  in  failing  to  apply  for  C^ntrex  interface  and  trunk 
rates,  refusing  to  quote  suggested  rates,  in  changing  its  own  estimates  by 
always  revising  them  upward  after  Complainant  relied  on  Respondent's  own 
competitive  quote  estimates,  in  its  actions  with  respect  to  Complainant's  quoted 
jobs  by  telling  potential  customers  that  Complainant  cannot  have  rates  previ- 
ously estimated,  are  deliberate  and  intentional  attempts  by  Respondent  and 
its  agents  to  protect  and  preserve  the  Centrex  market  from  fair  and  open 
competition,  brought  about  by  the  present  tariff  requiring  interfaces  without 
setting  rates  therefor,  all  to  the  damage  of  Complainant  and  to  the  public 
customers  in  the  State  of  Michigan. 

18.  As  a  consequence  of  Complainant's  repeated  protests.  Respondent  agreed 
in  1972  to  obtain  firm  commitments  as  to  required  rates  on  the  Calvin  College 
Centrex  but  to  this  time  it  has  failed  to  do  so  and  there  continues  to  be  an 
effective  exclusion  of  competition  from  this  market. 

19.  Complainant  specifically  alleges  that  there  is  no  justification  for  Re- 
si)ondent's  failure  to  apply  for  an  interconnect  trunk  and  interface  rate  or  to 
agree  on  estimated  interconnect  rates.  All  costs  are  known  to  Respondent  or 
are  readily  available  to  it.  Complainant  has  not  asked  for  a  specific  rate  but 
only  a  rate  to  quote  to  its  customers  so  it  can  compete  with  knowledge  that 
its  quotes  will  not  be  upset. 

20.  Complainant  .specifically  alleges  that  the  equipment  which  it  sells  is  manu- 
factured to  the  standards  required  by  the  Bell  System  so  that  as  to  it.  inter- 
faces are  unnecessary  and  should  be  eliminated,  since  their  only  purpose  is  to 
stifle  competition  presented  by  Complainant. 

WHEREFORE  Complainant  prays  that  this  Commission  order  Respondent 
to  cea.se  and  desist  its  unlawful  practices,  and  to  provide  Complainant  imme- 
diately with  standard  Centrex  interface  and  trunk  rates  and  to  join  Complain- 
ant in  obtaining  a  tariff  approval  for  reasonable  Centrex  interconnection  rates, 
and  to  order  the  elimination  of  connecting  arrangement  devices  on  equipment 
sold  by  Complainant. 

COUNT   II 

21-26.  Complainant  realleges  and  adopts  by  reference  the  allegations  of 
Paragraphs  1-6  of  Count  I. 

27.  In  early  1972,  Complainant  quoted  systems  prices  to  a  customer  for  pri- 
vately owned  equipment  which  included  an  off-premise  extension  to  a  customer- 
provided  PBX  system.  Following  its  quotation  to  the  customer.  Complainant 
was  informed  by  Respondent  that  not  only  would  there  be  an  interface  re- 
quired at  the  customer's  main  PBX  location,  but  that  an  interface  was  re- 
(luired  at  the  off-premi.se  station  as  well,  the  net  effect  being  a  double  interface 
charge  on  the  same  telephone  .system. 

2S.  Respondent's  rationale  for  the  double  interface  charge  was  that  the  off- 
premise  extension  was  usually  bridged  through  a  second  central  oflSce  and 
therefore,  the  off-premise  station  would  have  access  to  the  DDD  network 
without  passing  through  the  interface  contained  at  the  customer'^  main  PBX 
location. 

29.  Complainant  asserts  that  the  rationale  set  forth  by  Respondent  is  not 
accurate  and  is  inapplicable  to  Complainant's  proposed  systems.  Complainant 
has  always  proposed  that  the  standard  voice  grade  circuit  required  for  the  off- 
premi.se  station  be  channeled  directly  through  the  PBX  main  location.  It  is 
absolutely  unnecessary  to  bridge  the  off-premise  extension  through  the  central 
olfico  or  through  a  second  central  office  where  two  are  located  in  the  same  *  *  *. 


Exhibit  32 

Michigan  Bell, 
Marketing  Department, 
Wyoming,  Mich.,  February  13,  1918. 
Mr.  H.  DeWitt, 
Vice  President,  Finance, 
Calvin  College, 
Grand  Rapids,  Mich. 

Dear  Mr.  DeWitt:  This  is  to  confirm  our  conversation  of  February  12,  1973. 
It  is  our  understanding  that  you  want  us  to  deal  directly  with  TPI.  Incorpo- 
rated in  all  matters  pertaining  to  your  telephone  system.  As  your  agent  they 
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will   be  authorized   to   make   additions,    deletions,    and   arrangements   affecting 
your  billing:. 

With  your  concurrence  below  we  will  use  this  letter  as  authorization  to  deal 
directly  with  TPI  until  you  give  us  further  notice. 

IMease  sign  and  return  the  original  to  me.  a  copy  is  enclosed. 

If  you  have  any  questions  please  call  me  on  538-0596. 
Sincerely, 

C.  L.  Wyrick, 
Sales  Manager. 
Michigan  Bell, 
Detroit,  Mich.,  March  30,  1973. 
Mr.  John  R.  Nichols, 

Attorney  at  Law,  , 

haw,  Biichen,  Weathers,  Richardson  d  Butcher, 
Grand  Rapids,  Mich. 

Dear  Mr.  Nichols  :  This  will  confirm  our  discussion  in  your  office  on  March 
27,  1973,  concerning  our  proposed  charges  applicable  for  the  provision  of  Cen- 
trex  CU  features  (AIOD  and  DID)  on  trunks  which  terminate  in  a  customer- 
I)rovided  PBX.  Charges  shown  below  are  quoted  under  the  provisions  of  Tariff 
MPSC  No.  2,  Original  Sheet  100.  SPECIAL  EQUIPMENT  AND  ARRANGE- 
MENTS. 

As  I  indicated  at  the  meeting,  we  will  file  Tariffs  containing  those  charges  as 
soon  as  our  worKload  permits,  but  in  any  event  prior  to  the  time  the  initial 
service  is  placed  in  operation. 

These  charges  will  apply  for  service  provided  in  all  central  oflBces  where 
facility  conditions  permit  offering  this  arrangement.  These  include  No.  lESS, 
No.  5  X  Bar  (with  some  exceptions)  and  large  Step-by-Step  central  offices. 

CENTREX  CU  FEATURES  WITH  CUSTOMER-PROVIDED  PBX 


Basic 

termination 

Central  office  facilities  Monthly  charge 

Basic  charge  includes  first  100  station  numbers  and  10  outgoing  trunks J875  (|) 

Additional  outgoing  trunks,  each. _ -  - 15  (  ) 

Additional  station  numbers,  each  100 - '•>  ^> 


1  Minimum  contract  period  tor  the  service  is  5  years.  The  termination  charge  shall  be  an  amount  equal  to  50  percent  of  the 
unbilled  charges  for  the  unexpired  portion  of  the  contract  period. 


Nonrecurring 
Other  charges  charge  Monthly  charge 


$10 

155.60 

10 

2  9.50 

10 

M.25 

10 

16.00 

10 

12.25 

Data  link— one  per  system - -- 

Connecting  arrangement— one  per  data  link  (C-25) 

Voice  connecting  arrangement  (C-22)  per  incoming  trunk --- 

Voice  connecting  arrangement  (CDS)  per  outgoing  trunk 

Tone  type  address  signaling,  per  central  office  line  or  trunk .-- 

Toll  diversion— customer  provided  restriction (')- 

Student  toll  dialing - (*) 

1  Established  tariff  rates. 

« Rates  will  be  filed.  .    „.      ,    .,.^.  .,  . ,     .,„t 

3  Choice  of  customer-provided  restriction  or  MBT  type  I,  limited  to  where  central  office  facilities  are  available.  NBi 
toll  restriction  wired  to  customer  PBX  not  offered.  Individual  station  restriction  cannot  be  provided. 

*  Provided  at  tariff  rates  (20  cents/bill)  subject  to  administrative  regulations  including  restriction  of  indivudual  stations 
to  enforce  denial  of  toll  service  for  nonpayment. 

The  above  rates  are  in  addition  to  rates  and  charges  for  other  services  or 
facilities  with  which  this  service  is  associated,  including  business  trunk  rates 
(residence  trunk  rates  for  trunks  serving  dormitory  stations). 

In  the  case  of  Calvin  College,  service  could  be  provided  twelve  months  after 
receipt  of  a  firm  order.  As  I  indicated  at  our  meeting,  this  interval  is  appro- 
priate only  for  Calvin  College  and  the  interval  for  any  other  service  would 
depend  on  the  circumstances  peculiar  to  that  installation. 
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If  either  you  or  Mr.  McKersie  have  any  (luestions  on  the  foregoing,  please 
give  me  a  call. 
Sincerely, 

H.    E.    GWILLIM. 

Assistant  Vice  President. 

Exhibit  34 

Law,  Buchen,  Weathers,  Richardson  &  Dutcher, 

Attorneys  and  Counselors, 
Grand  Rapids,  Mich.,  April  27,  191S. 
Re  TPI  incorporated  v.  Michigan  Bell  Telephone  Company,  Case  No.  U-4287. 
Ms.  Mary  Conrad, 
Legal  Department, 
Michigan  Bell  Telephone  Co., 
Detroit,  Mich. 

Gentlemen  :  As  Wayne  Wells  will  tell  you.  our  delay  in  responding  to  the 
matters  discussed  at  the  March  27  meeting  in  our  office  is  due  primarily  to 
our  involvement  in  the  rate  case. 

As  we  mentioned  at  the  meeting,  we  were  concerned  that  Michigan  Bell's 
fixed  rate  schedule  for  Centrex  interconnection  charges  did  not  include  a 
hreak-out  of  DID  and  AIOD  charges.  Although  we  realize  that  our  complaint 
was  only  directed  at  Bell's  refusal  to  quote  a  fixed  rate  which  you  have  now 
furni.shed  to  us  in  writing,  we  assumed,  apparently  erroneously,  that  the  rates 
we  would  be  given  would  include  this  break-out  since  Bell's  previous  written 
and  oral  "estimates"  to  TPI's  pro.spective  customers  had  been  made  in  this 
manner. 

As  we  indicated  to  you  at  the  meeting,  the  equipment  sold  by  TPI  has  the 
capability  of  .supplying  the  AIOD  feature  and  therefore  we  would  want  to 
have  the  option  of  furnishing  this  feature  ourselves.  Ironically,  this  capability 
was  developed  for  us  by  the  manufacturer  because  of  our  inability  to  obtain 
fixed  rates  from  Bell.  Therefore,  this  letter  wi"  serve  as  our  client's  rpouest 
that  Michigan  Bell  provided  a  fixed  rate  break-out  for  AIOD  on  a  customer 
provided  Centrex  CU. 

It  Is  our  understandig  that  Michigan  Bell  intends  to  file  a  tariff  application 
this  year  incorporating  therein  the  rates  established  by  Mr.  Gwillim's  letter 
to  us  of  March  30.  We  would  annreciate  your  advisinc  us  in  writine  as  to  the 
outside  date  for  filing  this  tariff  and  whether  you  will  include  therein  a  sepa- 
rate break-out  rate  for  AIOD.  AUhough  we  have  some  rather  serious  reserva- 
tions as  to  the  rates  quoted  by  Mr.  Gwillim.  we  would  agree  to  raise  our  ques- 
tions in  this  regard  at  the  time  of  your  tariff  filing  unless  of  course  Michigan 
Bell  would  be  willing  to  discuss  this  informally  prior  to  that  time.  However, 
assuming  that  the  timetable  for  fiMng  the  tariff  is  acceptable  to  our  client  and 
that  Michigan  Bell  will  agree  to  include  a  separate  AIOD  rate  in  the  tariff, 
v.'e  are  willing  to  dismiss  the  first  count  of  our  complaint  at  this  time. 

With  respect  to  Mr.  Gwillim's  letter  of  April  13.  we  make  the  following 
comments : 

Interface  Installation  Intervals — We  assume  that  although  the  letter  referred 
only  to  CD9's  and  CDH's.  your  two-week  delivery  interval  will  continue  to 
apply  to  all  interface  devices.  As  we  had  indicated,  our  primary  problems  were 
related  to  CD9"s  and  CDH's  and  STC's  and  perhaps  that  is  why  :\Ir.  Gwillim 
limited  his  comments  to  these  two.  We  just  want  to  make  sure  there  is  no 
misunderstanding  on  this  matter  as  our  client  will  rely  on  this  commitment 
in  quoting  installation  dates. 

There  is  one  further  problem  relating  to  delivery  intervals  which  Don 
McKersie  referred  to  at  the  March  27  meeting.  This  is,  in  the  area  of  adding 
lines  for  existing  customers  (as  opposed  to  new  customers)  of  TPI.  Our 
client's  position  is  that  it  should  be  able  to  meet  the  same  delivery  date  for 
installation  of  an  interface  device  associated  with  the  new  lines  for  an 
existing  TPI  customer,  as  Michigan  Bell  would  meet  for  its  own  customers. 
It  is  certainly  agreeable  to  have  a  two-week  delivery  interval  on  the  interface 
devices  for  new  installations.  However,  a  customer  with  an  existing  installation 
wants  as  prompt  service  in  the  order  and  installation  of  the  new  line  as  can 
be  achieved  with  such  an  order  to  Michigan  Bell.   If  we  are  required  to  wait 
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for  a  two-week  delivery  on  interface  devices  in  supplying  new  lines  to  the 
existing  customers,  this  is  both  an  inconvenience  to  the  customer  and  a  con- 
tinning  problem  for  the  company. 

Consequently,  we  would  ask  that  for  the  smaller  volume  of  orders  associated 
with  adding  lines  to  existing  TPI  customers,  we  receive  assurances  that  we 
can  meet  the  same  delivery  dates  for  installation  of  the  interface  device  asso- 
ciated with  such  new  line  as  Bell  would  meet  for  its  own  customers.  If  this 
cannot  be  assured,  then  there  continues  to  exist  a  temptation  for  Bell  marketing 
people  to  utilize  this  installation  differential  to  Bell's  advantage  in  competing 
for  the  initial  sale  of  the  system.  Based  on  Mr.  Schuler's  indication  to  me  in 
another  matter  that  Bell  cannot  always  control  the  anticompetitive  tactics  of 
the  market  personnel,  we  would  want  this  insurance  in  writing  in  order  to 
eliminate  this  potential  weapon  from  Bell's  competitive  ar.senal. 

Off-Premise  Extension  Stations— This  is  the  one  area  of  our  complaint  where 
we  still  have  a  substantial  disagreement  with  your  people.  We  still  can  not 
accept  the  position  that  an  off-premise  extension  station  has  to  be  bridged  at 
the  central  office.  We  believe  that  your  position  in  this  regard  is  one  based 
primarily  on  the  present  tariff  which  you  admit  was  established  many  years 
ago  when  the  concept  of  interconnect  was  a  non-reality.  We  believe  the  prob- 
lem of  tran.smission.  both  with  respect  to  off-premi.se  exten.sions  from  key 
systems  and  off-premise  stations  from  PBX  systems,  results  from  a  breakdown 
in  communications  between  our  respective  engineering  people  as  to  exactly 
what  we  are  installing  and  how  our  system  will  be  used. 

We  would  therefore  propose  that  the  hearing  on  Count  II  of  our  Complaint 
be  held  temporarily  in  abeyance  if  your  engineering  people  are  willing  to  meet 
with  our  client's  people  to  discuss  the  mutual  problems  involved  in  this  area 
of  lea.sed  circuits  and  to  work  together  to  devise  the  means  or  procedures  for 
overcoming  these  problems.  If  you  are  agreeable  to  taking  this  approach, 
would  you  have  someone  contact  Mr.  Jack  Kruger  or  Mr.  Dean  Switzer  of 
TPI  to  set  ui)  the  initial  meeting.  They  can  be  reached  at  616-949^220. 

I  should  point  out  that  although  we  do  not  question  Mr.  Gwillim's  sincerity 
in  his  indication  that  a  study  is  now  being  conducted  to  determine  if  a  revi- 
sion in  Tariff  l.'i  is  i)ossible.  we  are  rather  doubtful  when  it  comes  to  the  time 
scliedu  e  for  completing  this  .study  in  view  of  the  |)rol)lems  we  encountered 
with  respect  to  the  Centrex  interconnection  rate  study  which  presumably  began 
in  1969.  Therefore,  we  do  not  feel  that  we  can  .just  drop  the  matter  by  indi- 
cating our  willingness  to  wait  until  the  study  has  been  completed.  Instead, 
to  in.sure  that  some  priority  is  being  given  to  this  problem,  we  propose  the 
.l()int  engineering  .study  group  approach   mentioned  above. 

Secretarial  Answering  Service  Interface  Device.  Although  we  can  appreciate 
and  accept  your  po.sition  that  a  multiple  line  interface  device  has  not  yet  been 
developed  and  therefore  cannot  be  offered,  we  cannot  accept  the  conclusion 
tJiat  TPI  must  continue  to  u.se  the  interface  for  each  of  its  own  customers  or 
the  customers  of  its  potential  answering  .service  customers.  To  do  so  would  be 
an  admission  that  Michigan  Bell  has  the  right  to  exclude  TPI  cr  other  inter- 
connect companies  from  the  telephone  answering  service  market  since  the  ex- 
horbitant  cost  of  multiple  interface  devices  effectively  excludes  any  intercon- 
nect company  from  competing  in  this  market.  This  we  believe  is  contrary  to 
the  spirit  and  intent  of  the  Carterphnne  decision.  We  do  believe  there  is  an 
alternative  that  could  be  used  to  resolve  this  problem  temporarily  and  that 
would  be  to  establish  a  one-time  non-recurring  charge  for  interface  devices 
a.ssociated  with  telephone  answering  .service  equipment.  Will  Michigan  Bell 
agree  to  this  alternative  and.  if  .so.  what  rate  would  you  propose  to  establish? 

Mr.  Gwillim's  indication  that  Michigan  Bell  intends  within  the  next  30-60 
days  to  provide  a  single  contact  for  activities  involving  the  interconnect  in- 
dustry will  be  well  accepted  by  us  and  by  our  client.  Our  client  has  been  con- 
fronted with  continued  frustration  Tpver  since  it  entered  this  business  because 
it  has  had  to  deal  with  Michigan  Bell's  marketing  personnel  in  trying  to 
resolve  problems  related  to  the  utility   aspect   of  your  business. 

One  final  point  which  was  rai-sed  at  the  March  27  meeting  and  which  we 
want  to  re-emphasize  here  is  our  complete  dissatisfaction  with  Michigan  Bell's 
position  that  it  will  only  deal  directly  with  the  customer  and  not  with  TPI 
on  customer  matters.  We  originally  referred  to  this  in  connection  with  TPI's 
efforts  to  obtain  Centrex  quotes   on   behalf  of   its   prospective  customers.    We 
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now  find  that  there  are  equally  serious  problems  in  connection  with  trouble 
calls  made  to  your  plant  ixrsonnel  by  TPI  on  behalf  of  its  customers  and 
where  a  Bell  repairman  responds  to  the  call. 

Following  such  calls.  TPI  is  unable  to  obtain  information  as  to  the  nature 
of  the  problem,  what  was  done  to  correct  It.  and  whether  the  origin  of  the 
repair  call  was  in  Bell  equipment  or  in  TPI  equipment.  Instead.  Bell  merely 
bills  the  customer  for  the  repair  call  and  when  the  customer  calls  TPI  to  find 
out  what  the  charge  was  for,  they  are  unable  to  determine  the  answer  to 
such  questions. 

This  becomes  particularly  important  because  we  have  determined  that  in 
some  cases  the  customer  is  charged  for  the  repair  call  and  in  some  cases  he 
is  not.  When  the  Bell  repairman  reports  that  the  "trouble  comes  clear"  we 
have  no  way  of  determining  whether  the  trouble  was  cleared  by  itself,  whether 
it  ir  trouble  with  Bell  equipment  in  the  central  office  or  along  the  transmission 
lines,  or  whether  it  originated  from  the  customer-provided  equipment.  As  we 
read  the  applicable  tariffs,  a  service  charge  would  be  made  where  the  trouble 
originates  from  interconnected  equipment  but  that  such  charges  are  not  to  be 
made  where  the  trouble  originates  from  the  Bell  Telephone  portion  of  the 
system  (see,  MPSC  Tariff  2.  Sheet  89.  Fifth  Revised  Sheet,  effective  4/29/72). 
As  you  can  see.  when  TPI  customers  are  charged  for  repair  calls  and  we  are 
unable  to  provide  them  with  answers  as  to  the  source  of  the  trouble  and  when 
they  are  apparently  charged  in  cases  where  "trouble  comes  clear"  and  in 
other  cases  under  the  .same  circumstances  are  not  charged,  we  can  encounter 
serious  difficulties. 

Accordingly,  we  ask  that  you  advise  us  of  the  policies  set  by  Bell  where  the 
trouble  clears  by  itself.  Will  there  be  a  charge  or  not?  Will  you  agree  to  tell 
us  the  source  of  the  problem  and  the  criteria  for  charging  the  customer?  We 
would  only  suggest  that  our  client  be  notified  by  your  plant  people  as  to  the 
nature  of  the  problem  and  the  corrective  action  taken. 

Only  by  working  together  can  these  problems  be  resolved  and  knowing 
what  caused  the  problem  and  how  it  was  corrected  would  be  of  great  benefit 
to  an  interconnect  company  in  devising  ways  to  avoid  the  problem  in  the 
future.  We  ask  Michigan  Bell  to  work  directly  with  TPI  in  resolving  these 
technical  problems  as  they  arise  and  for  Bell  to  withdraw  the  policy  of  dealing 
only  with  the  customer  where  an  interconnect  company  is  directly  involved. 

As  you  can  see  from  the  foregoing  comments,  as  well  as  from  the  complaint 
filed  by  TPI  in  this  cause,  most  of  the  problems  between  TPI  and  Michigan 
Bell  ari.se  out  of  a  common  denominator  which  is  the  interface  device.  The 
problems  of  delivery  schedules,  rates,  off-premise  extensions,  the  secretarial 
answering  service,  and  our  competition  problems,  lead  directly  from  the  inter- 
face requirements.  We  believe  that  there  are  several  steps  that  could  be  taken 
with  respect  to  the  interface  which  will  adequately  protect  the  Bell  System 
while  permitting  the  interconnect  companies  to  be  viable  entities  in  modern 
commerce.  As  an  example,  a  one-time  charge  for  the  interface  device  on  the 
telephone  answering  service  would  permit  entry  into  this  field,  yet  would 
permit  the  Bell  System  to  recover  the  cost  of  its  device  with  a  fair  profit. 
Maintenance  of  the  interface  or  factored  into  one  time  can  be  continued  by  the 
normal  service  charges  of  the  Bell  System.  Another  example  that  comes  to 
mind  is  with  respect  to  delivery  intervals  for  existing  customers  on  iiew  lines. 
If  the  Interconnect  company  were  permitted  to  purchase  and  stockpile  a  small 
number  of  interfaces  to  meet  the  demands  for  additional  .service,  the  customer 
would  benefit.  Carefully  controlled  experiments  regarding  the  elimination  of 
Interfaces  on  hard  wired  extensions  or  on  telephone  answering  boards  would 
go  far  toward  providing  both  the  Bell  System  and  the  interconnect  companies 
with  information  necessary  to  bring  about  adequate  engineering  resolutions 
of  network  connection  problems. 

Innovative  attempts  at  resolving  the  problems  between  interconnect  com- 
panies and  the  Bell  System  will  have  their  greatest  effect  in  reducing  the 
points  of  friction  between  the  parties.  The  filing  of  complaints  and  direct  con- 
frontations to  bring  about  resolutions  to  the  problems  can  and  should  be  elimi- 
nated. We  ask  that  Michigan  Bell  seriously  consider  these  requests  and  con- 
tinue to  work  with  us  in  attempting  to  resolve  our  differences. 
Very  truly  yours. 

John  R.  Nichols. 
Gary  P.   Schenk. 
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Law,  Buchen,  Weathers,  Richardson  &  Butcher, 

Attorneys  and  Counselors, 
Grand  Rapids,  Mich.,  April  19,  1974. 
Re  TPI  incorporated  vs.  Michigan  Bell  Telephone  Company — Case  No.  U^287 
Ms.  Mart  M.  Conrad, 
Michigan  Bell  Telephone  Co., 
Detroit,  Mich. 

Dear  Ms.  Conrad  :  It  has  now  been  over  a  year  since  we  met  in  our  offices  to 
di.scuss  the  above  matter.  To  date,  no  tariff  application  has  been  filed  with 
regard  to  centrex  interconnection  rates.  Hal  Gwillim's  letter  of  March  30,  1973, 
indicated  that  the  tariff  would  be  filed  "as  soon  as  our  work  load  permits," 
and  from  subsequent  conversations  with  him  and  with  Wayne  Wells  I  was  led 
to  believe  that  this  would  occur  as  soon  as  the  last  rate  case  was  completed, 
lio})efully  during  1973. 

I  hate  to  accuse  Michigan  Bell  of  again  dragging  its  feet  in  another  area  of 
competition,  but  I  can  think  of  no  excuse  for  the  over  one  year  delay  in  doing 
what  we  were  advised  would  be  done  at  our  March  27,  1973,  meeting.  The 
delay  is  particularly  inexcusable  when  you  consider  that  TPI  still  has  not 
obtained  what  it  has  been  trying  to  obtain  since  1989,  namely,  tariff  rates  for 
interconnection  of  privately  owned  centrex  systems.  The  fact  that  we  finally 
received  "proposed"  charges  on  March  30,  1973,  as  a  result  of  our  MPSC 
Complaint  or  that  TPI  has  not  yet  installed  a  centrex  system  is  not  relevant 
in  our  opinion.  To  effectively  compete  in  the  centrex  area,  TPI  and  other 
interconnect  companies  must  be  able  to  rely  on  established  tariff  rates.  They 
have  not  had  these  since  1969  despite  all  of  the  promises  given  by  the  numerous 
employees  of  Michigan  Bell  who  from  time  to  time  have  been  involved  in  this 
matter.  Furthermore,  we  have  never  received  a  breakout  rate  for  AIOD  and 
DID  which  was  not  covered  by  Hal  Gwillim's  March  30,  1973,  letter,  but  which 
you  indicated  in  your  May  24.  1973.  letter  would  be  covered  by  the  tariff 
application  that  we  are  still  waiting  to  receive. 

Will    the   centrex    interconnect    rates   be   covered    by    your   soon    to    be   filed 
g(!neral   rate  application?   If  so,   when   will   this   application  be  filed?   If  not, 
when  do  you  intend  to  file  for  centrex  interconnection  rates? 
Very  truly  yours, 

John  R.  Nichols. 

Exhibit  36 

Focus  ON   Competition   in   Michigan   Bell 

potential  developments  from  the  labs 

Bell  Telephone  Labs  has  asked  a  number  of  the  Operating  Companies  to 
.suggest  and  evaluate  new  applications  and/or  features  offered  or  planned  by 
our  competitors  and  not  now  available  through  the  Bell  System.  We  are  also 
providing  feature-by-feature  evaluation  by  market  segment.  All  this,  in  order 
to  provide  a  marketplace  perspective  needed  in  planning  future  customer 
switching  systems  and  the  relative  marketability  of  features.  We  can  expect 
some  relief  in  these  areas  in  the  way  of  more  competitively  designed  apparatus, 
now  that  BTL  has  begun  asking  questions. 

"low  cost"  maintenance 

Pacific  Tel  tells  us  that  recently,  one  of  its  customers  who  has  had  a  non-Bell 
PABX  in  long  enough  to  get  his  second  maintenance  contract  got  a  real  shock. 
He  has  a  system  consisting  of  150  lines.  His  first  maintenance  contract  was 
$75  per  month  (50«S  per  line).  His  new  contract  is  $280  i>er  month  ($1.87  per 
line)  1 

more  grist  for  the  mill 

One  of  our  Royal  Oak  business  customers  recently  received  this  answer  to 
his  question  on  costs  of  future  additions  and  moves  if  he  purchased  from 
United  Business  Communications : 
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"The  installed  purchase  price  for  a  desk  telephone  is  $95.  The  purchase  of 
a  installed  6-hutton  telephone  set  is  .$195.  Moves  of  telephones  are  handled  on 
a  time  and  material  basis.  The  rate  is  $20  i)er  hour  (portal-to-portal)  with  a 
minimum  call  set  at  $40." 

That's  a  bunch  more  than  current  MBT  charges  for  a  move. 


Several  devices  now  being  promoted  with  the  general  public  for  use  with 
telephone  lines  are  becoming  increasingly  popular.  21st  Century  Communica- 
tions Consultants  market  the  WATS  21  and  PATCH  21.  Com-U-Trol  Corpora- 
tion manufactures  EXTENDA  WATS  and  Diverta-Call— each  of  these  is  being 
vended  in  Michigan.  We  can  provide  interconnection  units  for  these.  A.T.&T. 
reports  that  the  WATS  BOX  is  also  available  in  some  areas.  This  device  is 
not  compatible  with  any  interface  we  current  y  supply. 

We'd  like  to  know  if  you  encounter  or  receive  inquiries  about  other  devices 
such  as  these  so  that  we  can  track  on  the  types  of  new  developments  being 
made  available  to  our  customers  as  well  as  to  determine  whether  we  can  pro- 
vide appropriate  interfaces. 

MISICAI.    CHAIRS 

If  you  have  any  question  about  Bruce  Mahar's  relationship  with  Areata  at 
this  point  in  time,  the  following  communication  was  received  by  MBT  from 
the  Areata  Regional  Manager : 

"Areata  Communications  is  not  nor  has  not  in  any  way  been  associated  with 
National  Telecommunications.  They  are  not  a  subsidiary  nor  do  we  do  any 
installation  work  for  them.  I  might  also  add  that  as  of  May  17.  1972,  Bruce 
Mahar  terminated  his  employment  with  Areata  Communications." 

As  you  might  gather.  Bruce  is  now  afTi  iated  with  his  own  firm — National 
Telecommunications.  He's  a'so  vending  Nitsuko  Key  Systems.  Arcata's  new 
custom  key  line. 

DISCBBH'ION    CALLED   FOB   IN    SUBMITTING  EABLT   BID 

A  critical  look  should  be  taken  at  the  time  and  costs  involved  in  preparing 
and  presenting  so  thorough  an  analysis  of  the  customers"  communications 
needs  that  it  provides  the  competitor  with  his  groundwork  laid  for  him.  For 
example.  Michigan  Bank.  Detroit,  tells  us  that  an  outside  consulting  firm  would 
collect  a  $4,000  fee  for  a  Centrex  study.  If  requested  by  tlie  customer  to  pre- 
sent an  earlier  ana'ysis  and  bid  than  the  competition,  the  competitor  may  then 
be  allowed  to  study  our  proposal,  capitalize  on  our  efforts,  undercut  our  i)rices. 
and.  win  our  customer. 

DATA    TRANSMISSION    NEEDS 

Be  alert  to  customers'  data  transmission  needs.  Interfaces  for  Key  and  PBX 
do  not  i)ermit  data  signals  to  be  transmitted.  If  a  customer  is  considering  pri- 
vate equipment,  the  requirement  for  data  transmission  can  be  a  point  in  our 
f.'ivor  competitively. 

don't  emote 

Contacts  with  representatives  of  the  press  (radio,  TV.  newspapers,  trade 
publications,  etc.)  shou'd  on'y  be  through  our  local  press  relations  people- 
Public  Relations  or  Information  departments.  „o.,.i^ 

••Interconnection's"  .Tohn  Reason  h^s  been  ca  ling  a  number  of  ^^'1  J'^''l''^ 
and  has  been  referred  all  around  the  System.  The  probability  of  misunderstand- 
ing, misquoting,  and  conse.pient  embarrassment  to  the  Company  •«  lugh  un  ess 
PR  is  involved  and  the  appropriate  sign-offs  obtained  before  publication. 


SOME    QUESTIONS    ANO    ANSWERS    ON    TAX     MATTERS 

We  went  to  our  tax  people  in  order  to  get  some  answers  to  questions  that 
you  have  been  asking  about  tax  api)lications  to  competitive  equipment.  \\e 
hope That  you  will  find  the  following  information  useful  in  evaluating  pro- 
posals or  discussing  tax  applications  with  the  customer.  ,„^n,pr 

g  When  communications  equipment  is  leased  by  a  customer  from  another 
vendor,  does  the  Michigan  use  tax  appl.v?  To  whom— cusDiuer  or  vendor. 


3351 

A.  The  Michigan  4%  use  tax  applies  unless  the  customer  is  exempt  from 
sales  &  use  tax.  The  vendor  is  responsible  to  remit  the  tax ;  both  are  re- 
sponsible until  the  tax  is  paid. 

Q.  If  the  e<iuii)ment  is  on  a  lease  with  option  to  buy  or  to  continue  the 
lease,  does  use  tax  or  sales  tax  apply? 

A.  The  4%  use  tax  applies  unless  the  customer  is  exempt  from  sales  and 
use  tax. 

Q.  On  a  conditional  sales  agreement;  e.g.  Y  dollars  for  X  years  with  nomi- 
nal payment  at  the  end  of  the  period  and  title  to  the  equipment  passes  to  the 
customer,  does  the  use  or  sales  tax  apply  and  when? 

A.  On  conditional  sales  agreements,  viz..  customer  to  buy  the  equipment 
at  a  reduced  price  on  a  later  date,  the  4%  use  tax  applies  to  all  lease  pay- 
ments unless  the  customer  is  exempt  from  sales  and  use  tax.  The  4%  ^sales 
tax  applies  to  the  selling  price,  as  stated  by  the  seller,  when  the  customer 
assumes  ownership,   un'ess   the  customer  is  exempt. 

Q.  Does  personal  property  tax  apply  to  equipment  under  a  lease  purchase 
agreement?  If  so,  when? 

A.   The  personal   property  tax   applies   under  a  lease-purchase   agreement. 

a.  The  vendor  is  responsible  while  he  is  the  owner.  The  usual  arrangement 
is  that  the  customer  agrees  to  pay  the  tax.  under  terms  of  the  lease  agree- 
ment. The  vendor  may  render  separate  billing,  over  and  above  the  regular 
lease  payments  or  he  may  include  the  tax  amount  as  an  incremental  part  of 
the  lease  payments. 

Note.  When  MBT  furnishes  the  service,  the  customer  pays  no  personal 
proi)erty  tax  to  the  State:  our  equipment  is  not  on  local  tax  rolls. 

b.  After  transfer  of  ownership,  the  customer  becomes  responsible  for  this  tax, 
and  it  is  computed  on  the  depreciated  value  of  the  equipment. 

Question.  Does  property  tax  apply  on  equipment  under  a  lease  agreement? 
If  so,  who  is  resi>onsible — vendor  or  customer? 

Answer.  The  personal  property  tax  applies  to  eciuipment  under  lease  agree- 
ment. The  vendor,  as  the  owner,  it  responsible  for  this  tax,  but  it  is  usually 
handled  as  covered  in  item  a  above. 

Question.  The  busine.ss  development  tax  credit  is  being  used  by  vendors  of 
communications  equipment  to  empliasize  the  desirability  of  utilizing  private 
equipment.  We  question  if  the  tax  credit  applies  in  all  situations ;  e.g.  lease, 
Unise-purchase,  purchase;  and,  if  so,  what  is  the  proper  percent  application? 

Answer.  Business  development  tax  credit. 

a.  Applies  only  in  case  of  new  equipment. 

Re-used  equipment  is  excluded.  The  following  table  shows  how  the  tax  credit 
is  determined  both  for  purchases  and  for  le-a.ses  : 

Estimated 

useful  life  Tax  credit  allowed  (see  note) 

3  to  4  years 4%  X  %  of  the  fair  market  value. 

5  to6year.s -J^X-Zs  of  the  fair  market  value. 

7  or  more  years 4%X%  of  the  fair  market  value. 

b.  With  one  exception,  the  tax  credit  is  allowed  in  all  cases  of  purchases. 
Foreign  made  equipment  in  excess  of  $5(X)  iver  unit  and  ordered  during  the  wage- 
price  freeze  pericKl  (S-IT-Tl  to  12-20-71)  is  not  eligible  for  the  tax  credit. 

c.  It  may  or  may  not  apply  in  the  case  of  leases  or  lease-buy  arrangements. 
The  law  ailows  either  the  vendor  or  the  customer  to  take  the  tax  credit ;  it  is 
usually  a  bargainable  item  and  it  is  believed  that  in  most  cases  the  tax  credit 
is  passed  on  to  the  customer. 

d.  Tlie  law  does  not  require  that  the  life  of  leases  coincide  with  the  "Estimated 
r.seful  Life"  of  the  eipiipment.  This  makes  no  difference  if  the  vendor  has 
taken  the  tax  credit.  However,  If  the  customer  has  taken  the  tax  credit  he 
should  be  aware  that  if  any  lease  is  terminated  before  expiration  of  the  EvSitimated 
Useful  Life  he  must  apply  a  tax  debit  to  offset  some  of  the  credit  taken  earlier. 
To  illustrate,  referring  to  the  table  above  : 

If  the  equipment  were  leased  under  a  7  year  life  category  (1()0%  of  the  tax 
credit  taken)  and  the  lease  terminated  in  5  years  (qualifying  for  only  %  of  the 
credit)  the  customer  must  pay  back  the  difference  i4%XMi  of  the  Fair  Market 
value ) . 

e.  The  Telephone  Company  does  not  pass  along  investment  credit.  We  are 
.selling  service  only  ;  the  customer  has  no  control  over  the  equipment. 
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Note.  The  4%  rate  applies  to  all  purchases  of  telephone  equipment,  as 
opposed  to  a  7%  rate  for  other  equipment. 

If  you  have  any  further  questions  on  tax  matters,  please  call  us,  we  ll  pur- 
sue the  answers— (313)   883-9900,  ext.  426  or  442. 

Exhibit  37 

*  •  *  and  insurance.  One  of  the  common  ways  of  achieving  a  favorable 
picture  of  cost  savings  for  the  purchase  of  an  interconnect  system  is  for  the 
competitor  to  neglect  the  cost  of  money  when  making  his  comparison.  An- 
other ploy  widely  used  by  our  competitors  is  that  of  projecting  a  high  per- 
centage of  annual  rate  increases  for  Southern  Bell,  such  as  4%  while  holding 
the  cost  for  his  system  stable.  .  «  ^  ^ 

Probably  the  most  common  way  our  competitors  try  to  show  inflated  sav- 
ings to  the  customer  is  for  him  to  omit  the  cost  of  Bell  interface  devices  or 
to  tell  the  customer  that  they  probably  will  not  be  required  in  a  year  or  so. 
An  instructive  point  in  connection  with  this,  is  that  most  non-Bell  PBX  s 
are  manufactured  to  work  with  interface  devices  and  will  not  work  without 
them  unless  expensive  modification  of  the  equipment  is  undertaken. 

Just  as  at  one  time,  most  Southern  Bell  salesmen  knew  very  little  about 
finance,  most  non-Bell  salesmen  know  very  little  at  this  time.  This  means 
that,  in  most  cases,  the  competition  will  not  be  able  to  discuss  the  subject 
with  any  degree  of  authority  in  order  to  defend  his  cost  analysis.  On  the 
other  hand,  we  should  know  what  we  are  talking  about. 

Exhibit  37A 

*  ♦  *  the  difference  between  trunk  charges  and  equipment  charges.  Also, 
this  is  the  time  to  sell  the  customer  on  the  fact  that  interface  devices  are  a 
real  cost  that  he  must  consider. 

(3)  Non-Bell  purchase  price. 

The  purchase  price  should  be  obtained  even  if  the  customer  indicates  he 
will  not  purchase  the  system  outright,  so  that  property  tax,  sales  tax,  insur- 
ance, etc.  can  be  calculated. 

(4)  Nori'Bell  sales  tax. 

The  customer  should  agree  at  this  point  on  the  sales  tax  rate,  e.g.,  4%. 

(5)  Non-Bell  down  payment  or  installation  charge. 

The  customer  should  be  questioned  such  items  as  possible  security  deposits 
and  cost  of  Bell  cable  (this  should  be  discouraged). 

(6)  Total  amount  to  he  financed. 

At  this  point,  distinguish  between  sales  tax  that  wlil  be  either  included 
in  financing  or  paid  in  cash;  also  installation,  down  payment,  security  de- 
posits, etc. 

(7)  Number  of  years  to  he  financed. 

This  question  leads  into  a  discussion  of  the  useful  life  of  the  system  vs 
the  finance  period,  and  you  should  not  let  the  customer  assume  more  than 
10  years  for  a  PBX  and  5  years  for  key  equipment. 

(8)  Annual  finance  rate  (interest  rate). 

Here  you  must  get  customer  agreement.  Try  to  get  an  indication  of  the 
way  the  customer  feels  about  the  current  money  market,  remember  that 
the  customer  may  often  think  that  he  can  borrow  money  more  cheaply  than 
he  actually  can.  You  might  have  some  recent  information  from  a  local  blank 
concerning  the  "prime"  interest  rate. 

Exhibit  38 

August  25.  1970. 

Mr.  E.  F.  GiETZEN, 
District  Sales  Manager, 
Michigan  Bell  Telephone  Co., 
Grand  Rapids,  Mich. 

Dear  Mr.  Gietzen  :  This  letter  is  in  reply  to  your  letter  of  August  17,  1970. 
For  the  most  part  your  response  is  unacceptable. 

Regarding  the  CD9  availability,  I  feel  anything  less  than  installation 
quoted  intervals  on  your  terminal  gear  is  discriminatory.  I  would  request 
that  you  provide  me  with  the  standard  intervals  for  basic  systems,  e.g.,  key 
telephones,  call  directors,  manual  PBX  dial  PBX  (100.  160,  200,  300).  Centrex 
I  &  II. 
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Regarding  the  purchase  of  cable  facilities,  I  find  it  difficult  to  believe  you 
can  order  and  install  a  call  director  system  in  two  weeks  yet  it  take^  sixty 
days  for  a  cable  evaluation!  I  can  understand  that  large  complex  systems 
could  require  the  time  you  indicate,  but  I  cannot  accept  a  minimum  of  60 
days.  Further.  I  would  be  interested  in  the  maximum  number  of  days. 

Regarding  the  D.I.D.  request,  I  should  be  pleased  to  discuss  the  require- 
ments you  indicate.  However,  I  have  not  heard  from  any  of  your  repre- 
sentatives as  yet. 

In  our  meeting  with  you  and  your  staff  personnel,   we  indicated  the  need 
for  rapid  coordination.  Currently,  we  are  expanding  our  operation  throughout 
the  State  of  Michigan.  I  trust  that  a  greater  effort  can  and  will  be  made  in 
resolving  our  interconnect  requests. 
Sincerely, 

Dean  W.  Switzee, 

Vice  President, 
Telephone  Power,  Inc. 
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Michigan  Bell, 
Marketing  Department, 
Gramd  Rapids,  Mich.,  September  I4,  1970. 
Mr.  D.  V.  McKersie, 
President, 

Telephone  Power,  Inc., 
Grand  Rapids,  Mich. 

Dear  Mr.  McKersie:  This  is  in  reply  to  our  conversation  of  September  11, 
1970  regarding  CD9  issue  2  interface  units. 

The  monthly  rate  for  each  of  these  interface  units  is  $6.00  with  a  one-time 
charge  of  $5.00  each  for  installation.  In  addition  to  these  charges,  are  the 
normal  charges  for  touch-tone  calling  and  exchange  service. 

At  this  time,  due  to  supply  and  demand,  I  cannot  give  you  a  definite  de- 
livery interval.  Hopefully,  we  could  supply  this  unit  within  8  to  10  weeks. 

As  I  have  stated  before,  we  will  supply  these  interface  units  at  your  re- 
quest, but  we  will  not  guarantee  them  to  work  with  the  equipment  you  want 
to  interconnect. 

If  you  have  any  questions,  please  call  me  on  459-9868. 
Sincerely, 

C.  L.  Wyrick, 
Sales  Manager. 
Exhibit  40 

Michigan  Bell, 
Marketing  Department, 
Grand  Rapids,  Mich.,  January  26,  1971. 
Mr.  Dean  Switzee, 
Telephone  Power,  Inc., 
Grand  Rapids,  Mich. 

Dear  Mr.  Switzer  :  In  response  to  our  telephone  conversation  of  January 
21,  1971,  regarding  the  trunking  and  interface  facilities  for  the  customer 
owned  telephone  system ;  as  you  know  when  working  with  mechanical  de- 
vices, delays  may  occur,  but  we  will  do  everything  possible  to  meet  the  due 
dates  provided  by  you. 
Sincerely, 

Glen  Pawlowski, 
Sales  Representative. 
Exhibit  41 

Michigan  Bell, 
Markbtting  Department, 
Grand  Rapids,  Mich.,  December  30,  1971. 
Mr.  Dean  W.  Switzer, 
Vice  President, 
TPI  Inc., 
Grand  Rapids,  Mich. 

Dear  Mr.  Switzer:  Your  letter  of  December  23  asked  that  we  stop  the 
practice  of  sending  letters  to  our  customers  who  have  contracted  with  your 
firm  for  interconnected  equipment. 
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We  cannot,  in  good  faith,  agree  to  this  because  the  absence  of  a  caution 
on  a  due  date  we  have  not  agreed  to  would  imply  our  consent  to  the  date 
you  establish. 

As  with  any  equipment  or  service  MBT  provides,  we  make  every  reasonable 
effort  to  meet  a  customer  requested  date.  When  this  is  not  possible,  it  is  our 
policy  to  inform  the  customer  of  our  best  estimate  of  when  service  can  be 
expected.  To  do  otherwise  would  be  misleading  and  could  cause  customer 
operational  problems  in  his  own  business. 

As  discussed  previously  with  you  and  other  members  of  your  firm,  the 
CD9  currently  carries  an  approximate  30  day  instalaltion  interval  and  STC's 
approximately  six  weeks.  In  our  last  meeting,  we  agreed  to  make  every 
effort  to  improve  those  intervals,  but  in  the  meantime  we  would  have  to  quote 
dates  as  stated  above. 

On   that   basis,    we   will   continue   cautioning   our   customers   when    shorter 
than  quoted  intervals  are  stated  as  exi)ected  cut-over  dates. 
Sincerely, 

E.    F.   GlETZEN, 

District  Sales  Manager. 
Exhibit  42 

TPI  Inc., 
Grand  Rapids,  Mioh.,  January  3,  1912. 
Mr.  E.  GlETZEN, 
District  Sales  Manager, 
Michigan  Bell  Telephone  Co., 
Grand  Rapids,  Mich. 

Dear  Mb.  Gietzen  :  I  have  received  your  letter  of  December  30,  1971. 
Perhaps  you  misunderstood  the  purpose  of  my  correspondence  to  you. 

We  have  requested  on  many  occasions  that  Michigan  Bell  provide  inter- 
connect companies  with  fair  and  non-discriminating  installation  intervals 
for  interconnect  devices  when  equipment  users  formally  decide  to  purchase 
private  equipment.  I  can  only  conclude  from  your  answer  that  you  have  one 
set  of  rules  for  your  sales  representatives  and  another  for  the  competition. 

I  believe  we  have  been  reasonable  in  our  request  for  a  fair  policy  from 
your  company. 

Sincerely  yours, 

Dean  W.  Switzer, 

Vice  President. 
Exhibit  43 

TPI  Inc., 
Grand  Rapids,  Mich.,  March  8,  1972. 
Mr.  G.  J.  Flaherty, 
Division  Sales  Manager, 
Michigan  Bell  Telephone  Co., 
Grand  Rapids,  Mich. 

Dear  Mr.  Flaherty  :  In  a  recent  conversation  with  Mr,  E.  F.  Gietzen, 
District  Sales  Manager,  he  indicated  that  your  installation  interval  for  Inter- 
face Units  is  still  30  days. 

As,  you  know,  we  have  formally  requested  that  this  interval  be  changed 
to  conform  with  those  dates  you  offer  for  a  like  service  ie;  1-5  locations — 1 
week,  over  5  locations— 2  weeks.  In  the  past,  you  have  taken  Interfaces  from 
one  job  and  installed  them  at  another  to  meet  a  service  date  of  less  than  30 
days.  However,  with  the  large  number  of  jobs  we  are  now  installing  even 
the  30  day  interval  is  not  being  met. 

In  short,  we  feel  that  installation  intervals  for  Interface  Units  must  con- 
form to  the  dates  your  salesmen  quote  for  your  services. 

If  this  is  not  to  be  your  policy,  please  advise  us  by  March  15.  1972  so  that 
we  may  take  further  action. 
Sincerely, 

Donald  V.  McKersie, 

President. 
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Exhibit  44 

Michigan  Bbxl, 
Marketing  Department, 
Grand  Rapids,  Mich.,  March  21,  1912. 
Mr.  Donald  V.  McKersie, 
President, 
Grand  Rapids,  Mich. 

Dear  Mr.  McKersie:  This  is  to  confirm  our  conversation  of  March  16,  con- 
cerning installation  intervals  on  interface  equipment. 

Because  of  the  relative  newness  of  these  equipments  and  the  continuing 
design  changes,  we  are  not  in  a  position  to  make  formal  commitments  for 
intervals  shorter  than  those  previously  established,  i.e.,  30  days  for  CB9's 
and  6  weeks  for  STC's. 

As  you  know,  on  many  occasions  we  have  installed  interfaces  in  shorter 
intervals,  and  whenever  possible,  we  will  continue  to  do  so,  but  ask  that 
your  people  recognize  the  established  intervals  as  their  guide  in  coordinating 
cut-over  dates. 

Sincerely  yours, 

E.    F.    GlETZEN, 

District  Sales  Manager. 
Exhibit  45 

Department  of  Commerce, 
Lansing,  Mich.,  May  12,  1972. 
Mr.  Donald  McKersie, 
TPI,  Inc., 
Grand  Rapids,  Mich. 

Dear  Mr.  McKersie  :  This  is  in  response  to  your  letters  of  April  4  and 
April  26,  1972,  concerning  alleged  i)ractices  by  Michigan  Bell  Telephone  Com- 
pany in  the  area  of  interconnection.  In  your  letter  of  April  4,  you  aues- 
tioned  the  lengthy  delivery  interval  of  certain  interface  devices  needed  by 
you  when  providing  a  customer  with  privately-owned  telephone  equipment. 

In  response  to  that  charge  the  telephone  company  stated  that  due  to  the 
great  variety  of  interface  units  used  by  the  independent  industry  and  the 
constantly  changing  types  of  connecting  arrangements,  interface  units  are 
not  stocked  by  the  telephone  companies  but  are  ordered  from  Western  Elec- 
tric as  they  are  needed  on  a  30-day  ordering  interval.  The  telephone  company 
further  stated  that  most  of  the  communication  equipment  it  provides  is.  of 
course,  in  stock. 

We  have  urged  the  telephone  company  not  to  use  its  delivery  schedule 
versus  a  delivery  schedule  for  interface  equipment  as  a  selling  point  for 
telephone  company-provided  intercommunication  systems.  It  has  agreed  to 
instruct  its  marketing  people  along  these  lines. 

In  response  to  your  letter  of  April  26,  concerning  irregular  quotes  by  tele- 
phone marketing  people,  it  is  diflBcult  to  discuss  with  the  company  a  specific 
case  not  knowing  the  customer's  name  or  address.  However,  if  quotes  of  10- 
button  sets  without  extension  charges  continue  please  notify  us  again.  The 
corrective  order  has  been  issued  and  the  revised  tariff  sheets  have  been  filed. 
Yours  very  truly, 

F.  M.  Hoppe, 
Director  of  Public  Utilities. 
Exhibit  46 

Michigan  Bell, 
Marketing  Department, 
Grand  Rapids,  Mich.,  July  17,  1972. 
Mr.  W.  A.  Schneider, 
Sales  Engineer, 
TPI,  Inc., 
Grand  Rapids,  Mich. 

Dear  Mr.  Schneider:  I  am  in  receipt  of  your  letter  of  July  10,  1972  to 
Mr.  E.  F.  Gietzen  regarding  your  requested  change  from  CD9  Interface  Units 
to  STC  Interface  Units  for  Ferris  State  College. 
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Our   supply   people   tell    me    that    the    anticipated   delivery    time   for    these 

units  is  61/2  weeks.  Every  effort  will  be  made  to  meet  this  interval. 
Sincerely, 

John  F.  Waldon, 
Communications  Representative. 

Exhibit  47 

May  2,  1973. 

Re  TPI  incorporated  v.  Michigan  Bell  Telephone  Co.  Case  No.  U^287 
Ms.  Mart  Conrad, 
Legal  Department, 
Michigan  Bell  Telephone  Co., 
Detroit,  Mich. 

Gentlemen  :  As  Wayne  Wells  will  tell  you.  our  delay  in  responding  to  the 
matters  discussed  at  the  March  27  meeting  in  our  office  is  due  primarily  to 
our  involvement  in  the  rate  case. 

As  we  mentioned  at  the  meeting,  we  were  concerned  that  Michigan  Bell's 
fixed  rate  schedule  for  Centrex  interconnection  charges  did  not  include  a 
break-out  of  DID  and  AIOD  charges.  Although  we  realize  that  our  com- 
plaint was  only  directed  at  Bell's  refusal  to  quote  a  fixed  rate  which  you 
have  now  furnished  to  us  in  writing,  we  assumed,  apparently  erroneously, 
that  the  rates  we  would  be  given  would  include  this  break-out,  since  Bell's 
previous  written  and  oral  "estimates"  to  TPI's  prospective  customers  had 
been  made  in  this  manner. 

As  we  also  indicated  to  you  at  the  meeting,  the  equipment  sold  by  TPI 
has  the  capability  of  supplying  the  AIOD  feature  and  therefore  we  would 
want  to  have  the  option  of  furnishing  this  feature  our.selves.  Ironically,  this 
capability  was  developed  for  us  by  the  manufacturer  because  of  our  inability 
to  obtain  fixed  rates  from  Bell.  Therefore,  this  letter  will  serve  as  our  client's 
request  that  Michigan  Bell  provide  a  fixed  rate  break-out  for  AIOD  on  a 
customer-provided  Centrex  CU. 

It  is  our  understanding  that  Michigan  Bell  intends  to  file  a  tariff  applica- 
tion this  year  incorporating  therein  the  rates  established  by  Mr.  Gwillim's 
letter  to  us  of  March  30.  We  wou'd  appreciate  your  advising  us  in  writing 
as  to  the  outside  date  for  filing  this  tariff  and  whether  you  will  include 
therein  a  separate  break-out  rate  for  AIOD.  Although  we  have  some  rather 
serious  reservations  as  to  the  rates  quoted  by  Mr.  Gwillim,  we  wouM  agree 
to  raise  our  questions  in  this  regard  at  the  time  of  your  tariff  filing  unless 
of  course  Michigan  Bell  wou'd  be  willing  to  discuss  this  informally  prior 
to  that  time.  However,  assuming  that  the  timetable  for  filing  the  tariff  is 
acceptable  to  our  client  and  that  Michigan  Bell  will  agree  to  include  a 
separate  AIOD  rate  in  the  tariff,  we  are  willing  to  dismiss  the  first  count  of 
our  complaint  at  this  time. 

With  respect  to  Mr.  Gwillim's  letter  of  April  13,  we  make  the  following 
comments : 

Interface  Installation  Intervals. — We  assume  that  although  the  letter  re- 
ferred only  to  CD9's  and  CDH's.  your  two-week  delivery  interval  will  con- 
tinue to  apply  to  all  interface  devices.  As  we  had  indicated,  our  primary 
problems  were  related  to  CD9's  and  CDM's  and  perhaps  that  is  why  Mr. 
Gwillim  limited  his  comments  to  these  two.  We  just  want  to  make  sure  there 
is  no  misunderstanding  on  this  matter  as  cmr  c'ient  will  rely  on  this  commit- 
ment in  quoting  installation  dates,  including  tho.se  for  STC's,  which  are  now 
being  used  more  extensively. 

There  is  one  further  problem  relating  to  delivery  intervals  which  Don 
McKersie  referred  to  at  the  March  27  meeting.  This  is  in  the  area  of  adding 
lines  for  existing  customers  (as  opposed  to  new  customers)  of  TPI.  Our  client's 
position  is  that  it  should  be  able  to  meet  the  same  delivery  date  for  installa- 
tion of  an  interface  device  associated  with  the  new  lines  for  an  existing  TPI 
customer,  as  Michigan  Bell  would  meet  for  its  own  customers.  It  is  certainly 
agreeable  to  have  a  two-week  delivery  interval  on  the  interface  devices  for 
new  installations.  However,  a  customer  with  an  existing  install  aiton  wants 
as  prompt  service  in  the  order  and  installation  of  the  new  ilne  as  can  l.-e 
achieved  with  such  an  order  to  Michigan  Bell.  If  we  are  required  to  wait 
for  a   two-week  delivery   on   interface  devices   in   supplying  new   lines   to   the 
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existing  customers,  this  is  both  an  inconveneince  to  the  customer  and  a  con- 
tinuing problem  for  the  company. 

Consequently,  we  would  ask  that  for  the  smaller  volume  of  orders  asso- 
ciated with  adding  lines  to  existing  TPI  customers,  we  receive  assurance  that 
we  can  meet  the  same  delivery  dates  for  installation  of  the  interface  device 
associated  with  such  new  line  as  Bell  would  meet  for  its  own  customers.  If 
this  cannot  be  assured,  then  there  continues  to  exist  a  temptation  for  Bell 
marketing  people  to  utilize  this  installation  differential  to  Bell's  advantage 
in  competing  for  the  initial  sale  of  the  system.  Based  on  Mr.  bchuler's  indi- 
cation to  us  in  another  matter  that  Bell  cannot  always  control  the  anti- 
competitive tactics  of  the  market  personnel,  we  would  want  this  insurance  in 
writing  in  order  to  eliminate  this  potential  weapon  from  Bell's  competitive 
arsenal. 

Off-Premise  Extension  Stations. — This  is  the  one  area  of  our  comp^laint 
where  we  still  have  a  substantial  disagreement  with  your  people.  We  still  can 
not  accept  the  position  that  an  off-premise  extension  station  has  to  be  bridged 
at  the  central  office.  We  believe  that  your  position  in  this  regard  is  one 
based  primarily  on  the  present  tariff  which  you  admit  was  established  many 
years  ago  when  the  concept  of  interconnect  was  a  non-reality.  We  believe  the 
problem  of  transmission,  both  with  respect  to  off-premise  extensions  from 
key  systems  and  off-premise  stations  from  PBX  systems  results  from  a  break- 
down in  communications  between  our  respective  engineering  people  as  to 
exactly  what  we  are  installing  and  how  our  system  will  be  used. 

We  would  therefore  propose  that  the  hearing  on  Count  II  of  our  Complaint 
b€  held  temporarily  in  abeyance  if  your  engineering  people  are  willing  to 
meet  with  our  client's  people  to  discuss  the  mutual  problems  involved  in  this 
area  of  leased  circuits  and  to  work  together  to  devise  means  or  procedures 
for  overcoming  these  problems.  If  you  are  agreeable  to  taking  this  approach, 
would  you  have  someone  contact  Mr.  .Tack  Kruger  or  Mr.  Dean  Switzer  of 
TPI  to  set  up  the  initial  meeting.  They  can  be  reached  at  616-949-4220. 

I  should  point  out  that  although  we  do  not  question  Mr.  Gwillim's  sincerity 
in  his  indication  that  a  study  is  now  being  conducted  to  determine  if  a 
revision  in  Tariff  15  is  possible,  we  are  rather  doubtful  when  it  comes  to  the 
time  schedule  for  completing  this  study  in  view  of  the  problems  we  encoun- 
tered with  respect  to  the  Centrex  interconnection  rate  study  which  presum- 
ab'y  began  in  1969.  Therefore,  we  do  not  feel  that  we  can  just  drop  the 
matter  by  indicating  our  willingness  to  wait  until  the  study  has  been  coni- 
p  eted.  Instead,  to  insure  that  some  priority  is  being  given  to  this  problem, 
we  propose  the  joint  engineering  study  group  approach  mentioned  above. 

Secretarial  Answering  Service  Interface  Device. — Although  we  can  appre- 
ciate and  accept  your  position  that  a  multiple  line  interface  device  has  not 
yet  been  develot)ed  and  therefore  cannot  be  offered,  we  cannot  accept  the 
conclusion  that  TPI  must  continue  to  use  the  interface  for  each  of  its  own 
customers  or  the  customers  of  its  potential  answering  service  customers.  To 
do  so  would  be  an  admission  that  Michigan  Bell  has  the  right  to  exclude 
TPI  or  other  interconnect  companies  from  the  telephone  answering  service 
market  since  the  exhorbitant  cost  of  multiple  interface  devices  effectively 
excludes  any  interconnect  company  from  competing  in  this  market.  This  we 
believe  is  contrary  to  the  spirit  and  intent  of  the  Carterphone  decision.  We  do 
believe  there  is  an  alternative  that  could  be  used  to  resolve  this  problem 
temporarily  and  that  wouM  be  to  establish  a  one-time  non-recurring  charge 
for  interface  devices  associated  with  telephone  answering  service  equipment. 
Will  Michigan  Bell  agree  to  this  alternative  and.  if  so.  what  rate  would  you 
propose  to  establish? 

Mr.  Gwillim's  indication  that  Michigan  Bell  intends  within  the  next  30-60 
days  to  provide  a  single  contact  for  activities  involving  the  interconnect 
industry  will  be  well  accepted  by-  us  and  by  our  client.  Our  client  has  been 
confronted  with  continued  frustration  ever  since  it  entered  this  business 
because  it  has  had  to  deal  with  Michigan  Bell's  marketing  personnel  in  trying 
to  resolve  problems  related  to  the  utility  aspect  of  your  business. 

One  final  point  which  was  raised  at  the  March  27  meeting  and  which 
we  want  to  re-emphasize  here  is  our  complete  dissatisfaction  with  Michigan 
Bell's  position  that  it  will  only  deal  direct'y  with  the  customer  and  not  with 
TPI  on  customer  matters.  We  originally  referred  to  this  in  connection  with 
TPI's  efforts  to  obtain  Tentrex  quotes  on  behalf  of  its  prospective  customers. 
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W6  now  find  that  there  are  equally  serious  problems  in  connection  with 
trouble  calls  made  to  your  plant  personnel  by  TPI  on  behalf  of  its  customers 
and  where  a  Bell  repairman  responds  to  the  call. 

Following  such  calls.  TPI  is  unable  to  obtain  information  as  to  the  nature 
of  the  problem,  what  was  done  to  correct  it.  and  whether  the  origin  of  the 
repair  call  was  in  Bell  equipment  or  in  TPI  equipment.  Instead.  Bell  merely 
bills  the  customer  for  the  repair  call  and  when  the  customer  calls  TPI  to 
find  out  what  the  charge  was  for.  they  are  unable  to  determine  the  answer 
to  such  questions. 

This  becomes  particularly  important  because  we  have  determmed  that  in 
some  cases  the  customer  is  charged  for  the  repair  call  and  in  some  cases  he 
is  not.  When  the  Bell  repairman  reports  that  the  "trouble  comes  clear"  we 
have  no  way  of  determining  whether  the  trouble  was  cleared  by  itself, 
whether  it  is  trouble  with  Bell  equipment  in  the  central  office  or  along  the 
transmission  lines,  or  whether  it  originated  from  the  customer-provided 
equipment.  As  we  read  the  applicable  tariffs,  a  service  charge  would  be  made 
where  the  trouble  originates  from  interconnected  equipment  but  that  such 
charges  are  not  to  be  made  where  the  trouble  originates  from  the  Bell  Tele- 
phone portion  of  the  system  (see,  MPSC  Tariff  2.  Sheet  89,  Fifth  Revised 
Sheet,  effective  4/29/72).  As  you  can  see.  when  TPI  customers  are  chargetl 
for  repair  calls  and  we  are  unable  to  provide  them  with  answers  as  to  the 
source  of  the  trouble  and  when  they  are  apparently  charged  in  cases  where 
"trouble  comes  clear"  and  in  other  cases  under  the  same  circumstances  are 
not  charged,  we  can  encounter  serious  difficulties. 

Accordingly,  we  ask  that  you  advise  us  of  the  policies  set  by  Bell  where 
the  trouble  clears  by  itself.  Will  there  be  a  charge  or  not?  Will  you  agree 
to  tell  us  the  source  of  the  problem  and  the  criteria  for  charging  the  cus- 
tomer? We  would  strongly  suggest  that  our  client  be  notified  by  your  plant 
people  as  to  the  nature  of  the  problem  and  the  corrective  action  taken. 

Only  by  working  together  can  these  problems  be  resolved  and  knowing 
what  'caused  the  problem  and  how  it  was  corrected  would  be  of  great  benefit 
to  an  interconnect  company  in  devising  ways  to  avoid  the  problem  in  the 
future.  We  ask  Michigan  Bell  to  work  directly  with  TPI  in  resolving  these 
technical  problems  as  they  arise  and  for  Bell  to  withdraw  the  policy  of  deal- 
ing only  with  the  customer  where  an  interconnect  company  is  directly  in- 
volved. 

As  you  can  see  from  the  foregoing  comments,  as  well  as  from  the  com- 
plaint filed  by  TPI  in  this  cause,  most  of  the  problems  between  TPI  and 
Michigan  Bell  arise  out  of  a  common  denominator  which  is  the  interface 
device.  The  problems  of  delivery  schedules,  rates,  off-premise  extensions,  the 
secretarial  answering  service,  and  our  competition  problems  lead  directly 
from  the  interface  requirements.  We  believe  that  there  are  several  steps  that 
could  be  taken  with  respect  to  the  interface  which  will  adequately  protect 
the  Bell  System  while  permitting  the  interconnect  companies  to  be  viable 
entities  in  modern  commerce.  As  an  example,  a  reasonable  one-time  charge 
for  the  interface  device  on  the  telephone  answering  service  would  permit 
entry  into  this  field,  yet  would  permit  the  Bell  System  to  recover  the  cost 
of  its  device  with  a  fair  profit.  Maintenance  of  the  intreface  can  be  continued 
by  the  normal  service  charges  of  the  Bell  System  or  could  be  factored  into 
the  one-time  non-recurring  charge.  Another  example  that  comes  to  mind  is 
with  respect  to  delivery  intervals  for  existing  customers  on  new  lines.  If  the 
interconnect  company  were  permitted  to  purchase  and  stockpile  a  small 
number  of  interfaces 'to  meet  the  demands  for  additional  service,  the  customer 
would  benefit.  Carefully  controlled  experiments  regarding  the  elimination  of 
interfaces  on  hard  wired  extensions  or  on  telephone  answering  boards  would 
go  far  toward  providing  both  the  Bell  System  and  the  interconnect  companies 
with  information  necessary  to  bring  about  adequate  engineering  resolutions 
of  network  connection  problems. 

Innovative  attempts  at  resolving  the  problems  between  interconnect  com- 
panies and  the  Bell  System  will  have  their  greatest  effect  in  reducing  the 
points  of  friction  between  the  parties.  The  filing  of  complaints  and  direct 
confrontations  to  bring  about  resolutions  to  the  problems  can  and  should  be 
eliminated.  We  ask  that  Michigan  Bell  seriously  consider  these  requests  and 
continue  to  work  with  us  in  attempting  to  resolve  our  differences. 
Very  truly  yours, 

John  R.   Nichols. 
Gary    P.    Schenk, 


3359 

Exhibit  48 

Septembeb  26,  1972. 
Mr.  Dave  Babtz, 
Michigan  Bell  Telephone  Co., 
Oak  Park,  Mich. 

Dear  Mr.  Bartz  :  Per  our  conversation,  I  am  vrriting  a  letter  depicting  prob- 
lems that  we  have  suffered  with  Michigan  Bell  Telephone  Company.  I  will 
only  research  the  problems  to  the  beginning  of  the  year. 

1.  Tri-City  Bank — ^Installed  seven  (7)  of  ten  (10)  interface  ordered,  ordered 
touch  tone  service  from  Southgate,  neglected  to  inform  us  that  there  was  no 
touch  tone  available  in  that  office. 

2.  Huttenlocher — Changed  lines  in  central  office  from  loop  start  to  ground 
start  before  due  date.  Repeated  problems  with  bad  cable.  We  had  to  vacate 
abandoned  Michigan  Bell  cable  in  conduits. 

3.  Vlasic  Foods — Repeated  calls  and  letters  to  have  cable  removed. 

4.  Associated  Midwest — We  had  to  vacate  abandoned  Michigan  Bell  cable 
from  conduits. 

5.  Central  Heating— Missed  installation  date  of  4/21  and  several  subsequent 
dates.  Installed  STC  incorrectly  5/16,  under  the  guidance  of  Michigan  Bell 
we  hardwired.  On  5/19  Michigan  Bell  notified  us  that  problems  with  interface 
were  ours  and  we  had  48  hours  before  we  would  be  disconnected.  We  then 
made  an  appointment  to  meet  with  the  Michigan  Bell  installer,  his  supervisor, 
and  plant  engineer  to  determine  the  problem.  This  is  the  only  time  to  my 
knowledge  that  a  test  was  done  on  any  interface  installed.  The  test  to  Michi- 
gan Bell's  satisfaction  proved  the  problem  was  ours.  However,  they  did  not 
make  any  voltage  tests  on  the  units.  The  input  voltage  was  only  6  volts 
rather  than  21  ±5  volts  DC  required.  Michigan  Bell  then  corrected  their  problem. 

6.  A.  J.  Segal — Missed  due  date.  Cut  off  Bell  cable  flush  in  conduit.  Five  (5) 
of  six  (6)  STC  worked  on  cut  over. 

7.  Westheimer — Excellent  cooperation  from  Michigan  Bell. 

8.  McCullough  Realty — Cut  over  went  smooth.  However,  we  are  currently 
having  problems  with  Michigan  Bell  service.  On  8/25  a  line  in  trouble.  It  took 
three  (3)  subsequent  service  requests  to  convince  Michigan  Bell  that  the 
problem  was  theirs.  It  was  then  that  we  realized  that  Michigan  Bell  does  not 
maintain  a  stock  of  STC  for  maintenance  nor  are  their  repairmen  equipped 
with  the  proper  tools  or  "si>ecs"  to  dismantle  or  repair  the  equipment  you 
charge  us  for.  Repaired  9/6. 

9.  Goodfellow— On  this  job  the  installer  left  the  interface  for  us  to  hook  up. 
He  did  not  have  Michigan  Bell  specs. 

10.  Carpet  Center — Abandoned  cable. 

11.  Walter  Herz— Missed  due  date.  One  (1)  of  ten  (10)  STC  did  not  work. 
Problems  of  noisy  cable  and  crosstalk.  These  were  reported  in  June,  and  the 
noise  problems  still  have  not  been  corrected. 

12.  O'Neil  Realty— Short  three  (3)  CBH  interface  at  cut  date.  Hardwired 
per  Michiga:!  Bell.  Cable  cut  off  in  conduit.  Michigan  Bell  installer  did  not 
have  our  order  for  private  line. 

13.  Robinson  Furniture — Problems  getting  interface  to  our  equipment  loca- 
tion. 

14.  Hiller-Lutey — Michigan  Bell  cut  cable  off  in  conduits,  we  had  to  remove. 

15.  ILiilley  Homes — Cut  with  no  problems. 

16.  Oakland  Press— Addition  of  three  (3)  lines  took  three  (3)  weeks  after 
they  were  installed  before  we  could  get  someone  to  repair  them.  We  ordered 
lines  to  be  trunk  hunting,  however,  Michigan  Bell  neglected  to  tell  us  that 
none  were  available. 

17.  Crown  Heating— Missed  due  dates. 

18.  Pontiac  Tractor— Missed  due  dates  by  three  (3)  weeks.  One  of  their 
reasons  was  "a  going  away  party". 

19.  Neerie  Alix — Did  not  even  start  temporary  installation  until  it  wa« 
two  (2)  days  over  due. 

20.  Russ  Johnson— Due  8/11  still  not  installed.  Refusal  to  locate  power  fail- 
ure instrument  at  our  desired  location.  Unsatisfactory  wiring  of  ground  wire 
across  face  of  building.  Michigan  Bell  marketing  man  drives  by  Russ  Johnson 
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on  the  way  home,  it  was  his  astute  opinion  that  the  customer  was  not  ready 
for  STC,  so  he  delays  order.  Last  four  (4)  numbers  when  installed  were  not 
in  sequential  hunt.  Last  number  went  to  intercept  operator.  All  interface  finally 
working  9/23. 

21.  Keating — Missed  due  date. 

22.  Jax  Kar  Wash — Missed  due  date.  Attempted  to  disconnect  service  at 
other  location  without  any  authorization.  On  initial  installation  four  (4)  of 
six   (6)    STC  ordered  were  installed.  Order  finally  completed  on  9/20. 

23.  Moceri — Missed  due  date.  Michigan  Bell  only  ordered  six  (6)  STC  when 
we  specified  eight  (8).  Michigan  Bell  has  worked  part  of  the  order  prior  to 
cut  date  and  did  not  notify  us  or  the  customer  of  number  changes.  Plus  the 
number  changes  were  not  worked  correctly. 

I  have  list  23  jobs  of  which  we  have  had  contact  with  Michigan  Bell  on, 
only  2  jobs  had  no  problems. 

On  all  letters  written  to  Michigan  Bell  we  state  "if  you  have  problems  or 
questions,  please  contact  us".  We  have  not  received  one  phone  call  or  one 
letter  prior  to  commitments.  We  continually  call  to  inquire  on  the  job  status, 
for  which  we  receive  the  reply  "I  will  get  back  with  you"  or  "no  problems". 
We  have  yet  to  have  a  Michigan  Bell  marketing  man  to  return  our  call  by 
the  time  promised,  and  there  are  very  few  instances  that  we  find  "no  problems". 
We  have  been  continually  assured  by  Michigan  Bell  that  every  effort  to  ac- 
quire, maintain,  and  meet  due  dates  of  interface  are  being  made.  The  only 
assurance  I  have  from  Michigan  Bell  is  not  to  rely  on  Michigan  Bell  for  any- 
thing. 

We  have  been  told  that  Areata  and  the  other  interconnect  companies  receive 
special  attention.  If  Areata  receives  some  sort  of  special  attention.  I  must  ask 
which  direction  the  attention  is  sent.  I  hardly  feel  that  as  far  as  the  general 
public  is  concerned  that  Michigan  Bell  fails  to  meet  less  than  5%  of  their 
commitments.  I  therefore  must  ask  that  the  service  that  Areata  is  receiving 
from  Michigan  Bell  presently  shou'd  be  vastly  improved  immediately  to  meet 
with  your  own  high  standards  of  service. 

The  most  important  point  to  bring  out  in  this  letter  is  "what  is  going  to 
happen  in  the  future"?  Areata  does  not  want  a  relationship  which  is  strained. 
Areata  does  not  want  to  form  opinions  which  are  not  consistent  with  your 
company's  policies.  Areata  is  willing  to  work  with  Michigan  Bell  on  any  prob- 
lem. Is  Michigan  Bell  willing  to  work  with  Areata? 

Here  are  some  thoughts  that  may  help  Areata  and  Michigan  Bell  provide 
better  service  for  OUR  customers. 

1.  Clear  cut  procedure  in  ordering  of  interface  for  Areata  and  Michigan 
Bell.  This  includes  due  dates,  correct  and  standard  ordering  information  (per- 
haps your  USOC  code),  a  verification  for  equipment  commitment  dates  from 
Michigan  Bell. 

2.  Better  and  more  training  of  Michigan  Bell  installation  and  maintenance 
people. 

3.  Give  us  a  definite  procedure  that  will  be  followed  universally  by  Michigan 
Bele  Telephone. 

4.  A  direct  line  of  communication  between  Areata  Service  and  Michigan  Bell 
Service.  This  would  save  money  and  time  for  Michigan  Bell. 

5.  Realization  that  there  is  a  point  that  Areata  changes  roles  from  a  com- 
Iietitor  to  a  customer. 

The  motives  for  this  letter  are:  (1)  not  to  chastise  for  past  problems,  but 
to  enhance  the  opportunities  for  an  amiable  working  relationship  in  the 
future.  (2)  remind  Michigan  Bell  Telephone  that  we  expect  once  a  job  is 
sold  to  be  treated  as  a  customer  not  a  competitor,  and  (3)  our  mutual  cus- 
tomers should  be  treated  equally  regardless  of  whose  equipment  they  use. 
A  response  to  this  letter  would  be  greatly  appreciated. 
Sincerely, 

Tim  Gbiggs, 
Installation  Manager. 
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Michigan  Bell, 
Grand  Rapids,  Mich.,  May  5,  1970. 
Re :  Interconnection 
D.  V.  McKersie, 
President, 

Telephone  Power,  Inc., 
Grand  Rapids,  Mich. 

Dear  Sir:  This  is  to  confirm  our  conversation  of  April  28,  1970,  regarding: 

A.  "Automatic"  Interconnection  of  a  Privately-Owned  Coin  Telephone. 

B.  "Automatic"  Interconnection  of  Stromberg-Carlson  1A2  Key  Type  Dial 
Telephones  equipped  with  Pick-Up.  Hold,  Lamps  and  a  Dial-Selective  Intercom 
System.  ' 

At  this  time  we  decline  approval  for  interconnection  as  described  in  "A" 
above  for  two  reasons : 

1.  The  supplier  or  manufacturer  of  communications  equipment  must  specify 
the  connecting  device  to  be  used,  for  which  their  equipment  was  designed, 
from  those  which  are  "Bell  System"  approved.  The  technical  specifications  for 
these  devices  have  been  supplied  to  many  manufacturers.  These  specifications 
are  also  available  by  writing  to  American  Telephone  &  Telegraph  Company, 
195  Broadway,  New  York,  New  York  10007. 

2.  This  type  of  interconnection  would  violate  the  provisions  of  Michigan  Bell 
Telephone  Company  Tariff  M.P.S.C.  No.  7,  Sheet  6,  paragraph  B-2,  which 
states  in  part : 

"Services  and  facilities  shall  not  be  used  for  any  purpose  for  which  a  pay- 
m.ent  or  other  compensation  shall  be  received  by  them  or  either  of  them  from 
any  person,  firm  or  corporation  for  such  use,  or  in  the  collection,  transmission 
or  delivery  of  any  communications  for  others .  .  .  ." 

At  this  time  we  also  decline  approval  for  interconnection  as  described  in 
"B"  above  for  the  following  reason : 

1.  The  supplier  or  manufacturer  must  specify  the  connecting  device  to  be 
used  from  those  which  are  "Bell  System"  approved.  As  stated  previously, 
information  on  "approved"  devices  is  available. 

As  I  discussed  with  you,  Michigan  Bell  will  not  do  anything  further  to  meet 
your  requests  for  this  type  of  interconnection  until  you  provide  us  with  the 
information  requested  above.  Requests  for  engineering  of  special  "Connect- 
ing Devices"  should  be  directed  to  American  Telephone  and  Telegraph. 

If  you  have  any  additional  questions  on  these  two  requests,  or  any  questions 
on  interconnection  in  general,  please  call  me  on  459-9868. 
Sincerely, 

Chables  L.  Wttwck, 

Sales  Manager. 

Teletphone  Power,  Inc., 

Map  €,  1910. 
Mr.  Thomas  J.  Storc, 

Manager  of  Market  and  Product  Planning. 
Strumberg-CarUon, 
Rocheiiter,  AM'. 

Dear  Mr.  Storc:  This  is  to  confirm  our  discussion  of  Monday.  May  4,  1970, 
regarding  our  reque.st  to  Cichigan  Bell  Telephone  Company  to  interconnect 
Stromberg-Carlson  key  type  telephones  located  in  our  offices. 

The  Telephone  Company  instructed  us  to  go  back  to  the  supplier  for  informa- 
tion on  an  approved  interface  arrangement.  See  copy  of  letter  attached. 

Would  you  please  as.sist  us  in  obtaining  the  necessary  interface  to  activate 
this  equipment.  We  have  installed  your  telephones  and  are  most  anxious  to  obtain 
their  operational  benefits. 
Sincerely, 

Donald  V.  McKersie,  President. 
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iiU  SYSTEM  MtACnCES 
ATATC* : 


SU6AQ  SU7QW,  RDMZR,  RDY,  STC,  STS 


SICnON  4A3-34O.101 
hMM  I,   May  1971 
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1.01  This  section  provrides  identification,  installation, 
operation,  maintenance  and  connection 

information  for  the  KS-20721,  List  1  and  KS-20721, 
List  2  general  purpose  station  couplers  when  used 
in  Voice  Connecting  Arrangements  (VGA)  SU6AQ, 
SU7QW,  RDMZR,  RDY,  STC,  and  STS. 

1.02  The  KS-20721  sUtion  coupler  (Fig.  1)  may 
be  used  in  place  of  the  KS-20008  control 

unit  (MD)  and  the  KS-20445,  List  1  control  unit, 
since  the  same  customer  connector  is  used  and  most 
of  the  control  leads  perform  identical  functions. 
The  KS-20721  can  provide  the  same  functions  as 
the  KS-19622  (2W)  recorder  coupler  but  requires 
different  plug  and  wiring  connections. 

1.03  The  customer  should  be  informed  by  the 
manufacturer  or  supplier  of  the  equipment 

of  the  proper  Voice  Connecting  Arrangement  to 
be  used  with  his  equipment. 

1.04  If  the  customer  wants  a  copy  of  the  Technical 
Reference  which  covers  any  of  the  above 

Voice  Connecting  Arrangements,  the  customer 
should  contact  the  local  Telephone  Company  Business 
Office  or  the  Marketing  Representative. 

1.05  Lettered  Steps:    A  letter  a,  b,  c,  etc, 
added  to  a  step  number  in  Part  5  of  this 

section  indicates  an  action  which  may  or  may  not 
be  required  depending  on  local  conditions.  The 
condition  under  which  a  lettered  step  or  a  series 
of  lettered  steps  should  be  mad*  ia  given  in  the 
ACTION  column,  and  all  steps  govtrned  by  the 
same  condition  are  designated  by  the  same  letter 
within  a  test.  Where  a  condition  does  not  apply, 
all  steps  designated  by  that  letter  should  be  omitted. 


1X6     The  KS-20721  station  coupler  is  used  to 

provide  the  connecting  arrangements  described 

in  Table  A.    The  connecting  arrangement  code 

and  Universal  Service  Order  Code  (USOC)  suffixes 


are  ehoaen,  where  possible,  to  correspond  to  the 
options  and  list  numbers  showm. 

IJT  Vokse  Connecting  Amngements  RDMZR, 
RDMZY,  mnd  RDY:  These  connecting 
arranKementB  are  intended  to  replace  the  existing 
VGA  RDM  which  uses  a  modified  KS-19522  recorder 
coupler  (2-way  transmission,  1.02)  to  connect 
CBStomer-provided  (CP)  answering  sets  and  recorders. 
VGA  RDMZR  is  used  where  the  serving  central 
office  provides  a  battery  reversal  or  momentary 
open  when  the  calling  party  disconnects.  This 
allows  the  Calling  Party  Control  (CPC)  circuit  to 
automatically  disconnect  the  CP  answering  set. 
VGA  RDMZY  is  used  where  the  serving  central 
office  does  not  provide  a  disconnect  signal  when 
the  ealUng  party  disconnecu.  In  this  case  tiie  List 
12  voice  control  (option  Y)  ia  used  at  the  option 
of  the  Telephone  Company  to  provide  automatic 
disconnection  of  the  CP  equipment  VGA  RDY  is 
used  where  the  customer  requests  the  automatic 
voinme  limiting  feature  of  the  List  12  voice  control 
for  oae  with  his  recorder. 

1.00  Voice  Connecting  ArrmngementB  SUSAQ 
modSUeAV:  These  connecting  arrangements 
are  intended  to  replace  the  existing  VCA  SU6 
which  uses  a  modified  KS-20445  control  unit  (2-way 
traaamission)  to  connect  CP  alarm  sending  devices 
and  systems.  VCA  SL'6AQ  is  used  where  the 
serving  central  office  is  other  than  SXS  where  the 
List  11  pulse  corrector  is  not  required.  VCA 
SU6AV  is  used  where  the  serving  central  office  is 
SXS  and  the  List  11  pulse  corrector  is  required 
by  the  Telephone  Company 

1.09  Voice  Connecting  Arrangementt  SV7QW 
andSUTVW:  These  connecting  arrangemente 
are  intended  to  replace  the  existing  VGA  SU7 
which  uses  a  modified  KS-20445  control  unit 
(repartory  dialer)  to  connect  CP  dial  pulfee  dialers 
that  require  no  transmission  paths.  VCA  SU7QW 
is  used  where  the  serving  central  office  is  other 
than  SXS  and  where  the  Last  1 1  pulse  corrector  is 
not  required.    VGA  SU7VW  is  used  where  the 
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UCriON  463-340-101 


VOICE 

eONNKTlNO 
AHIANGEMENT 

lYPICAl 

CUSIOMEB-PROVIDiD 

EOUirMENT 

KS-M71I 

STAIION  COUPU* 

UST  NUMtOS 

TTflCAl 
OfllONS 

RDMZR 

Answering  Set 

Listl 

Q,  R,  Z 

RDMZY 

Answering  Set 

List  2't 

Q.  R.  Y.  Z 

RDY 

Answering  Set 

List  2 

Q,  R,  Y,  Z 

SU6AQ 

Alarm  Systems 

Listl 

Q,  R,  Z 

SU6AV 

Alarm  Systems 

List  1,  lO.t 
lit 

R,  V,  Z 

SU7QW 

Dialers 

Listl 

P,  Q.  W 

SU7VW 

Dialers 

Listl.  10.  t 
lit 

P,  V,  W 

>/       J  4    J 

STCQX 

Extension  Tele- 
phones 

List  1,  10. 
14 

P.  Q,  S,  X,  Z 

STCVX 

Extension  Tele- 

List  1.  lO.t 
11.  14t 

P.  S,  V.  X,  z 

STSQT 

Tone  signaling 
devices 

List  1,10. 
13 

Q,  R.  T,  Z 

STSVT 

Tone  signaling 
devices 

List  1,  10. 
11,  13t 

R.  T.  V.  Z 

•List  2  consists  of  Lists  1,  10,  and  12 
tTelephone  Company  Option 


.75- 


■erving  central  office  is  SXS  and  where  the  List 
11  pulse  corrector  is  required  by  the  Telephone 
Company. 

1.10  Voice  Connecting  Arrangements  STSQT 
mad  STSVT:  These  connecting  arrangements 
are  intended  to  replace  the  existing  VGA  CAU  plus 
sua  (also  coded  VCA-SU4)  or  VGA  SU6  plus  SU3 
used  with  the  KS-20445  List  2  control  unit  or  the 
modified  KS-20445,  List  2  control  unit  (2-way 
transmission),  respectively,  to  provide  a  means  for 
CP  alarm  sending  devices  or  systems  to  transmit 


and  receive  supervisory  tones.  VGA  STSQT  is 
used  where  the  serving  central  office  is  other  than 
SXS  and  where  the  List  11  pulse  corrector  is  not 
required.  VGA  STSVT  is  used  where  the  serving 
central  office  is  SXS  and  the  List  11  pulse  corrector 
is  required  by  the  Telephone  Gompany. 

1.11  Voice  Connecting  Arrangements  STCQX 
mad  STCVX:  These  are  new  connecting 
arrangements  that  are  intended  to  be  used  to 
connect  extension  telephone  sets  or  key  system  line 
circuits  or  stations  (not  requiring  lamp  supervision). 


Pa9«3 
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nS  1,  SECnON  4«».340.101 


X 


TELEPHONE  CO. 
CONNECTIONS 
SCREW  TERMINALS 


n«.  I— KS-20711,  Ust  1  or  LM  X  Station  Cooplor 


VCA  STCQX  is  used  where  the  serving  central 
office  is  other  than  SXS  and  where  the  List  11 
pulse  corrector  is  not  required.  VCA  STCVX  is 
used  where  the  serving  central  office  is  SXS  and 
where  the  List  11  pulse  corrector  is  required  by 
the  Telephone  Company. 

1.12  An  associated  telephone  set  may  make  a 
normal  outgoing  call  with  any  of  the 

arrangements. 

1.13  The  KS-20721,  List  15  test  set  is  used  to 
test  the  station  coupler. 


7.     IDENTIFICATION 
(a)    Purpose 


0To  provide  facilities  for  connecting  various 
types  of  CP  equipment  to  the  telephone  line 

0To  limit  excessive  levels  from  CP  equipment 
and  to  provide  protection  for  personnel  and 
facilities  against  hazardous  voltages. 

(b)  AppUcation 

9Used  to  interface  with  CP  telephone  answering 
sets,  message  recorders,  dictation  machines, 
alarm  systems,  repertory  dialers,  intercom 
systems,  and  extension  telephones. 

(c)  Ordering  Guide 

©Coupler,  Station,  KS-20721  LI  (Fig.  2) 
©Coupler,  Station,  KS-20721L2  (Fig.  3) 
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^   ©Assembly.  Hinge.  KS-20721L10  (Fig.  3) 

^©Corrector.  Pulse.  KS-20721L11  (Fig.  5) 

©Control.  Voice,  KS-20721L12  (Fig.  6) 

#ymiter.  KS-20721L13  (Fig.  7) 

©Supply.  Ring.  KS-20721L14  (Fig.  8) 

eSet.  Test.  KS-20721L15  (Fig.  9) 

#Tool.  KS-19192L1 

©Transformer,  2012B 

(d)  Design  Features ',  The  KS-20721  station  coupler 
provides  the  following  features: 

0DC  isolation  and  high-voltage  surge  protection 

©20  Hz  ringing  detection  (an  isolated  contact 
that  closes  during  the  last  half  of  each 
ringing  cycle  is  provided  to  the  customer) 

©Network  control  signaling  (off-hook,  dial 
pulse,  tone  address  signaling,  and  ringing). 

©Two-way  voice  transmission  (with  option  S 
provides  dc  supply  for  extension  telephones 
and  network  control  over  CT  and  CR) 

©Automatic  or  controlled  answer  and  disconnect 
(DC  calling  party  controlled  disconnect) 

©AC  or  DC  powered  (Telephone  Company 
provided  2012B  transformer  or  customer 
provided  21  ±5V  dc). 

XOl  The  KS-20721,  List  1  station  coupler  (Fig.  2) 
is  the  basic  unit,  designed  to  be  field  equipped 
with  a  KS-20721,  List  10  hinge  assembly  for  mounting 
any  combination  of  the  four  optional  circuit  packs 
|fl|k.  4).  The  circuit  packs  are  equipped  with  quick 
^Inect  Malco  lead  connectors  for  easy  installation. 


2.02     The  KS-20721,  List  2  station  coupler  (Fig.  3) 

consists  of  a  KS-20721,  List  1  station  coupler 

with  a  KS-20721,  List  10  hinge  assembly  and 

KS-20721,  List  12  voice  control  factory  installed. 

Kie  List  2  coupler  should  be  used  where  the 
rving  central  office  does  not  provide  a  disconnect 
signal  when  the  calling  party  disconnects. 


1A9     The  KS-20721,  List  11  pulse  corrector  (Fig.  5) 
is  used  to  correct  percent  break  of  dial 
pulses  from  CP  equipment  served  by  SXS  central 
offices. 

tM  The  KS-20721.  List  12  voice  control  (Fig.  6) 
provides  for  automatically  disconnecting  the 
coupler  from  the  telephone  line  in  central  offices 
that  do  not  transmit  a  disconnect  pulse  to  the 
called  party  when  the  calling  party  disconnects.  It 
also  provides  a  —5  dBm  volume  limited  output  from 
a  line  bridging  amplifier  to  the  CP  equipment. 

IM     The  KS-20721,  List  13  limiter  (Fig.  7)  Umits 
the  average  power  delivered  to  the  central 
office  to  - 12  dBm. 

X06     The  KS-20721,  List  14  ring  supply  (Fig.  8) 
supplies  a  high  voltage  20  Hz  ringing  signal 
for  operating  up  to  three  CP  ringers  (C4  type  or 
equivalent). 

r07  The  KS-20721,  List  15  test  set  plugs  into 
the  connector  on  the  station  coupler  and  is 
used  with  a  1013-type  handset  (or  equivalent)  to 
check  the  operation  of  the  coupler  after  installation 
(Fig.  9). 

3.     INSTAllATION— KS-a0721,  LISTS  1   AND  2, 
STATION  COUPLERS 

3.01  The  location  and  method  of  installing  the 
station  coupler  shall  be  consistent  with 

standard  practices.  The  KS-20721  station  coupler 
is  designed  for  wall  or  shelf  mounting,  weighs  4 
lbs,  measures  approximately  9  inches  square  by  3 
inches  deep,  and  has  a  metal  base  with  plastic 
cover.  (Cover  screws  require  KS-19192.  List  1 
tool  to  remove). 

3.02  A  15-pin  connector  (Jl)  (Fig.  1)  is  located 
on  the  base  of  the  unit  to  connect  the 

transmission  path  and  control  leads  to  the  CP 
equipment.  The  mating  Cinch  plug  (PI)  (plug 
No.  231-15-61-133  with  Hood  No.  239-13-99-069)  is 
customer-provided  and  prewired  to  his  equipment. 
Screw  terminals  on  the  left  side  of  the  printed 
circuit  board  provide  connections  to  the  CO  line, 
telephone  set,  and  2012B  power  transformer.^ 
Flexible  jumper  leads  with  Malco  connectors  provide 
for  installation  options. 

3.03  If  practical  locate  station  coupler  within  5 
feet  of  associated  telephone  company  telephone 
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OPTION 
CONNECTIONS 


Fig.  2— KS-20721,  Uit  1  Station  Ceuplar,  Covar  Ramevad 


set  and  connect  telephone  set  mounting  cord  directly 
to  station  coupler,  otherwise  interconnect  telephone 
set  and  station  coupler  using  D  station  wire.  Secure 
telephone  set  mounting  cord  or  D  station  wire  to 
clamp  at  lower  left  comer  of  station  coupler. 


3.04  The  station  coupler  should  be  located  so  as 
'  to  be  readily  accessible  for  maintenance  and 
close  to  a  115V  ac  convenience  outlet  not  under 
control  of  a  wall  switch.  When  power  is  supplied 
by  a  2012B  transformer,  a  current  limited,  positive 
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SCREW  FASTENERS 
TURN  CLOCKWISE 
ONLY 


Hg.  3— KS-20721,  LUt  2  Stolien  CeupUr,  Covar  Ramovad 
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FASTENER,  TURN 
CLOCKWISE    ONLY 


RING    SUPPLY 


~-^ 


r 


Kg.  4— KS-M721  StofJon  Covplw  wifh  OpNenol 


with  OpNenol  arcull  Pockt 
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ng.  5— KS-30721,  Utt  11  PuIm  CorrMtor 


ng.  7— KS-20721,  U»l  13  Umitar 


Complete  all  inatallatJon  work  before 
connecting  the  2012B  tranaformer  or 
tbeCPi 


Rs.  <— KS-20721,  Ust  12  Vole*  Control 


PACK  INSTALLATION    . 

tM  The  KS-20721,  Lists  11,  12,  13  and  14  circuit 
packs  may  be  easily  installed  in  the  field. 
The  installer  may  add  any  combination  of  the 
optional  circuit  packs  initially  or  to  an  existing 
installation. 


21  ^5  volts  dc  is  provided  to  the  customer  on  lead 
Bl  (ground  return  on  lead  B2).  If  the  customer 
furnishes  power,  21  ±5  volts  dc  is  connected  to 
leads  Bl  and  B2  throuj^  plug  (PI). 


UST  II  PULSf  CORRECTOK  (SXS  SERVING  CENTRAL 
OFfKE) 


1.M     The  pulse  corrector  is  used  when  the  CP 
pais€»  have  the  correct  rate  (8-11  pps)  but 


P«90« 
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ng.  8— KS-20721,  Llit  14  Ring  Supply 


do  not  meet  the  58  to  64  percent  break  requirements. 
The  pulse  corrector  circuit  reforms  the  pulses  to 
correct  the  percent  break  ratio,  eliminates  transients, 
contact  bounce,  and  split  pulses  less  than  10ms 
duration.  This  circuit  permits  normal  supervision 
and  flashing. 


UST  12  VOICE  CONTROl  (SERVING  CENTRAL  OFFICE 
IS  OTHER  THAN  SXS  OR  =  5  CSBR) 


3.07  The  List  12  voice  control  consists  of  a  speech 
detector  and  a  13-second  timer  that  is  kept 
reset  by  pulses  from  the  speech  detector  when 
voice  signals  are  present  on  the  telephone  line.  In 
the  absence  of  speech  signals  the  timer  will  time 
out  in  approximately  13  seconds  disconnecting  the 
coupler  from  the  line.  Central  office  receiver 
off-hook  tone  generator  will  prevent  operation  of 
the  List  12  voice  control.  An  automatic  volume 
limited  (AVL)  amplifier  is  part  of  the  speech 
detector  and  provides  a  relatively  constant  -5  dBm 
speech  level  at  600  ohms  to  leads  AVL  and  ground. 
The  customer  may  use  this  AVL  amplifier  to  drive 
a  tape  recorder,  paging  system,  or  other  equipment. 
The  List  12  voice  control  is  required  when  the  local 
central  office  does  not  provide  a  suitable  disconnect 
signal  (momentary  interruption  in  line  current) 
when  the  calling  party  goes  on-hook. 


UST  13  LIMITER 

3.08  The  List  13  limiter  circuit  protects  the 
telephone  facilities  from  excessive  tone  signal 
levels  from  the  CP  equipment.  Average  power 
limiting  is  achieved  by  a  photoresistor  shunting 
the  transmission  path.  A  level  detector  drives 
current  through  the  lamp  controlling  the  photoresistor 
when  the  signal  amplitude  goes  above  - 10  dBm. 


UST  14  RING  SUPPLY 

3.09  The  List  14  ring  supply  provides  a  high 
voltage  (85V  RMS  20  Hz)  ringing  signal  to 
leads  RUl  and  CR  to  operate  up  to  three  CP 
ringers  (C4  type  or  equivalent).  The  circuit  consists 
of  a  dc  to  de  inverter  supply,  and  a  relay  driver. 
Tlje  inverter  changes  the  21V  dc  input  to  approximately 
120V  dc  output.  Wiring  option  X  changes  connections 
to  the  RU  relay  and  contacts.  When  ringing  is 
present,  the  RU  relay  operates  at  a  20  Hz  rate  to 
alternate  the  polarity  of  the  120V  dc  output  to 
provide  the  85V  RMS  ringing  signal. 


X10 


To  add  optional  circuit  packs,  perform  the 
following  steps: 


(1)  Disconnect  the  customer  equipment  cable 
from  the  station  coupler. 

(2)  Remove  the  cover  from  the  station  coupler 
using  the  KS-19192,  List  1  tool;  disconnect 

all  external  leads  from  terminal  screws.  Remove 
station  coupler  from  wall  or  shelf  and  move  to 
a  suitable  work  area. 

Note:    Connections  removed  should  be  marked 
for  correct  and  easy  replacement. 

(3)  Attach  KS-20721,  List  10  hinge  assembly,  to 
the  four  comer  screws  mounting  the  List  1 

board.   Refer  to  Fig.  3  and  4. 

(4)  The  installer  can  mount  any  combination  of 
circuit  packs  on  the  internal  mounting  frame 

formed  by  the  hinge  assembly.  Place  board  in 
correct  position  on  frame  (Refer  to  Fig.  4  or 
cover  label)  and  secure  with  four  corner  mounting 
screws  furnished  with  circuit  pack. 


Change  flexible  jumper  leads  on  List  1  board 
as  shown  in  Table  A. 


SECTION  463-340-101 
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STATION    COUPLER  lOISA 

HANDSET 


Rfl.  »-KS-«)ni  S»otl9n  CoupUr  with  KS-MTJI,  UU  15  T«.f  $•»  and  1013A  Handtat 


(6)  Plug  connecting  leads  from  boards  into 
corresponding  Malco  terminals  on  List  1  board 
per  Table  A  and  Fig.  5,  6,  7.  and  8.  Dress 
leads  to  avoid  interference  with  boards  and 
k  cover  and  secure  leads  with  cable  clamp  provided. 


(7)   Close  hinge  assembly  and  fasten  the  two 
top  comer  fasteners. 


(8)    Reinstall  station  coupler  and  reconnect  leads 
disconnected  in  step  (2). 

3.11      After  installation  is  completed,  perform 
operational  tests  given  in  Part  5  to  check 
for  proper  operation  before  CP  equipment  is 
connected. 

4.     METHOD  OF  OPERATION 


Turn  fasteners  clockwise  only  to  open 
or  close.  (Fastenermsy  break  if  turned 
counterclockwise.) 


4.01      The  KS-20721,  List  1  station  coupler  (Fig.  12) 

consists  of  a  20  Hz  ringing  signal  detector 

operating  ring  up  (RU)  relay,  a  supervisory  control 
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circuit  operating  line  transfer  (TR)  relay,  dial  pulsing 
(PK)  relay,  and  calling  party  control  (CPC)  relay, 
a  transmission  circuit  consisting  of  two  transformers 
in  tandem,  a  peak  voltage  limiter,  and  a  power 
supply  rectifier  and  filter  circuit. 

OUTGOING  CAll 

4.02  When  the  customer  goes  off-hook,  the  CP 
equipment  provides  a  contact  closure  to  the 
off -hook  leads  OHl  and  0H2,  or  when  option  S  is 
used,  the  CP  equipment  provides  a  dc  termination 
across  leads  CT  and  CR  to  permit  network  control 
(off-hook,  and  dialing)  without  using  leads  OHl 
and  0H2.  After  a  1-second  delay,  during  which 
time  the  coupler  will  terminate  a  call  originated 
from  a  phone  connected  to  Tl  and  Rl,  the  coupler 
will  seize  the  telephone  line  and  complete  the 
2-way  transmission  path  (if  P  option  is  provided 
the  1-second  delay  is  eliminated).  The  closure 
between  leads  OHl  and  0H2  must  be  maintained 
for  the  duration  of  the  call,  except  during  dial 
pulsing.  The  CP  equipment  maintains  the  closure 
until  dial  tone  is  returned  before  transmitting  dial 
pulses.  The  List  1  coupler  repeats  dial  pulses 
through  PR  relay  to  the  CO  line.  When  the  CP 
dial  pulses  do  not  meet  the  percent  break 
requirements,  the  List  11  pulse  corrector  is  required 
for  SXS  central  offices  only.  Two-way  transnriission 
is  provided  during  line  seizure;  dial  tone  and  call 
progress  tones  are  returned  to  the  CP  equipment. 
The  transfer  leads  are  operated  by  the  TR  relay 
to  indicate  coupler  status  to  the  CP  equipment. 
During  line  seizure  leads  TRl  and  TR2  are  closed, 
leads  TR2  and  TR3  are  opened.  When  the  line  is 
released  leads  TRl  and  TR2  are  open  and  leads 
TR2  and  TR3  are  closed. 


and  RUl  to  the  CP  equipment  to  operate  up  to 
three  CP  ringers  (C4  type  or  equivalent).  The  ring 
detector  circuit  also  causes  PR  relay  to  operate 
and  hold  for  about  4  seconds  during  which  time  if 
the  RUl  and  RU2  leads  are  connected  across  leads 
ANS  and  Bl  the  coupler  will  automatically  seize 
the  line  to  trip  ringing.  The  CP  equipment  may 
answer  the  call  by: 

(a)  Closing  leads  OHl  and  0H2. 

(b)  Closing  leads  CT  and  CR  through  a  resistive 
termination  (when  option  S  is  used). 

(c)  Closing  lead  ANS  to  lead  Bl  momentarily. 
Performing  (a)  or  (b)  causes  TR  relay  to  operate 
causing  line  seizure,  since  PR  relay  was  already 
operated  by  the  ring  detector.  Performing  (c) 
causes  PR  relay  to  stay  operated  and  causes  TR 
relay  to  operate.  Telephone  line  current  operates 
CPC  relay  which  causes  PR  and  TR  relays  to  stay 
operated  after  lead  ANS  is  disconnected  from  lead 
Bl.  Any  of  the  actions  listed  in  (c)  will  cause  the 
coupler  to  terminate  the  telephone  line  and  answer 
the  incoming  call.  Two-way  transmission  is  provided 
immediately  on  line  seizure,  leads  TR2  and  TR3 
are  opened,  leads  TRl  and  TR2  are  closed,  indicating 
line  seizure.  When  the  ANS  lead  is  closed  to  Bl 
to  answer  the  call,  leads  OHl  and  0H2  must  not 
be  connected  and  there  should  be  no  dc  termination 
across  CT  and  CR. 


DISCONNECT  INCOMING  CALL 


The  coupler  will  remain  connected  to  the 
telephone  line  until  it  is  caused  to  disconnect 


DISCONNECT  OUTGOING  CALL 

4.03  When  the  CP  equipment  goes  on-hook  by 
opening  leads  OHl  and  0H2  (or  leads  CT 

and  CR  when  using  option  S)  PR  relay  releases 
causing  TR  relay  to  release  and  terminate  the  call. 

INCOMING  CALL 

4.04  When  20  Hz  ringing  is  detected  by  the  ring 
detector  circuit,  relay  RU  will  operate  for 

approximately  1  second  during  each  ringing  cycle 
closing  leads  RUl  and  RU2  to  indicate  ringing  to 
the  CP  equipment.  When  List  14  ring  supply  is 
used  with  option  X,  a  high  voltage  (85V  RMS, 
20Hz)  ringing  signal  is  applied  between  leads  CR 


(a)  A  disconnect  pulse  (a  momentary  open  or 
battery  reversal)  is  received  from  the  CO. 

(Some  COs  give  a  momentary  open  only  after 
time-out.) 

(b)  The  CP  equipment  closes  lead  DIS  to  lead 
B2. 

(c)  List  12  voice  control  causes  disconnect  when 
speech  is  absent  for  approximately  13  seconds. 


Any  of  the  actions  described  cause  TR  and  PR 
relays  to  release  disconnecting  the  coupler  from 
the  line. 
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DIAL  PULSE  REPERTORY  DIALER  (NO  TRANSMISSION 
PATH) 

4.06  With  a  repertory  dialer  (Fig.  11)  the  customer 
goes  off-hook  with  the  associated  telephone 

Cumpany  telephone  set  and  after  receiving  dial  tone 
operates  his  dialer  to  outpulse  the  desired  station 
code.  The  dialer  pulsing  contacts  open  and  close 
leads  OHl  and  0H2  causing  PR  relay  to  repeat 
the  pulses  over  leads  R  and  Rl  to  the  telephone 
line.  The  muting  (off-normal)  contacts  from  the 
CP  dialer,  if  provided,  open  and  close  the  muting 
leads  MUl  and  MU2  causing  RU  relay  to  repeat 
closures  on  leads  A  and  A2  to  mute  the  telephone 
set  receiver  during  outpulsing.  To  prevent  a  false 
dial  pulse,  power  must  be  applied  to  the  coupler 
and  leads  OHl  and  0H2  must  be  closed  before 
the  associated  telephone  handset  goes  off-hook.  If 
a  power  failure  occurs,  the  coupler  automatically 
connects  the  telephone  set  across  the  line  so  the 
customer  can  dial  manually. 

UST  IS  TEST  SET 

4.07  The  List  15  test  set  (Fig.  9  and  13)  is  used 
for  connecting  the  1013-type  handset  (or 

equivalent)  and  a  connecting  cable  terminated  in  a 
plug  for  connection  to  the  station  coupler.  The 
test  set  simulates  the  connections  of  CP  equipment 
to  check  out  the  operation  of  the  circuits  and 
interface  leads  to  the  CP  equipment. 

4.08  When  detailed  circuit  description  and  operation 
information  is  required,  refer  to  CD-  and 


^Power  is  supplied  to  station  coupler  with 
correct  polarity 

9CO  pair  is  good. 

^Leads  to  CO  line  and  telephone  set  are 
secure 

©Wiring  options  and  coupler  connections  are 
correct  ' 


5.02      After  performing  steps  in  5.01,  if  trouble 
still  exists,  perform  the  following  operational 
test 


OPERATIONAL  TESTS 


Make  all  operational  tests  with  CP 
equipment  disconnected. 


5.03     Test  for  proper  operation  of  the  station 
coupler  using  the  KS-20721,  List  15  test  set 
(Fig.  9).   The  test  set  permits  testing  of  the  station 
coupler  independent  of  the  customer  equipment. 


5.04     Apparatus  Required: 

(a)   List  15  Test  Set 


S.     MAINTENANCE 

SJ>I      When  trouble  is  reported  verify  that 

©Customer  connector  plug  is  secure  in  coupler 


(b)    1013A  (or  equivalent)  Handset 


(c)    KS-6571  (or  equivalent)  battery  (if  coupler 
is  powered  by  CP  equipment) 


Preparation 


VERIFICATION 


Rotate  selector  switch  on  List  15  test  set  to 
OFF. 


Remove  cover  of  station  coupler  using  KS-19192, 
List  1  tool 
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VilUHCATION 


Connect  a  1013A  (or  equivalent)  handset  to 
terminals  provided  on  test  set  (Fig.  9). 

If  coupler  is  normally  powered  by  CP 
equipment- 
Use  a  24V  (KS-6571  or  equivalent)  battery 
and  connect  the  pin-tipped  red  lead  from  the 
test  set  to  -I-24V  and  black  lead  to  -24V. 


5b  If  option  S  is  not  provided— 

Connect  alligator  clip  on  wire  comiiig  from 
the 'test  set  plug  to  the  positive  (  +  )  terminal 
of  capacitor  C17  in  the  station  coupler. 

6  Connect  test  set  plug  to  receptacle  on  station 

coupler. 


White  lamp  extinguished 
Red  lamp  extinguished. 


5.06  Method 

7c 


If  option  S  provided— 
Operate  switch  on  handset  I 


Rotate  selector  switch  of  test  set  to  position 
1. 


White  lamp  lighted. 

Dial  tone  heard  in  handset  receiver  at  a  low 

level. 


Rotate  selector  switch  of  test  set 
2. 


White  lamp  extinguished. 
Dial  tone  silenced. 


Rotate  selector  switch  of  test  set  to  position 
2. 

Operate  switch  on  handset  to  TALK. 


White  lamp  lighted. 

Dial  tone  heard  in  handset  receiver. 


12  Using  the  handset,  call  the  local  test  desk 
and  request  the  testman  to  call  back,  proceed 
to  Step  13  immediately. 

13  Operate  switch  on  handset  to  MON. 

14d  If  List  14  ring  supply  not  provided- 

Rotate  selector  switch  of  test  set  to  position 
3. 


White  lamp  extinguished. 


Testman  returns  call. 


White  lamp  flashes  in  unison  with  ringing 
cycle. 
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If  List  14  ring  supply  provided- 
Rotate  selector  switch  of  test  set  to  position 
4. 


VERIFICATION 

White  lamp  extinguished. 


Note:    Disregard  flash  of  white  lamp  when 
selector  switch  is  moved  from  2  to  4. 


Testman  returns  call. 


Rotate  selector  switch  of  test  set  to  position 
5  and  operate  switch  on  handset  to  TALK. 

If  List  12  voice  control  not  provided — 
Rotate  selector  switch  of  test  set  to  position 
6. 


Red  lamp  flashes  (both  elements)  in  unison 
with  ringing  cycle. 


White  lamp  lighted  steady. 

(Red  lamp  extinguished  if  lighted  in  step  16e.) 


Request  testman  to  release  the  line. 


Operate  switch  on  handset 
for  disconnect. 


MON  and  wait 


White  lamp  extinguished  within  1  minute 
(indicates  disconnect). 


22g  If  List  12  voice  control  provided- 

Request  the  testman  to  disable  his  transmitter 
,  while  retaining  talk  battery  on  the  line. 

23g  Operate  switch  on  handset  to  MON,  wait  20 

seconds  then  operate  switch  to  TALK. 

24g  Route  selector  switch  of  test  set  to  position 

6  and  talk  for  at  least  10  seconds  and  request 
testman  to  remain  silent  for  20  seconds  then 
disconnect 

25g         Operate  switch  on  handset  to  MON  and  wait 
for  disconnect 


White  lamp  remains  lighted. 


White  lamp  extinguished  in  approximately  13 
seconds. 


Rotate  selector  switch  of  test  set  to  position 


White  lamp  remains  extinguished  (if  white 
lamp  lights,  verify  that  switch  on  handset  is 
in  MON  position.  Rotate  selector  switch  of 
test  set  back  to  position  6,  wait  for  lamp  to 
extinguish  then  rotate  back  to  position  7  and 
proceed  with  test) 


Rotate  selector  switch  of  test  set 
8. 


White  lamp  lighted. 

Dial  tone  heard  in  handset  receiver. 

(If  there  is  an  abnormal  delay  before  proceeding 

to  the  next  step,  some  offices  may  return  a 

dial  tone  time-out  indication.    If  this  happens, 

rotate  selector  switch  to  OFF  then  back  to 

position  8,  dial  tone  will  return  and  proceed 

with  test) 
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ACTION 

Rotate  selector  switch  of  test  set  to  position 

9. 

(The  ISsecond  time-out  starts  at  this  time 

and  may  cause  disconnect.    If  this  happens, 

rotate  selector  switch  to  position  8  then  back 

to  9  and  proceed  with  test) 

If  List  12  voice  control    not  provided—      ' 
Rotate  selector  switch  of  test  set  to  position 
9. 

Rotate  selector  switch  of  test  set  back  to 
position  8. 

Rotate  selector  switch  of  test  set  to  OFF. 

Disconnect  test  set  from  station  coupler  and 
reconnect  CP  equipment. 


White  lamp  remains  lighted. 
Dial  tone  level  is  increased. 


White  lamp  remains  lighted. 
Dial  tone  silenced. 


White  lamp  remains  lighted. 
White  lamp  extinguished. 


5.07      If  coupler  does  not  meet  the  above  tests, 
replace  coupler  and/or  circuit  packs. 

S.OS      If  the  trouble  is  toward  the  CP  equipment, 
inform  the  customer  that  the  trouble  tests 
toward  his  equipment  and  follow  local  reporting 
procedures  for  CP  trouble. 


Do  not  attempt  any  teat  or  repair  to 
the  customer-provided  equipment 


TUT  FOR  REPERTORY  DIALER  (DIAL  PULSE  ONLY) 


S.09     When  trouble  is  reported,  determine  if  the 
trouble  is  in  the  station  coupler  or  the  CP 
equipment. 


9  Leads  to  telephone  set  are  secure 
^Customer  connector  plug  is  secure  in  coupler 


©Wiring  option  W  and  coupler  connections 
are  correct. 


5.11      After  performing  steps  in  510,  if  trouble 
still  exists,  proceed  with  the  following 
operational  tests. 

OPERATIONAL  TESTS 


Perform  all  operational  tests  with  CP 
equipment  disconnected. 


5.10     Before  performing  operational  tests  verify 
that 


©Power  is  supplied 
correct  polarity 


station  coupler  with 


5.ia     Test  for  proper  operation  of  the  station 
coupler,  using  the  KS-20721,  Ust  15  test  set 
(Pig.  9).   The  test  set  permits  testing  of  the  station 
coupler  independent  of  the  customer  equipment 


S.1S  Preparation 


VERIFICATION 


Rotate  selector  switch  on  List  15  test  set  to 
OFF. 
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STfP  ACTION 

2  Remove  cover  of  station  coupler  using  the 
KS-19192,  List  1  tool. 

3  Connect  a  1013A  (or  equivalent)  handset  to 
terminals  provided  on  lest  set  (Fig.  9). 

4a  If  coupler  is  normally  powered  by  CP 

equipment — 

Use  a  24V  (KS-6571  or  equivalent)  battery 
and  connect  the  pin-tipped  red  lead  from  the 
test  set  to  +24V  and  black  lead  to  -24V. 

.  5  Connect  test  set  plug  to  receptacle  on  station 

coupler. 

Connect  alligator  clip  on  wire  coming  from 
the  test  set  plug  to  the  positive  (  +  )  terminal 
of  capacitor  C17  in  the  station  coupler. 

5.14  Method 

6  Operate  switch  on  handset  to  MON. 

7  Rotate  selector  switch  of  test  set  to  position 
•  1. 

8  Rotate  selector  switch  of  test  set  to  position 
2. 


VERIFICATION 


White  lamp  extinguished. 
Red  lamp  extinguished. 


White  lamp  remains  extinguished. 
Red  lamp  remains  extinguished. 

White  lamp  remains  extinguished. 
Red  lamp  remains  extinguished. 


Rotote  selector  switch  of  test  set  to  position 
3. 

Rotate  selector  switch  of  test  set  to  position 
6. 

Dial  a  test  number  using  the  handset  while 
listening  at  the  associated  telephone. 


Rotate  selector  switch  of  test  set  back  to 
position  4. 


White  lamp  lighted. 


White  lamp  extinguished. 


White  lamp  lighted. 

Weak  dial  tone  heard  at  associated  telephone 

set 

Dial  pulses  should  be  muted  to  a  low  level. 


White  lamp  extinguished. 
Ringback  signal  heard. 


5.15     If  coupler  does  not  meet  the  above  tests,        5.16     If  the  trouble  is  toward  the  CP  equipment, 
replace  coupler  and/or  circuit  packs.  inform  the  customer  that  the  trouble  tests 
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toward  his  equipment  and  follow  local  reporting         6.02      Provide  the  correct  wiring  options  from 
procedures  for  CP  trouble.  Table  B  and  Fig.  12,  connect  the  CO  line, 

key  system,  2012B  power  transformer,  if  required. 

Do  not  attempt  any  test  or  repair  to        and  associated  telephone  set  to  the  screw  terminal 

the  customer  provided  equipment  connections  as  shown  in  Fig.  10.    (Refer  to  Section 

463-340-100  for  typical  connections  with  key  telephone 

systems.) 

6.     CONNECTIONS  6.03      For  connections  to  a  repertory  dialer,  provide 

wiring  option  W  from  Table  B  and  Fig.  12 

6.01      Connections  to  the  CP  equipment  are  made  and  connections  to  telephone  set  as  shown  in 

through  the  15-pin  KS-19087,  List  1  female  Fig.  11.  The  coupler  pulsing  contacts  are  connected 

connector  on  the  coupler.     The  customer  must  in  series  with  the  telephone  set  dial  by  using  screw 

furnish  a  suitable  connecting  cable  equipped  with  terminals  R  and  Rl.     Leads  from  screw  terminals 

a  Cinch  Manufacturing  Co.    No.  231-15-61-133  plug  Al  and  A2  connect  across  the  telephone  set  receiver 

with  a  No.  239-13-9-069  hood  (or  equivalent).  to  provide  muting  during  outpulsing. 
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ISS  1,  SECTION  4«3-340-101 


NOTES: 

1  nCFER  TO  SECTION  SI2-I2S-IOO  FOR    INTERNAL    TEL    SET  CONNECTIONS 

2  PI     IS   CUSTOWER-PROVIDCD   PLUG.  CINCH   NO    2JI-IS-6I-IS3   WITH  HOOO  NO   239-IS-«1-0«9 
J    CIRCLED  LETTERS  ®.  (v).  *ND  @  DENOTE    WIRING    OPTION 


ng.  11— KS-20721  Station  Ceuplar  Rapartery  Dialar,  Block  Diagram 
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Hg.  13— KS-M731,  Utt  15  Tatt  S««,  Schematic 


3383 


SfCnON  443-340-101 


TABU  B 
WIRING  OPTIONS 


l£ADS   CONNtCI   TO   ttlMINALS   ON    UST    I    tOAiO                                                                                         | 

11    WIIING   OPTIONS 

HI 

111 

113 

114 

11 
IfAOS 

COlO« 

NON 
fUMCTIONAl 

TElM.t 

r 

1 

, 

« 

s 

w 

V 

r 

T 

X 

GN 

G 

N 

RD 

K2 

BL 

Kl 

K3 

K5 

S 

K4 

K6 

Fll 

0 

FIO 

F9 

ElO 

BR 

F6 

F8 

E9 

V 

F4 

F7 

F3 

BK 

Fl 

F5 

F5 

P3 

Y 

P2 

P3 

n-T 

s 

F8 

F2 

F8 

Jl-8* 

BL 

F7 

VFl 

F7 

W 

M 

G5 

Leads 
from 
Circuit 
Packs 

R 

VS2 

VSl 

VF3 

VF4 

BK 

G2 

Gl 

G3 

G4 

Y 

PI 

VI 

AL2 

Fl 

BL 

P2 

V2 

AL 

F2 

G 

V3 

ALl 

F14 

BR 

-V4 

S 

F12 

0 

F13 

•These  leads  originate  from  Jl  connector. 
P-Leads  are  stored  on  nonfuctional  terminals. 

Note  I:  R  Option  is  removed  before  installing  X  or  W  option.  Q  Option  is  removed  before  install- 
ing V  option.  S  or  P  Option  may  be  wired  with  any  option.  Q  Option  is  used  with  W 
when  pulse  correction  is  not  required.  V  Option  is  used  with  W  when  pulse  correction 
ia  required. 


Pagan 
22  Pag«« 
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Exhibit  50 

Mat  17,  1973. 
Mr.  B.  F.  GnrrzEN, 
District  Sales  Manager, 
Michigan  Bell  Telephone  Co., 
Wyoming,  Mich. 

Gentlemen  :  We  are  presently  paying  Michigan  Bell  .$48.00  per  month  for 
eight  DC-9  interface  devices  required  by  tariff  for  our  privately  owned  tele- 
phone systems.  Our  supplier,  TPI  incorporated,  has  advised  us  that  there  is 
a  SU6AQ  interface  device  available  which  by  tariff  is  intended  for  use  in 
connection  with  an  alarm  reporting  system,  but  which  is  fully  capable  of 
working  with  our  twelve-button  call  director  system. 

We  have  also  been  advised  by  our  supplier  that  there  is  another  interface 
device  available  called  a  STC-RC  which  is  exactly  the  same  in  design,  but 
which,  because  it  is  a  modification  of  the  STC  interface,  is  charged  for  at  the 
rate  of  $6.50  per  month.  We  understand  that  the  STC-RC  has  been  used  by 
Michigan  Bell  in  other  areas  of  the  state  in  place  of  STC's  and  a  rate  of  $6.50 
per  month  has  and  is  being  charged. 

If,  in  fact,  the  STC-RC  and  the  SU6AQ  are  exactly  the  same  in  design  and 
cost,  then  we  question  why  there  is  a  rate  differential  of  $6.50  against  $3.75. 
Furthermore,  since  our  supplier  has  advised  us  that  either  the  SU6AQ  or  the 
STC-RC  will  serve  the  same  function  for  our  system  as  our  present  CD-9's 
and  will,  in  fact,  work,  we  are  interested  in  replacing  our  present  CD-9  with 
the  cheaper  interface  device. 

Therefore,  we  suggest  that  you  replace  all  of  our  CD-9  interface  devices 
with  STC-RC  interface  devices  at  a  rate  of  $3.75  per  month,  or,  in  the  alter- 
native, replace  our  CD-9's  with  SU6AQ's  at  the  same  $3.75  rate.  We  understand 
from  our  knowledge  of  your  policy  that  this  can  be  completed  within  two 
weeks.  Will  you  please  advise  us  of  the  date  on  which  this  change  will  be  made 
and  the  total  cost  of  the  change-over. 
Very  truly  yours. 
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Law,  Buchen,  Weathees, 
Richardson  &  Dutcheb. 


Michigan  Bell, 
Wyoming,  Mich.,  June  i,  197S. 


Mr.  J.  Nichols, 

Law,  Buchen,  Weathers,  Richardson  d  Butcher, 

Grand  Rapids,  Mich. 

Dear  Sib:  This  is  in  reply  to  your  May  17,  1973  letter  regarding  interface 
devices  for  your  telephone  system. 

As  indicated  in  your  letter,  there  has  recently  been  designed  a  type  of 
"universal"  interface  with  certain  basic  components,  which  with  various  addi- 
tions, wiring  options,  etc..  can  be  used  to  provide  interconnection  to  a  number 
of  different  services. 

We  are  in  the  process  of  considering  the  provision  of  connecting  arrange- 
ments on  a  "device"  basis  rather  than  on  the  present  "service"  basis.  This 
would  permit  the  ordering  of  the  specific  units  desired  rather  than  ordering 
on  the  basis  of  the  type  of  customer-provided  service. 

Until  such  time  as  a  decision  is  reached  on  this  matter  and  required  tariff 
revisions  are  made,  connecting  arrangements  must  be  provided  on  a  service 
basis  as  described  in  our  filed  tariffs. 
Very  truly  yours, 

E.   F.   GlETZEN, 

District  Sales  Manager. 
Exhibit  52 

June  12,  1973. 
Re  Tariffs  covering  SU6AQ,  STCRC  and  STC  Interfaces. 
Mr.  Wayne  Wells, 
Law  Department, 
Michigan  Bell  Telephone  Co., 
Detroit,  Mich. 

Dear  Wayne  :  Enclosed  are  copies  of  correspondence  between  our  oflBqe  and 
Michigan  Bell  Telephone.  The  letters  are  self-explanatory.  We  are  extremely 
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disappointed  in  the  results  and  it  is  our  opinion  that  the  results  are  wholly 
unsatisfactory. 

Once  again,  it  appears  that  Bell  agrees  with  our  reasoning,  has  the  where- 
withal to  provide  the  service  at  a  reasonable  rate,  and  has  elected  not  to  do 
so  until  some  unspecified  future  decision  is  reached  concerning  the  filing  of 
appropriate  tariffs. 

In  keeping  with  our  meeting  of  March  27,  we  are  attempting  to  avoid  hav- 
ing this  matter  decided  before  the  Public  Service  Commission  where  the  cost 
to  the  parties  and  the  type  of  feelings  which  would  be  generated  would  seem 
to  be  unacceptable.  You  ask  that  we  contact  you  with  future  problems  and  we 
are  now  doing  so.  In  this  particular  instance,  it  is  our  telephones  which  are 
involved.  Our  clients  face  the  same  diflSculties  in  providing  service  to  their 
other  customers. 

Accordingly,  we  request  that  you  act  in  the  spirit  of  our  meeting  and  cut 
through  the  "red  tape"  to  resolve  this  issue. 
Very  truly  yours, 

Law,  Buchen,  Weathebs, 
richakdson  &  dxjtcheb. 
Exhibit  53 

Hamming — Direct 

Furthermore,  since  1955  there  have  been  substantial  changes  in  our  offer- 
ings and  the  equipment  providing  these  services.  We  now  provide  CALL  DI- 
RECTOR® sets  and  10  button  sets.  We  have  added  Series  200,  Series  300  and 
Centrex  to  our  PBX  line.  This  accumulation  over  the  last  17  years  has  gradu- 
ally produced  a  PBX  and  key  rate  structure  that  is  interrelated  and  compli- 
cated for  customers  to  understand.  Therefore,  the  second  reason  for  restructur- 
ing is  to  simplify  our  present  rate  structure. 

A  third  reason  for  restructuring  is  to  establish  rates  more  closely  related  to 
today's  more  flexible  equipment  which  will  satisfy  customer  demands  for  a 
wider  choice  of  service  features. 

Moreover,  in  1955  when  our  present  key  and  PBX  rates  were  established  all 
elements  of  terminal  services  had  to  be  provided  by  the  Telephone  Company. 
Therefore,  rates  for  these  services  were  "packaged"  using  broad  averages  and 
the  overall  return  was  the  main  consideration.  Thus  with  todays  schedule 
of  rates  we  often  find  one  item  of  service  priced  to  support  another  item  of 
service  or  equipment.  With  interconnection  of  certain  customer  provided 
equipment  now  permitted,  rates  need  to  be  more  closely  aligned  with  the  item 
of  equipment  providing  a  particular  service.  Otherwise  we  will  lose  many  of 
our  profitable  services  to  competition  and  be  left  with  the  least  profitable 
services. 


(Pages  11-12) 

Over  the  years  since  the  present  rate  structure  was  introduced  in  1955.  As 
in  the  case  of  key  service,  the  pricing  of  each  new  offering  followed  the  origi- 
nal structure.  The  present  PBX  and  key  rates  are  interrelated  as  I  will  demon- 
strate and  additions  to  either  service  added  complications  to  both.  So  there  is 
a  need  to  simplify  the  PBX  rate  structure  as  well  as  the  key  rate  structure. 

Today's  customer  has  a  much  greater  choice  of  services  than  he  had  18 
years  ago  but  we  find  he  wants  more  choices.  This  consideration  is  also  recog- 
nized by  our  proposals. 

Today's  PBX  rate  structure  results  in  many  inequities  within  the  service. 
Customers  with  large  systems  carry  some  of  the  load  for  small  systems;  cus- 
tomers with  high  extension  development  pay  a  higher  portion  of  the  costs 
than  those  with  few  extensions ;  and  customers  with  large  key  systems  con- 
tribute more  toward  the  revenue  requirements  for  PBX  services  than  customers 
with  little  or  no  key  service.  The  new  rate  structure  recognizes  these  problems 
and  provides  a  more  balanced  schedule.  It  will  help  to  protect  us  from  losing 
to  competition  those  services  on  which  we  now,  earn  the  higher  returns  while 
continuing  to  hold  the  least  profitable  ones,  a  situation  which  could  eventually 
become  a  burden  on  all  of  our  exchange  services. 
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Q.  Can  you  provide  a  brief  overview  of  the  restructuring  proposals? 

A.  Yes.  I've  summarized  the  present  and  proposed  rate  approaches  with  a 
simple  slcetch  shown  on  page  12. 

Q.  Please  explain  page  12. 

A.  At  the  top  of  the  page  the  sketch  depicts  the  present  method  of  charging 
for  most  dial  PBX  services.  We  do  not  now  apply  a  direct  charge  for  switching 
equipment  except  for  an  extra  charge  for  trunks  terminating  on  the  dial  PBX 
equipment.  PBX  revenue  is  obtained  from  station  and  extension  charges 
which  now  include  a  keyless  instrument,  if  required. 

There  are  several  dial  PBX  service  offerings  today.  The  three  major  offer- 
ings are  called  series  100,  200  and  300.  Series  100  provides  basic  dial  service 
and  Series  200  and  300  offer  additional  features  on  a  packaged  basis.  The 
charges  for  the  higher  grades  of  service  are  obtained  from  higher  station  and 
extension  rates.  The  present  Series  160  provides  one  additional  feature  over 
Series  100  service.  This  offering  is,  however,  limited  to  60  stations  and  10 
trunks. 

The  rates  for  PBX-I,  II  and  III  are  related  directly  to  the  switching  equip- 
ment and  the  revenue  requirements  that  we  need  to  produce  a  profitable 
offering. 

For  both  key  and  PBX  services,  we  are  increasing  existing  installation, 
move  and  change  charges  to  recover  more  of  the  costs  initially  or  instituting 
such  charges  where  we  have  not  had  them  before.  We  are  also  changing  regu- 
lations as  required  for  moves  and  changes  of  switching  equipment  to  apply  the 
charges  to  those  customers  who  incur  the  cost  rather  than  spread  them  over 
all  customers  on  a  prorated  basis. 

In  addition,  of  course,  there  are  a  number  of  miscellaneous  changes  which 
are  being  proposed.  In  each  of  these  cases,  we  are  making  the  change  to 
simplify  the  present  rate  treatment,  to  eliminate  an  inconsistency  or  to  cover 
a  specific  revenue  requirement. 

I  feel  that  this  proposed  rate  treatment  will  update  our  rates  to  reflect 
current  conditions  of  cost  and  competition.  It  will  also  be  a  structure  that 
customers  will  be  able  to  understand. 


SAMPLES  OF  EFFECTS  OF  RESTRUCTURING  KEY  RATES 

Systems 

Size 

Monthly 

revenue 

Reference 

Lines 

Sest 

CD. 

Pesenti 

Proposed 

Increase 

Percent 
increase 

2 

2  _. 

4  .. 

5  .. 

6  -- 
8  .. 

10  . 

8' 

18  .. 

2" 

..... 
3 

'io' 

10 
10 
18 

32.00 
62.40 
65.70 
72.25 
109.  00 
115.10 
203.  70 
218.00 
275.00 
330. 60 
426. 60 

$13.00 
26.00 
32.50 
59.00 
63.50 
57.00 
82.50 
91.75 
125.00 
132.  50 
142.25 
155. 25 
215.75 

$7.90 

5.40 

.50 

3  3.40 

8  2.20 

3  15.25 

3  26. 50 

3  23. 35 

3  78. 70 

3  85. 50 

3  132.75 

3  175.35 

3  211.00 

155 

B2 

Key  sets 

4 

26 

C2 

5 

2 

D2 

E2 

F 

..  10-button  sets. 
_.  10-button  sets. 

8 

6 

5 

36 

>4 
»21 

G2 

.-  Call  directors.. 

..  Mlxeds 

_.  10-button  sets^ 
..  Call  directors.. 
-.  Call  directors.. 

-.  Mixed 

..  Call  directors*. 

10 

3  24.3 

H2 

1.  __ 

11 

' 8 

10  . 

3  20 
3  38.6 

J2                .    . 

S39 

13  - 

3  48 

L2 

M 

15 

11  - 

3  53 
3  49.5 

1  Present  rates  assume  PHL  service.  All  instruments  pick  up  all  lines  except  3-PHL  service  was  used  for  key  sets  with 
mixed  systems.  Extention  charges  at  $1.65. 

2  Sources:  Exhibit  A-16,  p.  11;  exhibit  1-58. 

3  Decrease. 

*  Typical  interconnect  system, 
i  Includes  a  10-button  set. 
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Key  rates  for  systems  F,  I,  and  M 
Reference  F : 

5  key  set  lines 

10  locations 
Present : 

10  at  $6.40 $64.  00 

5  at  $1.65 8.  25 

72.  25 

Proposed : 

10  at  $3.25 $32.50 

5  at  $3.25 16.25 

5  at  $1.65 8.  25 

57.00 

21  percent  decrease 15.  25 

Reference  I: 

8,  10-button  set  lines 

10  locations 
Present : 

144  picks  at  $1.30 ..   187.  20 

10  extensions  at  $1.65 16.  50 

203.  70 

Proposed : 

8  at  $3.25 26.  00 

18  at  $5.50 99.00 

125.  00 

38.6  percent  decrease 78.  70 

Reference  M: 

1 1  call  director  lines 
18  locations 

Present : 

18  CD.  at  $2.80 50.40 

198  pickups  at  $1.90 37a  20 

426.  60 

Proposed: 

18  CD.  at  $10 .   180.00 

11  lines  at  $3.25 35.  75 

215.  75 

49  percent  decrease 210.  85 

Note.— Interface  rates  for  all  systems  are  at  $6.60  per  line. 
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on  the  strength  of  our  good  service  and  maintenance  or  on  our  overall  Com- 
pany reputation. 

"  'In  fact,  87  percent  of  the  customers  who  choose  Michigan  Bell  say  service, 
maintenance  or  Company  reputation  is  a  deciding  factor.' " 


Now,  was  that  the  kind  of  information  that  you  used  when  you  Indicated 
that  your  rate  structuring,  rate  restructuring,  was  designed  to  reflect  com- 
petitive bidding? 

A.  No,  sir. 

Q.  Do  you  not  agree  that  that  is  information  which  bears  on  competitive 
conditions? 

A.  I  do  not  keep  up  with  the  Marketing  Department's  figures  or  the  way 
they  calculate  how  many  they  win  or  lose,  and  I  did  not  use  this  information 
other  than  the  general  knowledge  that  we  are  losing  competition  in  certain 
areas. 

Q.  But  did  you  also  use  the  general  knowledge  that  you  were  winning  more 
than  you  were  losing? 

A.  I  knew  that,  so  I  used  that. 

Examiner  Sheridan.  I  might  as  well  make  a  statement  on  the  record. 

I  don't  want  the  fact  that  I  might  ru'e  a  little  bit  loosely,  at  least  from  my 
viewpoint,  in  regards  to  allowing  this  type  of  testimony  in  as  an  endorsement 
by  me  of  its  validity. 

As  I  stated  from  the  beginning  of  this  case.  I  have  a  great  deal  of  diflBculty 
with  even  the  presence  of  the  interconnect  people  in  here  as  competitors.  I 
have  doubt  in  my  mind  whether  the  Commission  should  even  concern  itself 
with  any  competitive  effect  of  the  rate  structures  presented  by  the  Applicant; 
in  other  words,  I  have  a  lot  of  doubt  that  we  don't  really  care  what  the  com- 
petitive effect  is — at  least  a  serious  question  in  my  mind  what  and  a  serious 
question  whether  we  should  care  what  the  competitive  effect  is,  if  we  find  the 
rates  to  be  reasonable. 

Now,  as  r  stated  in  ruling  on  the  interconnects'  petition  for  intervention, 
I  said  that  I  was  allowing  them  in  the  case  in  order  to  make  a  more  full 
and  complete  record  in  this  case,  and  I  just  don't  want  any  of  my  rulings 
along  this  line  to  possibly  lull  them  to  sleep. 

Mr.  BucHEN.  Or  encourage  us  too  much. 

Examiner  Sheridan.  Yes.  Because  the  witness  has  made  some  comments  in 
regards  to  competition  in  setting  his  rates,  I  probably  more  on  that  basis  than 
any  other  basis  have  allowed  some  of  this  testimony  in. 

You  may  proceed. 

Mr.  BucHEN.  I  appreciate,  your  Honor,  and  I  feel  that  cross-examination, 
trying  to  stick  to  direct  testimony,  if  we  don't  score  our  points  now,  they 
can't  be  considered  by  the  Commission. 

Examiner  Sheridan.  I  am  cognizant  of  that. 

Mr.  KivETT.  May  I  make  but  one  comment. 

Examiner  Sheridan.  You  may. 

Mr.  KiVETT.  And  I  think  this  is  what  troubles  me  the  most.  It  seems  to  me 
that  Mr.  Hamming  may  well  have  considered  competition  in  designing  rates ; 
that  is,  he  might  well  have  as  a  motivation  the  designing  of  rates  that  are 
competitive,  and  in  a  competitive  world,  that  is  only  reasonable,  but  that's  not 
the  question,  it  seems  to  me,  the  intervenors  are  suggesting  is  also  betfore  the 
Commission,  namely,  whether  or  not  the  effect  upon  competition  of  his  rate 
proposal  will  be  adverse  as  to  them,  and  it  is  this  which  I  feel  is  beyond  the 
issues  and  scope  of  this  case. 
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Competitive  Counter, 

September  1970. 

COMPETITIVE   COUNTEB  OBJECTIVE 

Competitive  Counter  is  designed  to  inform  those  on  the  "firing  line"  about 
current  and  pertinent  items  in  the  field  of  competition  and  interconnection. 
Publication  will  be  regular  and  as  frequent  as  necessary  to  discuss  topics  of 
current  importance.  The  newsletter  intends  to  live  up  to  its  name  by  supplying 
competitive  trends  that  will  enable  you  "count"  or  keep  tabs  on  how  we  are 
doing  in  meeting  competition.  Information  supplied  on  cases,  competitors,  and 
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strategy  should  help  you  "counter"  competition.  Finally,  the  primary  objective 
of  this  newsletter  will  be  to  act  as  a  "counter"  for  the  exchange  of  informa- 
tion. By  sharing  your  plans  in  products,  pricing,  filings,  strategy,  training,  etc., 
others  will  benefit  and  it  is  hoped  use  some  of  the  ideas  discussed  to  help  their 
efforts  in  the  competitive  market  place.  We  need  to  hear  from  you  concerning 
your  activities  and  plans  in  the  competitive  area;  i.e.,  cases  (won  or  lost)', 
techniques,  strategies  that  others  could  benefit  from  knowing  about,  or  com- 
ments that  you  have  about  the  Competitive  Counter.  This  newsletter  will 
only  be  as  good  as  your  contribution  to  it ! 

Send  your  items  of  interest  to  Rick  Nye,  Room  2037B,  195  Broadway  or  call 
him  on  212  393^416. 

SALES   OPERATION   GROUP — COMPETITIVE   PLANS 

Several  plans  and  projects  are  now  underway  or  are  on  the  drawing  boards 
to  help  the  Companies  in  their  efforts  to  meet  competition.  We  would  also  be 
interested  in  hearing  your  thoughts  through  your  Company's  Competition  Co- 
ordinator. Our  immediate  plans  are  to : 

Maintain  "Competitive  Counter"  on  a  continuing  basis  to  exchange  plans 
and  ideas. 

Establish  and  maintain  reference  files  on  competitors. 

Establish  an  information  desk  to  function  as  liaison  with  Competitive  Co- 
ordinators in  the  Companies. 

Continue  and  become  more  sophisticated  in  competitive  tracking  and  analysis. 

Conduct  market  research  studies  in  order  to  provide  information  and  direc- 
tion in  formulating  market  strategies. 

BUSINESS    CUSTOMER   COMPETITION    STUDY 

A  market  research  study  is  being  conducted  in  a  cooperative  effort  between 
the  Sales  Operation  section  and  the  Market  Research  Group  at  '195'.  The 
study  should  answer  many  of  the  questions  being  asked  today  that  we  have 
been  unable  to  answer.  The  study  will  be  aimed  at  determining  the 

COMPARISON    OF   BELL   AND    NON-BELL   FEATURES    BINDER 

The  fourth  update  has  been  released  containing  revised  information  on  Non- 
Bell  switching  systems.  In  addition,  additional  copies  of  the  binder  are  being 
printed  and  distributed.  The  total  distribution  of  the  Comparison  binder  will 
be  close  to  2.500  copies.  The  Sales  Operations  Training  Group  has  reviewed 
suggestions  from  the  Companies  and  though  many  of  the  thoughts  were  in- 
cluded in  the  revised  format,  of  those  changes  not  included,  the  most  pressing 
seemed  to  be  pictures  of  competitive  gear,  computerizing  the  information,  a 
sfvtion  on  data  modems.  Pictures  of  some  of  the  most  commonly  used  competi- 
tive equipment  have  been  obtained  and  were  included  in  the  third  update. 

The  ijossibility  of  using  the  Otsego  project  to  computerize  the  information 
was  investigated  but  we  were  informed  that  this  kind  of  program  was  not 
feasible.  However,  the  Service  and  Costs  people  here  at  "195"  have  developed 
a  program  which  will  select  and  review  the  information  contained  in  the  PBX 
section. 

Western  has  information  on  Data  Modems  and  can  provide  it  when  per- 
sonnel are  available.  Because  of  the  uncertainty  and  time  lag  involved  in  get- 
ting the  information  out,  some  of  the  Companies  have  indicated  that  the  Auer- 
bach  Data  Communication  Reports  would  probably  serve  this  purpose  effec- 
tively. 

hotel/motel  study 

A  systemwide  study  of  the  Hotel/Motel  market  was  conducted  earlier  in 
1970.  As  many  of  you  are  aware,  about  30%  of  our  losses  in  PBX's  have  oc- 
curred in  Hotel/Motel  market.  As  a  result  of  this  trend  and  because  of  the 
steady  growth  of  this  industry  a  study  was  conducted  and  completed  in  May 
1970." 
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The  industry  is  significant  in  terms  of  size  since  it  is  estimated  that  the 
industry  will  reach  80,000  properties  by  the  end  of  1970.  PBX  systems  serve 
40,000  properties  (6,000  guest  dial),  growth  is  3,000  new  properties  each  year, 
and  5,000  existing  properties  are  involved  in  guest  room  expansions. 

Bell  provides  32,000  PBX's  to  the  industry  (21%  of  our  PBX  market)  of 
which  4,800  are  dial  (7%  of  our  dial  PBX  market).  Bell's  annual  billing  to 
the  market  is  over  $300  million.  Loss  of  the  total  market  would  mean  about  a 
50%  loss  in  revenue  and  we  would  continue  to  pay  commissions. 

A  further  reason  for  us  to  conduct  the  study  is  that  the  industry  has  ex- 
pressed some  dissatisfaction  with  us  in  the  past  on  rates,  commission  treat- 
ment, and  the  type  equipment  we  provide. 

In  order  to  recommend  the  direction  that  Bell  should  follow  in  the  Hotel/ 
Motel  Industry,  the  study  was  conducted  to  determine : 

What  were  the  determining  factors  that  caused  customers  to  obtain  service 
from  an  outside  supplier? 

What  must  the  Bell  System  do  to  meet  the  service  demands  of  this  industry? 

What  are  the  problems  involved  in  the  Industry/Bell  System  relationship? 

What  is  the  System's  market  area  of  vulnerability? 

What  time  frame  must  be  established  for  the  System  to  act  with  the  Hotel/ 
Motel  Industry? 

In  an  effort  to  collect  all  the  data  required  to  meet  our  objectives,  contacts 
were  arranged  with  a  representative  group  from  the  Hotel/Motel  Industry  and 
Associations,  A.T.&T.,  Western  Electric,  and  Associated  Companies.  A  personal 
interview  technique,  both  individual  and  group,  was  employed  with  the  inter- 
views ranging  from  one-half  to  three  hours. 

The  study  concluded  in  part  that  there  are  numerous  related  problems  that 
confront  the  Bell  System  and  the  Industry.  While  many  of  these  problems 
can  be  eliminated  with  understanding  and  cooperation  from  both  parties,  there 
is  a  definite  degree  of  urgency  for  solutions  on  others. 

In  the  competitive  area  the  determining  factors  that  caused  customers  to 
obtain  service  from  outside  communications  suppliers  are  as  follows  not 
necessarily  in  order  of  importance  but  all  inclusive : 

The  excessive  amount  of  equipment  space  required  for  the  701  PBX. 

Monthly  recurring  charges  remain  constant  and  seldom  decrease. 

Bell  System  does  not  offer  flexible  service  contract  agreements  and  optional 
pricing  plans. 

Customers  desire  for  console  attendant  position  without  incurring  additional 
expense. 

The  additional  charge  for  color  phones. 

Outside  suppliers  offer  shorter  installation  intervals  than  the  Associated 
Companies. 

Outside  suppliers  equipment  requires  much  less  floor  space  than  the  701  of 
equal  station  size. 

Outside  suppliers  equipment  is  hou.sed  in  a  cabinet  enabling  it  to  be  located 
in  office  areas  or  linen  rooms,  etc. 

Outside  suppliers  offer  flexible  contract  agreements  and  payment  plans  with 
options  to  lease  and/or  purchase. 

The  Industry's  disappointment  with  the  Bell  System  for  our  "passive  re- 
sistance" in  dealing  with  long  standing  Industry/System  problems. 

The  aggressiveness  of  the  outside  suppliers  sales  organization. 

As  a  result  of  the  information  collected  the  task  force  recommended : 

Immediate  provision  of  a  dial  system  designed  to  the  "Specifications"  of 
this  market. 

New  rate  structure  based  upon  more  realistic  location  life  and  low  mainte- 
nance of  a  hotel-motel  dial  PBX  system. 

Flexible  contract  service  agreements  and  payment  plan  options  designed  to 
offer  customers  a  choice  based  upon  their  needs  and  economic  conditions. 

Vitalization  and  training  of  Associated  Companies  to  be  aware  of  Industry/ 
Sy.<!tem  problems  and  take  action  to  solve  them. 

Issuance  of  Industry  guidelines  by  AT&T  to  provide  conformity  for  the 
Associated  Companies. 
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A  reevaluation  of  the  Hotel-Motel  701  dial  PBX  offering  and  make  a  recom- 
mendation to  the  System. 

Immediately  establish  an  interdepartmental  AT&T  task  force  to  initiate, 
direct  and  follow-up  a  course  of  action  to  meet  the  service  requirements  and 
solve  problem  areas  in  the  hotel-motel  industry. 

NATIONAL  ACADEMY  OF   SCIENCES'   REPORT  TO  THE  F.C.C. JUNE,    1970 

The  National  Academy  of  Sciences  was  retained  by  the  F.C.C.'s  Common 
Carrier  Bureau  following  their  decision  to  allow  revised  tariffs,  featuring  our 
current  interconnection  provisions,  to  go  into  effect.  They  were  to  evaluate: 

Propriety  of  Telephone  Company-provided  network  control  signalling  re- 
quirements and  various  alternatives  to  the  provision  thereof  by  the  Telephone 
Company, 

The  necessity  and  characteristics  of  Telephone  Company-provided  connecting 
arrangements  and  various  alternatives  to  the  provision  thereof  by  the  Tele- 
phone Company,  and 

Basic  standards  and  specifications  for  interconnection  and  the  appropriate 
method  to  administer  them. 

The  product  of  this  panel's  efforts  is  embodied  in  a  77  page,  highly  technical 
assembly  of  information  entitled,  "Report  of  a  Technical  Analysis  of  Common 
Carrier/User  Interconnection". 

Among  many  others,  three  basic  conclusions  were  reached : 

Exhibit  56 

August  1,  1972. 
During  our  meeting  of  July  18,  1972,  we  addressed  ourselves  to  the  problem 
"How  can  we  increase  our  'wins'?"  Following  is  a  summary  of  the  discussion 
emanating  from  the  critical  areas  we  explored : 

Improving  Market  Coverage  (Covering  More  of  the  Market  Area  Effectively) 

PRESENT    status    OF    MARKET    COVERAGE 

Limited  programs  are  being  carried  out  in  the  BX  areas  on  a  scheduled  basis 
with  our  most  vulnerable  markets  (756's,  Manual  PBX,  Call  Directors).  Man- 
power constraints  prohibit  adequate  coverage  of  Key  and  Call  Director  markets. 
Concern  was  expressed  for  our  ability  to  hold  onto  these  accounts  without 
some  "breakthrough"  on  available  force. 

Phone-Power  type  contacts  and  Expanded  Market  Strategy  programs  are 
being  utilized  when  time  and  force  permit. 

Traffic's  cooperation  on  studies  and  their  customer  evaluation  referral  pro- 
cedure provide  significant  assistance  in  implementing  coverage. 

Busy  studies  in  some  areas  are  running  5-10  weeks. 

Deterioration  in  maintenance  and  repair  services  is  still  a  serious  deterrent 
to  required  follow-through  on  customer  servicing. 

NEEDS   to   BE   MET 

Evaluation  of  Marketing  and  Commercial  job  responsibilities  and  organiza- 
tional structure  for  more  effective  use  of  force  and  abilities.  Job  descriptions 
tend  to  limit  the  maximizing  of  productivity ;  e.g.  Salesmen  are  performing 
some  tasks  which  should  be  delegated.  Clerical  forces,  although  fully  qualified 
and  capable,  are  restricted  from  handling  those  types  of  work. 

Tie-in  of  Traffic-Business  Service  studies  and  a  Plant  physical  check  program 
with  a  Marketing  coverage  plan. 

Guidelines  for  determining  contact  procedures — when,  where,  and  how  to 
best  use  advertising,  mail,  brochures,  phone,  follow-up  activity. 

Distribution  and  review  of  the  Dodge  Reports  needs  examination. 

Evaluate  the  Architects  and  Builders  group  printouts  for  new  building  and 
expansion.  Southfield  is  currently  using  this  as  a  valuable  source  for  local 
time  in  meeting  competitive  situations  as  well  as  normal  customer  demands. 
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Notification  to  the  Field  of  use  of  TraflBc's  TMS  machine  for  identification 
of  problems.  (Types  of  studies  which  can  be  made  should  be  ascertained). 

A  firm  Company  commitment  to  support  competitive  efforts.  "Do  we  want  to 
compete  for  the  market?  Or,  do  we  want  to  get  out  of  the  business?  If  the 
former,  take  a  firm  stance  and  provide  us  with  the  necessary  tools  to  com- 
pete. Current  lack  of  direction  is  demoralizing  and  confusing  to  craft  and 
contact  people."   (Group  feels  that  this  contributes  to  force  losses,  etc.). 

Selling  More  Effecttvelt 
new  bes0ubce8  available 

Intermediate  training  in  PBX. 

New  System  PBX  reference  manuals  will  be  placed  in  each  crew  by  August, 
1972. 

New  econonmic  analyses  (Discounted  Cash  Flow)  should  be  made  available 
by  the  end  of  August.  Training  will  be  developed  for  the  Field  on  interpreta- 
tion of  these  programs  and  Staff  will  coordinate  in  providing  an  authoritative 
person  to  consult  with  on  any  problems  which  arise. 

NEEDS  TO  BE   MET 

Modular  training  segments  on  equipment  and  products  made  available  on  an 
ongoing  basis. 

Scattered  and  incomplete  information  on  equipment  brought  together  for 
reference  source. 

Comprehensive  competitive  equipment  binder  supplied. 

Offer  competition  seminars  for  exchange  of  ideas  and  update  on  competitor 
strategies. 

Provide  a  resource  center  (i.e.  expansion  of  competitive  coordination  con- 
cept)— a  term  of  experts  rather  than  trying  to  make  each  salesman  an  expert, 
for  pursuing  and  supplying  definitive  and  accurate  information  on  equipment, 
economic  analyses,  sales  strategies,  tax  matters,  etc. 

Provide  interconnection  specialists  to  follow  through  on  lost  cases,  imple- 
menting interface  devices,  directory  changes,  etc. 

Fill  In  Pboduct  Voids 

Immediate  needs  are  seen  in : 

All  calls  transfer  (all  PBX's  and  Centrex) 

Expanded  Main/Satellite  service  or  released  loop  for  Centrex  customers  with 
multiple  locations. 

Centrex  unbundling  on  PET  application.   (Have  filed) 

Alleviating  restrictive  thinking  on  capabilities  and  alternatives  of  Centrex 
concepts;  i.e.  PBX-C.O.  Competitive  switchers  coming  from  Litcom,  Westcoui, 
and  Northern  Electric  dictate  moving  out  rapidly  on  expanded  Centrex  offerings. 

Key  system  features : 

more  flexibility 

greater  ICL  capacity 

paging 

automatic  button  restoral 

D.S.S. 

spokesman  housing  a  busy  lamp  field 

10-button  wall  set 

increased  station  user  identification  (ala  Bechtel  case) 

add-on  conference  equipment  with  CO.  lines 

capability  of  competing  with  Nits^ko  and  Meisei  lines 

Special  industry  voids 

Hospital  market — we  have  nothing  to  meet  needs  for  medical  and  non-medi- 
cal emergency  paging;  Dr.  registry,  picturephone  and  CRT  devices.  With  HEW 
pressuring  for  eflSciency  and  growing  consolidation  of  hospitals,  our  com- 
petitors will  supply  the  needed  sophisticated  communications  services. 
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Hotel/Motel — Key  pulsing  for  attendant  console ;  code  restriction ;  and  lobby 
paging. 

Pricing  More  Competitively 

Immediate  needs  are  seen  in : 

Updating  our  rate  making  policies  to  get  rates  in  line  with  costs. 

Focusing  initially  on  Hotel/Motel  rates  for  specialized  requirements — we 
are  extremely  vulnerable  in  this  market. 

Illustratively 

Competitive  systems  generally  have  a  form  of  toll  diverting  within  the 
switcher.  The  additional  charge,  if  any,  for  this  option  is  usually  quite  'nomi- 
nal. MLT  presently  charges  $83.75  per  month  for  toll  diversion  even  if  the 
serving  vehicle  (i.e.  770  PBX)  is  capable  of  providing  this  feature  at  limited 
or  no  cost. 

Presently  AIBT  charges  $.30  per  month  per  station  for  corresponding  room 
and  station  numbers  while  our  competitors  provide  this  at  no  additional  charge. 

Offer  Payment  Flexibility 

We  need  fast  action  on  optional  payment  arrangements,  such  as : 

Pacific  Northwest  Bell's  incremental  discount  plan  based  on  location  life 
of  Dial  PBX  systems. 

Improved  flexibility  on  short  run  contracts  for  new  (easily  installed)  equip- 
ment ;  i.e.  customer  who  plans  to  move  in  less  than  five  years  and  is  willing 
to  pay  move  charges — not  both  termination  and  move  charges. 

Advanced  payment  and  maintenance  payment  option  plans. 

General  Considerations 

A  need  exists  to  keep  employees  informed  of  competition  and  to  stimulate 
interest  and  commitment. 

Staff  need  for  more  competitive  information  from  the  Field  by  way  of  pro- 
posals, brochures,  contracts,  etc. 

A  need  for  concerted  effort  dedicated  to  have  the  Hotel/Motel  market — some 
charges  are  out  of  line  and  features  are  lacking. 

"A  need  for  quick  action,  not  promises  for  1975  which  may  materialize  but 
too  late."   (Several  references  were  made  by  the  group  relating  to  this  point). 

These  were  the  most  relevant  points  in  which  we  felt  you  all  shared  an 
interest.  If  there  are  others  which  we  missed,  please  let  me  know  so  that  they 
can  be  included  in  our  list. 

It  is  recognized  that  many  of  the  problems  we  explored  in  our  November, 
1971  meeting  remain  unresolved  and  are  of  even  greater  urgency  today  if  we 
hope  to  attain  a  favorable  competitive  position  before  we  experience  the  total 
loss  of  some  markets. 

Given  your  expressions  of  concern  we  will  continue  to  work  towards  expedi- 
tious answers  to  our  most  compelling  needs. 

F.  W.  Sullivan. 
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Our  Action  Plan 

We  must  develop  a  detailed  plan  of  action  that  is  designed  to  permit  suc- 
cessful operation  in  a  new  competitive  climate. 

We  need  to  improve  on  a  broad  front : 
Product  Line : 

Tuned  to  customer  needs 

If  we  can't  develop — ^buy  on  the  outside 

No  "Gold  Plating" 
Pricing : 

Flexible  competitive  profitable  and  easily  changed 
Installation  &  Maintenance: 

Intervals  to  suit  customers 

Quality  work 

Good  Company  image  by  employees 
Billing: 

Accurate  and  in  a  format  and  detail  to  suit  customers 
Service  Measurements : 

Business  customer  by  market,  type  of  service  and  individually 

Indices  for  business  market  separate  from  residence 

Introduce  SAM  for  all  business  custon;.ers 
Market  Coverage : 

See  customers  more  often 

Review  those  customers  to  whom  we  have  said  no 

Review  manual  PBX  customers 

Special  attention  to  vulnerable  industry  groups 

Review  sales  policies 

More  advertising  directed  to  business  market 
Moreover,   since  over  half  of  our  business  revenues  come  from   PBX   cus- 
tomers, it  makes  good  sense  to  accord  this  group  some  extra  special  treatment 
on  all  of  the  above  areas. 
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Memorandum — Outside  Consultant  Activities,  Telephone  Power,  Inc. 

Grand  Rapids,  August  20,  1970. 

The  attached  lists  business  accounts  subscribed  to  date  for  the  consulting 
services  of  Telephone  Power,  Inc.,  a  firm  started  in  September  1969  by  three 
former  MBT  employees. 

Until  early  July  1970,  they  were  primarily  dedicated  to  study  and  consulta- 
tion services  and  caused  us  minimal  diflBculty  in  cases  where  "head-to-head" 
competition  arose. 

Early  in  July,  they  were  awarded  the  distributorship  for  Stromberg-Carlson 
private  telephone  system  equipment  for  the  state.  Since  that  time,  they  began 
directing  their  efforts  toward  opportunities  to  sell  terminal  gear.  A  greater 
number  of  customers  are  now  signing  contracts  with  them  (15  since  mid- 
July),  some  who  previously  agreed  to  stick  with  us,  but  we  understand  they 
offer  these  services  "free"  as  their  means  of  determining  saleable  situations, 
and  ultimately  proposing  a  sale  or  lease  equipment  plan  on  an  interconnected 
basis.  This  was  told  to  our  iieople  by  one  customer  and  also  by  one  of  TPI's 
officers. 

The  greatest  impact,  thus  far.  has  been  the  inordinate  amount  of  time  re- 
quired of  Marketing  people  in  providing  information  to  TPI  concerning  the 
accounts  they  represent. 

As  far  as  loss  of  business,  only  one  interconnected  trunk  line,  at  the  TPI 
office,  has  been  installed.  Pending  firm  requests  include  three  more  lines  at 
TPI  offices,  a  change-over  to  Stromberg  key  equipment  at  WLAV  from  our 
755  PBX,  and  interconnection  of  a  residence  line  at  the  home  of  TPI's  president. 

During  the  past  week,  in  a  direct  confrontation  with  a  Holiday  Inn,  under 
construction,  we  sold  our  complete  Hotel/Motel  dial  package  with  160  stations. 
TPI  was  attempting  to  sell  a  Stromberg-Carlson  system. 

Many  inquiries  are  in  proc-ess  for  the  accounts  they  represent,  i.e.,  quotes 
for  purchase/lease  of  our  cable  facilities,  DID  availability  for  some  of  their 
clients,  and  miscellaneous  requests  concerning  availability  of  interconnection 
units. 
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Marketing  is  currently  reviewing  our  entire  position  with  regard  to  our 
coordination  obligations  "in  consultant  situations  and  the  advisability  of  initi- 
ating new  contact  or  mail  activities  with  our  customers  to  ensure  optimum 
rapport. 

For  the  past  several  months,  we  have  been  actively  pursuing  a  company 
initiated  contact  program,  particularly  with  accounts  felt  to  be  most  vulnerable. 
However,  it  is  virtually  impossible  to  circumvent  "free"  study  contracts. 

One  final  thought  is  that  we  should  seriously  consider  all  legal  means  of 
limiting  the  types  and  amount  of  data  supplied  consultants ;  possibly  estab- 
lishing a  contingency  charge  for  studies  that  go  beyond  what  our  normal  activ- 
ities might  be  in  any  situation  where  they  cause  us  extra  work. 

E.   F.   GlETZEN, 


Marketing. 


TPI  CONTRACTS 


Tele- 
Location       phone  No.    Type  service        TPI  contract  perio 


Almanac  Newspapers... 

.  G.R ! 

Bissell.Inc 

.  G.R 

Blue  Arrow  Douglas 

-  G.R 

Borgess  Hospital 

.  Kzoo ; 

Bronson  Hospital 

.  Kzoo 

Calvin  College 

.  G.R ' 

Chemtron 

.  Holland.... 

Orson  E.CoePontiac 

.  Ionia 

Do 

Commercial  Equipment 

DonneMy  Mirrors 

-  G.R 

G.R... 

.  Holland.... 

Dutcher  Realty 

_  G.R 

Eberhard  Foods 

.  G.R 

Easttown  Sound 

-  G.R 

Ferguson-Droste- 

Ferguson. 
Ferris  State  College.... 

G.R 

.-  BigRps.... 

Gantos  Stores  . 

._  G.R 

G.R.  Alloys 

_.  G.R 

Herpolshelmer's 

.  G.R 

Howard  Johnson  Motor 

Lodge. 
Independent  Liberty 

Life  Ins. 
Interstate  System 

G.R 

G.R 

_  G.R 

Job  Finders  of  G.R 

.  G.R 

LearSieglerCredit Union.  G.R 

Lear  Siegler,  I  nc G.R 

Marcus,  McCroskey  etc      G.R 

Attnys. 
Modern  Partitions Holland. 


534-7638    Key Aug.  6, 1970  to  Sept.  5. 

1970. 

453-4451    100S701 July  28, 1970  to  Jan.  28, 

1971. 

241-1631     756 Mar.4, 1970to  Mar.  31, 

1970. 

349-1581    100S701 Dec.  1, 1969  to  Dec.  1, 

1970. 

382-2000    100S701 Dec.  1, 1970  to  Jan.  13, 

1970. 

949-4000    100S701 Oct.  9, 1969  to  Apr.  30, 

1971. 

392-2391    300S701B Oct.  16, 1969  to  Apr.  16, 

1970. 

527-2000    Key Dec.  1,1969  to  Dec.  21, 

1970. 

245-1106    Man  555 

456-7201     Key May  7, 1970  to  Aug.  7 

1970. 

396-1441    300S757 Oct.  6, 1969  to  Apr.  30, 

1970. 
245-0421    100  key  cabinets.  Mar.  31, 1970  to  June  31, 
1970. 

452-6071    756 May  1, 1970  to  Apr.  31, 

1970. 

459-3327     Key Aug.  4, 1970  to  Aug.  4, 

1971. 

456-8521    100S701 Apr.  30, 1970  to  July  30, 

1970. 

7969971  100S701 Dec.  1, 1969  to  Nov.  26, 

1971. 

949-7000    756  July  8,  1970  to  Jan.  8, 

1971. 

532-2301    Key July  24, 1970  to  Jan.  24, 

1971. 

456-7101  IOCS  740 Oct.  24,  1969  to  Oct.  23, 

1970. 

754-5641    Key Aug.  3,  1970  to  Feb.  3, 

1971. 

245-2104    300S  800A Apr.  15,  1970  to  Apr.  14, 

1971. 
451-0731     Key    ..  ..  July  31,  1970  to  Jan.  31, 

1971. 
459-5119    lOOS  701   .       .     May  1,  1970  to  June  30, 
1970. 

452-5141     100S701 July  25,  1970  to  Oct.  25, 

1970. 

451-0601  756 Apr.  27,  1970  to  Apr.  27, 

1971. 

452-5121    100S701 Aug.  5,  1970  to  Dec.  31, 

1970. 

949-7080    Key Dec.  29,  1969  to  Mar.  29, 

1970. 

241-3615    Key Aug.  7,  1970  to  Feb.  7, 

1971. 
241-7000    CTX  I  C.U  .  Nov.  3,  1969  to  Nov.  2, 

1970. 
454-9457    755  .       ..  Oct.  16, 1%9  to  July  1, 

1970. 
3%-2305    756  .  -  July  10,  1970  to  Jan.  10, 

1971. 

—43 


MBT  sold  CTX. 

Do. 
MBT  CTX  approved. 


Re-signed  with  TPI. 
MBT  renewed  contract. 


Billing  checks  on. 
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TPI  CONTRACTS- Continued 


Tele- 
Location        phone  No.    Type  service         TPI  contract  period 


Northern  Air  Service 

Oliver  Machinery 

Louis  Padnos  Iron  & 

Metal. 
Penn  Mutual  Life  Ins. 

Shepard  Broadcasting. 

Staal  Buick 


Tassell  Industries  .. 
West  Michigan  Tele- 
casters. 
Withey  Associates    . 


Wolverine  World  Wide. 


G.R 949-5000    300S  800A July  28,  1970  to  Jan.  28,  Do. 

1971. 
G.R 456-1591     lOOS  701 Oct.  24,  1969  to  Apr.  24, 

1970. 
Holland....  396-«521    Key July  22,  1970  to  Jan.  22,      Free. 

1971. 
G.R 459-6241     755 July  1,  1970  to  July  1, 

1971. 
G.R 456-5461    755 June  22,  1970  to  Dec.  22,    Suspect  financial 

1970.  interest  in  TPI. 

G.R 452-5101    300S800A July  28,  1970  to  Jan.  28,      Free. 

1971. 

G.R 453-2421     lOOS  701 

G.R 459-3533    756. Aug.  3,  1970  to  Dec.  31.  Do. 

1970. 
G.R 454-9421     Key Sept.  17, 1969  to  Mar.  17,     Company  since  been 

1970.  taken  over-MBT 

control. 
Rocktord...  866-1561     lOOS  701 Aug.  11, 1970  to  Feb.  11,     Free. 

1971. 


OTHER  CONSULTANTS 


Tele- 
phone No.   Type  service 


Contract  period 


Loudon  Motor  Freight--..  Kzoo 343-1695 Nat.  Elec.  Service  Corp 


Denver  Corp Gd.  Haven- 
Transfer  Lines G.R 

Annuity  Life  Insur G.R 


459-4206    755 June  23,  1970  to  ITT(Terryphone). 

Aug.  1,  1970. 

842-0200    Man-555 Oct.  15,  1969  to  ? Nat.  Elec  Service  Corp. 

241-3601    Key...- Feb.  13,  1970  to  ? Comm.     Consult     Inc 

245-2297    Key ....  May  26, 1970  to  ?. Comm.  Consult  Inc. 


(American  Telei»hono  and  TeleKraph  Company  1969  Printed  in  U.S.A.] 

A  balanced  judgment  should  help  assure  good  customer  service,  as  well  as 
profitable  Telephone  Company  operations. 

PBIOBITIES 

Scheduling  dates  and  times  for  customer  contacts  is  generally  based  upon 
one  or  any  combination  of  the  following  criteria : 
Degree  of  urgency  with  which  the  customer  must  be  served 
Independent  consultant  activity,  relocations,  emergencies,  etc. 
Revenue  potential — immediate,  short,  and  long  term 
Revenue  protection 

Competitive  activity  by  outside  suppliers 
Sensitivity  of  the  Industry  and  Account 
Customer  attitudes 
V.I.P.  or  "Political"  Significance 
Position  in  Industry  or  Community 
Company  Profitability — prudent  use  of  capital  and  expenses 


QUALIFICATION    CONSIDERATIONS 

As  the  manager  and  salesman  pursue  either  the  qualification  of  a  market  or 
an  account,  many  types  of  information  are  analyzed.  The  foUowig  categorizes 
nad  lists  examples  of  a  number  of  characteristics  and  sources  of  this  informa- 
tion. It  is  by  no  means  an  attempt  to  create  an  exhaustive  list.  Neither  is  it 
in  attempt  to  indicate  a  process  to  be  applied  across  the  board. 

National  Economic  Data — Trends  and  statu.s  of  national  economy  acquired 
from  newspapers,  magazines,  radio,  T.V.,  Federal  publications,  efc 

Local  Economic  Data — Trends  and  status  of  local  economy  acquired  from 
newspapers,  radio,  T.V.,  State  and  City  publications.  Chambers  of  Commerce, 


3399 

County  and  City  Planning  Commission  Reports,  County  Industrial  Develop- 
ment Committees,  etc. 

Industrial  Data — Trends,  problems,  status,  and  leadership  patterns  of  spe- 
cific industry  groups  acquired  from  : 

Newspapers — public  and  industry 

Magazines — public  and  industry 

Attendance  at  Industry  conventions  and  conferences  as  appropriate 

In  the  establishment  of  National  and  Local  Economic  Data  and  Industrial 
Data,  as  coordinated  staff  effort  can  help  to  assure  that  complete  current  data 
is  supplied  to  sales  managers. 

CUSTOMER  INFORMATION   FILE 

Certain  indications  of  potential  can  frequently  be  uncovered  by  reviewing 
the  following: 

Historical  and  present  financial  health  of  the  company. 

Customer  Objectives  and  Attitudes  concerning  competition,  profitability, 
growth,  public  acceptance,  government  acceptance,  etc. 

Customer  orientation  to  profitability  through  growth  in  sales  volumes. 

Degree  to  which  customer  operations  are  directed  toward  increasing  their 
share  of  the  comx>etitive  market  via  new  products  and  services  and/or  changes 
in  organizational  structures.   (Mergers,  acquisitions,  geographical  expansion) 

Degree  to  which  customer  operations  are  directed  toward  diversification  of 
operations.   (Operating  in  new  and  different  markets) 

Customer  desires  to  solve  problems  in  functions  such  as  distribution  (in- 
cluding improved  services),  production,  administration,  credit  and  collections. 
This  might  include  changes  in  operations  to  new  and  unfamliar  functions  e.g., 
programmed/automated  production  lines,  and  installation  of  Business  Informa- 
tion Systems. 

Recent  or  proposed  extended  lines  of  communication  (nationwide,  world- 
wide). 

Plans  for  increased  delegation  of  authority  (branches,  plants). 

Changes  in  top  management  which  might  indicate  changes  in  policy. 

Indications  of  increased  dependence  upon  others  for  information  e.g.,  govern- 
ment agencies,  trade  associations,  universities. 

Use  or  intended  use  of  computers — purchase,  rental,  time  sharing,  computer 
utilities. 

Plans  for  attending  and  reactions  to  the  Bell  System  Business  Communica- 
tions Seminar. 

Known  present  and  planned  customer  communications  activity  e.g.,  usage, 
toll,  mail,  messenger,  signalling,  record,  data,  visual. 

Obvious  communications  equipment  and  service  voids,  as  well  as  equipment 
inadequacies  (saturation  points,  etc.). 

Miscellaneous  data — Information  acquired  from  : 

Special  studies — A.T.&T.,  Company,  and  others 

Specialist  Groups — A.T.&T.  and  Company   Staffs 

Other  Departments — Commercial,  Plant,  Engineering,  Customer  Service 
Groups 

Information  derived  from  employee  participation  in  Business,  Professional, 
and  Service  Organizations 

Other  Appropriate  Sources 

RECORDING  AND  ORGANIZING  INFORMATION 

After  examining  the  appropriate  customers  in  the  market  and  the  segments 
of  certain  accounts,  a  priority  must  be  assigned  to  each  customer  and  each 
segment  of  larger  customers.  This  priority  guide  or  plan  evolves  into  a  Market 
Program  which  generally  includes  a  summary  sheet  (or  Market  Qualification 
worksheet)  for  each  customer  and  segment.  This  summary  includes: 

Customer  objectives 

Service  and  equipment  voids  and  inadequacies  (saturation  points,  etc.) 

Trends — Industry,  Economic 

Analytical  information 

Customer  locations 

Company  objectives 
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Activities — Rough  estimate 

Time  Requirements — Rough  estimate 

This  summary  sheet  should  provide  adequate  information  to  Indicate  how 
customer  objectives  and  company  objectives  relate,  as  well  as  what  the  cus- 
tomer and  the  company  will  gain  by  any  given  course  of  action.  The  manager, 
with  the  assistance  of  other  groups  and  departments,  should  evaluate  costs — 
capital  and  expenses,  and  should  weigh  these  costs  against  situations  which 
exist  that  might  tend  to  override  costs  and  revenue  considerations.  Balanced 
judgment  is  the  key  to  profitable  Market  Qualification. 

SUMMABT 

It  is  important  to  evaluate  trends,  changes,  and  current  operating  status 
of  all  appropriate  locations  and  segments  of  large  accounts.  The  exclusion  of  a 
significant  location  or  segment  could  adversely  affect  the  accuracy  of  the 
qualification  process. 

Qualification  judgments  based  solely  upon  one  piece  of  information,  e.g., 
current  usage  or  equipment  saturation  should  be  avoided.  Nothing  is  as  effec- 
tive as  the  solid  balanced  judgment  of  a  manager  or  specialist.  Upon  the 
completion  of  the  review,  he  will  have  qualified  his  market,  account,  or  ac- 
counts, and  will  be  in  a  position  to  plan  his  future  activities  based  upon 
realistic  opportunities  to  satisfy  customer  needs  that  have  been  identified. 

Exhibit  58 

[American  Telephone  and  Telegraph  Company  1969  Printed  In  U.S.A.] 

Market  Qualification 

definition 

Market  Qualification  is  the  process  of  examining  in  detail  appropriate  cus- 
tomers or  segments  of  customer  accounts  in  order  to  select  those  best  suited 
for  analytical  contact  work.  This  qualification  produces  the  objectives  for 
analytical  work.  As  a  by-product,  it  identifies  those  customers  most  apt  to 
generate  significant  requirements. 

PtTRPOSE 

The  process  of  Market  Qualification  provides  the  manager  and  account  man- 
ager with  an  approach  by  which  customers  or  segments  of  large  customer 
accounts  (divisions,  departments,  functions,  subsidiaries)  can  be  scheduled  for 
contact.  This  scheduling  includes  Company-initiated  as  well  as  Customer- 
initiated  (Prime  Demand)  activity.  Further,  objectives,  timing,  numbers  and 
skills  of  personnel  assigned,  and  methods  involved  in  the  contact,  can  be 
formulated. 

PBOCEDTJBE 

Reviews 

Initial. — After  Market  Identification  has  been  accomplished,  an  initial  case- 
by-case  review  must  be  completed.  This  involves  examining  all  appropriate 
identified  customers  in  a  specified  geographical  area  to  determine  a  program  for 
contacting  individual  customer  accounts  for  analytical  work. 

Also,  certain  appropriate  larger  accounts  should  be  reviewed — segment  by 
segment,  and  location-by-location — to  formulate  a  program  for  analytical  con- 
tact. 

An  initial  review  of  100%  of  the  identified  market  is  normally  compiled 
only  one  time. 

Annual. — After  the  initial  review,  only  part  of  the  market  (account  by  ac- 
count) or  a  large  account  (location  by  location,  segment  by  segment)  need  be 
examined  on  an  annual  basis.  Through  initial  and  later  annual  reviews  will 
disqualify  customers  or  segments  of  large  customer  accounts  from  being 
scheduled  for  analytical  contact  work.  These  reviews  also  permit  scheduling 
analytical  contact  work  for  the  fiiture.  In  either  event,  more  current  data 
might  indicate  a  necessity  for  rescheduling  the  customer  or  segment  for  con- 
tact. Therefore,  it  is  not  necessary  to  review  these  specific  customers  or  seg- 
ments annually. 
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The  accuracy  and  effectiveness  of  the  annual  review  is  directly  related  to 
the  continued  updating  nf  Customer  Information  Files.  This  updating  of  cus- 
tomer information  permits  the  qualification  process  to  continue  on  a  daily 
basis.  Tlierefore,  the  qualifying  process  is  dynamic  rather  than  static.  Work 
Reviews  furnish  the  manager  with  ideal  opportunities  to  continually  qualify 
the  market.  As  a  result,  the  annual  review  is  a  summary  upon  which  an  an- 
nual market  program  can  be  based. 

Team  Approach. — Market  Qualification  is  generally  accomplished  by  the 
manager  and  the  salesman  most  familiar  with  an  account  or  segment  of  a 
large  account.  This  two  man  team  approach  must  be  broadened  at  times  to 
include  other  appropriate  salesmen,  specialists,  and  representatives  from  other 
Associated  Companies  and  Long  Lines. 

Team  concept  dictates  that  decisions  be  made  concerning  the  primary  re- 
sponsibility for  handling  national  accounts  and  regional  accounts  (operating 
in  contiguous  areas  or  states).  To  assure  effective  customer  handling,  decisions 
fixing  this  responsibility  should  be  negotiated  by  those  with  the  final  authority 
to  make  these  decisions  in  the  Associated  Companies  and  Long  Lines. 

Qualification  Judgments  and  Priorities 

Judgments. — Customer  operational  problems  and  objectives  must  be  con- 
sidered in  combination  viith  Telephone  Company  requirements. 

Exhibit  59 

Illegible.  Retained  in  subcommittee  files. 
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Memorandum 

independent  communications  consultant  activity 

This  is  to  relate  the  method  of  operation  in  outside  consultant  activity 
which  the  newly  formed  Telephone  Power,  Inc.  of  Grand  Rapids  apparently 
intends  to  employ. 

Telephone  Power,  Inc.  is  the  firm  established  by  three  recently  resigned 
MET  Marketing  people. 

As  a  result  of  a  proposal  by  the  above  firm  last  week,  we  met  with  officials 
of  a  large  dial  account  customer  in  Grand  Rapids  to  discuss  our  abilities  in 
terms  of  total  communications  advisory  service.  Following  are  the  highlights 
of  our  eight  point  action  program  the  customer  agreed  to  in  lieu  of  retaining 
the  outside  consultant  firm. 

Each  point  listed  ties  in  directly  with  areas  of  interest  in  which  the  consult- 
ing firm  apparently  offered  continuing  surveillance.  It  seems  obvious  that  the 
consultant  firm  was  attempting  to  contract  their  services  as  a  total  communi- 
cations adviser  which,  for  the  most  part,  would  be  fulfilled  by  their  directing 
MBT  activities  in  areas  of  study  which  are  normally  available  to  our  cus- 
tomers (but  not  consistently  and  uniformly  completed  on  a  scheduled  basis). 

1.  Central  Office  Monitoring  of  Calls  and  On  Premises  Visit  to  Review  Switch- 

hoard  Operations  (Traffic) 

Central  Office  monitoring  will  be  made  during  September  1969.  and  then  on 
an  "as  needed"  basis,  with  a  minimum  of  every  six  months. 

On  premises  observations  will  be  done  during  September  1969,  and  then  on 
an  "as  needed"  basis  with  an  objective  minimum  of  one  per  quarter. 

There  will  be  a  review  with  the  customer  of  the  findings  and  a  course  of 
action  planned  after  each  monitoring  and  visit. 

2.  Busy  Studies 

A  Busy  Study  will  be  conducted  during  the  week  of  September  8,  1969. 
Future  studies  will  be  conducted  on  an  "as  needed"  basis,  including  reviews 
of  data  such  as  the  ATB  (All  Trunk  Busy)  and  LTB  (Last  Trunk  Busy)  read- 
ings with  a  minimum  of  one  per  quarter. 

S.  WATS 

A  mechanized  computer  study  will  be  completed  during  September  1969,  the 
results  of  which  will  be  reviewed  about  the  first  of  October.  Future  studies  will 


3402 

be  run  "as  needed"  to  be  determined  by  changes  in  operation,  increased  call- 
ing, etc.,  or  at  the  customer's  request. 

4-  Departmental  Review 

A  thorough  review  of  the  Order  Department  and  customer  service  depart- 
ment will  begin  on  September  8,  1969 ;  a  switchboard  operators  review  will 
be  completed  by  September  16,  1969;  certain  other  departments  will  be  re- 
viewed at  a  later  date  after  discussion  and  appropriate  times  are  mutually 
agreed  upon.  Future  reviews  will  be  conducted  on  an  "as  needed"  basis. 

5.  Worksheets 

Current  copies  of  all  worksheets  were  delivered  on  September  3,  1969.  Future 
copies  will  be  forwarded  upon  issuance. 

6.  Single  Billing  Record 

A  copy  of  the  July  25  SBR  was  given  to  the  customer  on  September  3,  and 
the  August  copy  was  mailed  on  September  4.  Future  copies  will  be  mailed 
directly  to  the  customer  on  an  "as  issued"  basis,  normally  once  per  month  in 
this  case. 

7.  New  Equipment  Lines 

New  equipment  will  be  discussed  on  a  "day  to  day"  visit  basis,  and  a  quar- 
terly general  discussion  is  programmed  to  review  what  is  available  and  what 
is  in  the  process  of  development. 

8.  Future  Growth 

As  a  part  ofthis  program,  we  will  jointly  forecast  future  needs  well  in 
advance  to  enable  proper  recommendations  and  processing  of  equipment  orders 
to  avoid  critical  situations.  Particular  attention  wlil  be  paid  to  the  Data  field, 
and  Centrex  feasibility.  We  will  arrange  for  a  joint  meeting  with  a  Data 
expert  within  the  next  30  days. 

The  customer  accepted  the  entire  program  and  stated  that  he  was  pleased 
that  they  would  not  be  required  to  engage  an  outside  firm  to  oversee  their 
telephone  communications  services. 

E.    F.    GlETZEN, 

September  8,  1969. 
Exhibit  60A 

Mr.  Egan  :  The  following  represents  the  activity  we  have  had  with  Tele- 
phone Power  Incorporated  as  regards  their  handling  of  the  Ferris  State  Col- 
lege and  the  Calvin  College  accounts. 

Ferris  College— Big  Rapids:  100  Series  (701)  2  Pos  552,  281  Stations,  175 
Extensions.  28  Trunks,  18  Manual  PBX's  in  dorms  (507's  and  555's). 

Telephone  Power  Incorporated  contracts  effective  December  1,  1969  through 
November  26,  1971. 

Basic  information  on  account  requested  by  Telephone  Power  Incorporated 
and  provided  early  1970. 

Normal  activity  since  that  time  conducted  through  regular  College  people. 

30  station  dial  addition  pending — approximate  completion  week  of  May  25. 

No  other  significant  happenings. 

Calvin  College— Grand  Rapids:  100  Series  (701)  1  Pos  552,  359  Stations,  83 
Extensions.  17  Trunks,  1-555  Manual  PBX  in  Dorm — 13  stations,  1-756  PBX 
for  Administration — 54  stations. 

Telephone  Power  Incorporated  contracts  effective  October  9,  1969  through 
April  30,  1971. 

Basic  information  on  account  requested  by  TPI  and  provided  November,  1969. 

Major  activity  has  involved  billing  checks. 

$825.71  overbilling  found. 

$825.00  underbilling  found. 

Net  difference  $.71  in  favor  of  customer. 

Minimal  order  activity  since  that  time  negotiated  through  TPI. 

Pending  jobs. 

Second  Position  552  on  the  701  system.  When  completed  approximately 
September  1,  1970  756  and  555  will  be  removed. 

280  station  dial  addition  on  the  701  system. 

Also  pending  Centrex  feasibility  study — probable  Engineering  answer  June  1. 
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TPI  indicated  if  we  cannot  provide,  customer  will  go  to  private  Centrex  sys- 
tem on  Interconnection  basis.  Interconnection  query  through  normal  sources 
is  pending. 

Exhibit  60B 

June  25,  1970. 

Mr.  Shaw  :  This  concerns  outside  consultant  and  supplier  activity  in  the 
Southern  District. 

Following  is  a  list  of  consultants  and  suppliers  and  their  customers : 

Telephone  Power,  Inc..  communications  consultants.  Grand  Rapids :  Grand 
Rapids  Osteopathic  Hospital — Grand  Rapids,  Chemtron — Holland,  Ferris  State 
College — Big  Rapids,  Liberty  Mutual  Insurance — Grand  Rapids,  Calvin  College 
— Grand  Rapids,  Blue  Arrow  Douglas — Grand  Rapids,  Dutcher  Realty — Grand 
Rapids,  Grocer's  Dairy — Grand  Rapids,  Borgess  Hospital — Kalamazoo,  Eber- 
hard's  Foods — Grand  Rapids,  Herpolsheimer's  Department  Store — Grand 
Rapids,  Coe-Hayden  Pontiac — Ionia  &  Grand  Rapids,  Pennock  Hospital-^ 
Hastings,  Lear  Siegler  Inc. — Grand  Rapids. 

Sawyer  Consultants,  New  York  City :  Michigan  National  Bank — Marshall. 

Tate  Communications,  consultants,  Lansing:  Michigan  National  Bank — Grand 
Rapids. 

Communications  Consultants.  Inc.,  Nashville.  Tenn. :  Associated  Truck  Lines 
— Grand  Rapids. 

Com-Co  Consultants,  Inc.,  Houston,  Texas :  Variable  Annuity  Life  Insurance 
Co. — Grand  Rapids. 

Communications  Management,  Inc..  communications  consultants :  Brown  and 
Co. — Kalamazoo. 

East  Town  Sound,  Grand  Rapids  agent  for  Stromberg  Carlson  Intercoms: 
Only  customers  thus  far  are  themselves. 

ITT — Terry  Phone,  Grand  Rapids:  Brown  and  Sons — Grand  Rapids,  Conrad 
Co. — Holland.  We  have  been  successful  in  retaining  our  services  thus  far. 

To  date,  the  only  firm  which  has  caused  us  any  problems  has  been  Telephone 
Power,  Inc.  Their  territory  covers  the  entire  state,  and  until  recently  their 
services  have  included  consulting  on'y.  However,  we  recently  were  advised 
that  they  have  received  a  state-wide  distributorship  for  Stromberg-Carlson 
PBX's  and  key  equipment.  At  this  time  we  have  no  indication  as  to  its  scope 
of  either  their  sales  or  servicing  organization. 

In  their  capacity  as  consultants,  the  firm  has  constantly  been  testing  our 
attitude  and  policies.  Examples  are  as  follows : 

Request  for  Tariff  changes  such  as  add-on  conferencing  for  non-PBX  cus- 
tomers, and  toll  terminals  in  student  dormitories. 

Request  for  policy  decisions  such  as  what  we  will  do  with  interior  cabling 
on  our  interconection  cases. 

Submitted  several  interconnection  inquiries  such  as  lA  key.  coin,  and  a 
manual  PBX.  Presently  only  the  manual  PBX  on  their  premises  is  inter- 
connected. 

Requested  a  Centrex  feasibility  study  for  both  Calvin  and  Ferris  colleges 
with  this  inference  that  if  we  cannot  provide  Centrex,  the  customer  will  pur- 
chase a  privately  owned  system. 

If  you  have  any  further  questions,  please  call  me  on  616-459-9776. 

R.  B.  Fox. 
Exhibit  61 

Michigan  Bell  Telephone  Commekcials 

FOLLOW  THRU,  it's  important  to  a  good  golf  game  and  even  more  Impor- 
tant as  a  business  practice,  for  follow  thru  shows  you  are  interested  in  more 
than  meeting  customer  needs  for  equipment.  You  are  intere.sted  in  making  sure 
that  what  you  supply  works  right,  now,  and  for  years  to  come,  this  is  why 
follow  thru  is  standard  operating  practice  for  the  Michigan  Bell  team.  A 
team  of  experts  who  can  engineer  and  install  a  phone  system  designed  spe- 
cifically to  meet  your  business  needs,  and  they  will  stick  with  your  job,  really 
follow  thru,  providing  all  the  years  of  service  and  maintenance  you  will  need. 
So.  to  get  the  complete  communication  package  you  need  think  of  the  Bell 
team  first,  and  don't  hesitate  to  call  your  local  Michigan  Bell  business  oflSce.  .  .  . 

SUNG  (Between  each  commercial) — For  a  lifetime  of  service  beyond  the 
phone,  call  the  Bell  team  first. 
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Are  you  getting  the  most  from  your  communications  equipment  as  a  business 
tool?  Maybe  your  business  needs  call  for  more  than  conventional  telephones. 
Michigan  Bell  offers  business  customers  a  wide  range  of  equipment  to  meet 
internal  communication  needs.  Call  Directors  to  centralize  many  different 
phone  lines  at  a  single  desk.  Conveniently  located  Extension  phones  save  time 
and  money  and  help  you  avoid  missing  important  calls.  Button  phones  let  you 
hold  a  customer  on  a  line  while  you  quickly  phone  for  needed  information 
from  an  associate,  and  Speaker  phones  keep  your  mind  on  business  when  your 
hands  are  full.  There  is  more,  Michigan  Bell  offers  a  complete  line  of  commu- 
nication equipment  to  meet  your  needs  and  you  know  if  we  install  it,  we  serv- 
ice it.  .  .  . 

Hours — all  day  Saturday,  and  up  to  5 :00  p.m.  Sunday,  Michigan  Bell  gives  me 
a  forty  (40)  percent  discount. 

LiTiLE  Girl.  Goalie,  no  wonder  you're  rich. 

Man.  More  some  day,  my  dear. 

Both  man  and  little  girl  siieak  here.  I  couldn't  understand  either  one  of  them. 

Long  range  planning  is  one  important  factor  in  the  continuing  success  of 
almost  any  business  and  almost  any  businessman  knows  that,  yet  it  is  sur- 
prising how  many  overlook  the  importance  of  the  long  view  when  selecting 
communications  equipment.  Remember  that  Michigan  Bell  communications 
equipment  installed  today  will  still  be  efficient  years  from  now,  for  if  some- 
thing should  need  repair,  Michigan  Bell  fixes  it  without  additional  expense  or 
delay,  using  experience  and  know-how  that  has  made  us  number  one  in  com- 
munications. We  are  confident  that  when  it  comes  to  long  run  values,  like 
maintenance  at  no  extra  charge,  you  will  be  glad  to  call  the  Bell  team  first. 
The  Bell  team  means  better  business  for  you  in  the  long  view. 

For  a  lifetime  of  service  beyond  the  call,  call  the  Bell  team  first.  You 
probably  know  that  already,  but  there  is  more  to  it  than  meets  the  eye.  When 
these  people  invite  him  for  service,  he  means  it ! 

When  your  Michigan  Bell  business  communications  equipment  man  calls,  It 
is  just  a  start  of  a  long  happy  relationship,  one  reason  you  may  wish  to  be 
included  in  Michigan  Bell's  basic  communication  package.  If  we  install  it. 
we  service  it.  If  something  stops  working  right  even  years  from  now,  we'll 
put  it  right,  using  all  the  skill  and  experience  we  have  in  a  company  like 
Michigan  Bell.  Thinking  of  changing,  adding  to.  or  otherwise  improving  your 
communications  equipment,  think  of  Michigan  Bell  first.  If  we  install  it,  we 
service  it.  That's  why  we  say — (Singing  Sentence). 

You  are  a  businessman  and  you  are  busy  .  .  .  wouldn't  it  be  great  if  you 

could  be  a 

Well,  now  you  can,  in  a  manner  of  speaking,  with  a  mobile  telephone  from 
Michigan  Bell.  For  whatever  business  you  are  in,  construction,  agriculture, 
real  estate,  a  lot  of  your  working  hours  are  spent  in  a  car  or  truck  .  .  . 
you'll  want  to  have  a  mobile  phone  from  Michigan  Bell  working  for  you.  Ex- 
pand your  area  of  operation,  sharpen  your  competitive  edge,  deliver  fast  de- 
pendable service  with  a  mobile  phone  from  Michigan  Bell.  There  is  no  waiting 
for  installation — none — no  waiting  for  .service  either.  If  Michigan  Bell  installs 
it,  we  service  it.  And,  depending  on  where  you  live,  you  can  choose  either 
dial  or  manual  mobile  service.  So  keep  in  touch,  call  your  local  Michigan  Bell 
business  office  today. 

Exhibit  62 

Bell  Feels  Competition  Pinch 

(By  Allan  Sloan,  Free  Press  Business  Writer) 

Michigan  Bell  is  worried  about  something  new — competition. 

Bell,  which  has  a  monopoly  in  serving  most  of  Michigan,  is  finding  competi- 
tion from  companies  that  offer  less  expensive  phone  equipment. 

The  resu't,  Michigan  Bell  President  David  Easlick  said  in  an  interview  Tues- 
day, is  that  Michigan  Bell  lost  $1  million  in  business  to  competitors  last  year, 
and  expects  to  lose  $2  million  this  year. 

In  the  long  run,  he  said,  this  will  raise  the  price  of  phone  service  to  most 
of  Bell's  customers,  because  the  company  will  have  to  charge  them  higher  rates 
to  make  up  for  the  lost  revenue. 
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As  an  example  of  lost  business,  Easlick  said  that  Michigan  Bell  is  losing  an 
average  of  three  switchboards  every  two  weeks  to  companies  replacing  Bell 
equipment. 

He  also  said  Bell  is  losing  substantial  numbers  of  "key"  phones— phones  tbnt 
have  several  lines,  controlled  by  buttons. 

Bell  is  losing  those  customers,  Easlick  said,  because  it  traditionally  has  kept 
their  rates  high  to  subsidize  service  to  other  customers,  such  as  home  owners. 

Because  Federal  Communications  Commission  decisions  are  making  it  easier 
for  companies  to  market  equipment  to  compete  with  Bell.  "We're  really  start- 
ing to  get  hurt,"  Easlick  said  in  the  interview  and  in  a  speech  in  Birmingham 
earlier  in  the  day. 

He  also  repeated  previous  statements  that  Bell  soon  will  ask  the  Michigan 
Public  Service  Commission  for  a  rate  increase.  ' 

In  December,  w^hen  the  commission  gave  Bell  only  $24.8  million  of  the  $30 
million  it  was  seeking,  the  company  said  it  would  ask  for  more  money. 

Easlick  said  Tuesday  the  request  would  be  more  than  the  last  one — which 
would  make  it  a  record. 
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[January  4,  1074 — Tie  Lines] 

Competition 

'We're  foi*  a  system  of  communications  that  provides  the  best  service  for  the 
most  people  at  the  lowest  cost'  — David  K.  Easlick. 

For  what  only  a  few  customers  want,  the  rest  will  have  to  pay— in  the  form 
of  poorer  service  and  higher  rates.  This  warning  about  the  possible  conse- 
quences of  further  competition  in  the  telecommunications  field  was  sounded 
repeatedly  in  1973  by  the  Bell  System,  independent  telephone  companies,  and  a 
number  of  state  utility  regiilators. 

CERTIFICATION 

One  aspect  of  competition  that  concerned  them  was  and  is  certification. 
Proposals  for  certification  being  studied  by  the  Federal  Communications  Com- 
mission would  eliminate  existing  network  protection  requirements  and  substi- 
tute a  code  of  standards  covering  the  manufacture  of  terminal  equipment.  If 
this  equipment  was  "certified"  by  some  telephone  equivalent  of  the  electrical 
industry's  Underwriters  Laboratory,  it  could  then  be  connected  directly  to  the 
telephone  network. 

On  the  surface,  it  might  seem  like  a  reasonable  idea  for  the  telephone  In- 
dustry to  develop  and  enforce  a  certification  program  somewhat  similar  to 
that  used  to  evaluate  the  safety  aspects  of  toasters  and  dishwashers.  But  under 
closer  examination,  the  analogy  between  telephones  and  appliances  falls  apart. 
The  important  difference  is  that  telephones  are  integral  parts  of  a  system, 
and  appliances  aren't.  If  a  toaster  fails,  the  trouble — no  toast,  or  burnt  toa.st 
—is  confined  to  one  household.  If  a  "certified"  telephone  doesnt  work,  not 
just  one  customer  but  potentially  a  great  many  others  on  the  network  could 
be  adversely  affected.  And,  dei>ending  on  the  nature  of  the  failure,  the  results 
could  be  tied-up  lines,  wrong  numbers,  and  billing  errors. 

Because  the  harmful  effects  of  malfunctioning  telephone  gear  can  be  so 
widespread,  any  set  of  standards  app'ied  to  the  design  and  manufacture  of 
telephone  terminal  gear  would  have  to  be  very  stringent.  After  careful  study 
of  the  certification  proposals  now  before  the  FCC.  AT&T  advised  the  Com- 
mission that  besides  being  inadequate  in  their  network  protection  provisions, 
the  plans  are  cumbersome  and  un,wieldy.  And,  if  they  were  beefed  up  to  pro- 
vide adequate  network  protection.  AT&T  estimates  that  their  costs— including 
charges  to  cu.stomers,  manufacturers  and  taxpayers  to  defray  insi>ection  and 
enforcement  expenses — could  run  from  $140  million  to  as  high  as  $210  million 
over  the  next  five  years.  This  is  contrasted  with  the  total  projected  tariff 
charges  of  $58  million  for  telephone  comi>any-installed  protective  devices  for 
the  same  period. 

But  the  differences  don't  stop  there.  If  some  form  of  certification  is  ulti- 
mately sanctioned  and  then  fails  even  slightly  to  provide  the  protection  af- 
forded by  present  connecting  arrangements,  the  costs  to  customers  will  mount 
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sharply.  According  to  AT&T  studies,  a  one  percent  increase  in  ineffectiv  call- 
ing attempts  would  add  about  $75  million  to  the  capital  costs  of  the  network, 
and  about  $27  million  to  annual  operating  expenses.  And  evidence  collected  so 
far  on  the  performance  of  customer-provided  terminals  suggests  that  fears  of 
service  deterioration  with  certification  are  well  founded.  Current  data  indicate 
that  intercity  private  lines  equipped  with  at  least  one  customer-provided  termi- 
nal generated  trouble  at  a  rate  at  least  50  percent  higher  than  did  lines 
etiuipped  with  telephone  company-provided  terminals  only.  And  the  trouble 
report  rate  on  regular  telephone  lines  for  customer-provided  terminals  is  more 
than  25  percent  higher  than  on  lines  connected  solely  to  telephone  company- 
provided  terminals. 

SPECIALIZED   COMMON    CABKIEE8 

The  other  form  of  competition  that  the  telephone  companies  voiced  opposi- 
tion to  was  specialized  common  carriers. 

Once  the  Federal  Communications  Commission  approved  in  1971  the  entry 
of  specialized  common  carriers  (SCC's)  into  the  private  line  market,  the 
SCC's  quickly  duplicated  the  high  capacity  routes  of  the  Bell  System  and 
charged  lower  rates.  On  the  Chicago  to  St.  Louis  route  alone,  MCI  succeeded 
in  luring  80  percent  of  the  two-point  private  line  business  away  from  Long 
Lines. 

The  Bell  System  may  be  the  immediate  loser,  but  the  average  customer  will 
surely  be  the  ultimate  loser.  To  the  extent  that  revenues  from  private  line 
services  support  the  investment  in  plant  shared  with  the  regular  switched 
network,  their  loss  places  a  heavier  earning  requirement  on  regular  toll  serv- 
ices that  can  only  be  met  with  higher  rates. 

Said  David  K.  Easlick,  president  of  Michigan  Bell,  "We're  for  a  system  of 
communications  that  provides  the  best  services  for  the  most  people  at  the 
lowest  cost.  We're  again.st  certification  and  the  expansion  of  specialized  com- 
mon carriers — like  MCI — because  we  believe  they  will  result  in  poorer  service 
for  most  people  at  higher  cost.  Our  evidence  shows  that  the  only  ones  who 
would  benefit  from  certification  and  the  expansion  of  specialized  common  car- 
riers would  be  some  makers  of  equipment,  some  SCC's  like  MCI,  and  some 
businessmen  who  happen  to  be  in  favorable  geographical  locations. 

"The  real  losers  would  be  the  rest  of  the  American  public." 

The  controversy  promises  to  grow  much  hotter  in  1974.  And  the  Bell  System 
hopes  that  those  that  will  be  most  affected  by  the  outcome — the  main  body  of 
telephone  customers — will  be  drawn  into  it  and  make  their  wishes  heard. 

Exhibit  64 

Not  suitable  for  printing.  Retained  in  subcommittee  files. 
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4.  Maintenance  center  and  storage  area. 

5.  Tools  and  test  equipment. 

6.  Transportation,  if  required. 

The  average  annual  cost  of  these  items  over  the  life  at  the  system  varies 
from  6%  to  12%  of  installed  (i.e.,  first  costs),  and  an  acceptable  conservative 
figure  is  8%.  The  attached  exhibit  "General  Maintenance  Curve"  demonstrates 
this  and  is  based  on  two  postulates : 

1.  A  rising  expotential  curve. 

2.  The  total  maintenance  expenses  over  the  life  of  any  piece  of  equipment 
will  equal  100%  of  the  original  installed  cost. 

(Note:  The  "General  Maintenance  Curve"  is  only  of  general  use  as  an  exam- 
ple. First,  it  relates  to  crossbar  PBX's,  while  the  particular  competitive  case 
may  involve  solid  state  equipment.  Second,  the  exhibit  is  based  on  average 
data  related  to  a  Bell  system  cost  accounting  study  of  a  group  of  representative 
PBX's  during  the  late  1950'.s  and  the  1960's.  Nevertheless,  the  general  slope  of 
the  cost  curve  indicates,  at  the  least,  that  whatever  the  system  maintenance 
costs  grow  the  longer  it  is  in  use,  and  then  costs  fairly  rapidly  become  very 
significant  in  dollar  terms.) 

There  are  several  significant  facts  revealed  by  charting  the  maintenance 
over  the  total  life  of  a  system.  Perhaps  the  most  important  is  that  it  proves 
that  costs  increase  with  time,  e.g. : 
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Did  you  ever  say  to  yourself  that  "It's  time  to  get  a  new  car,  my  old  one  is 
costing  a  fortune"?  It  probably  does  not  perform  very  satisfactorily  in  later 
years  either,  since  to  refurbish  it  as  it  was  originally  is  far  too  expensive. 

And  another  very  important  factor  that  charting  maintenance  expense  points 
out  very  vividly  is : 


Exhibit  65A 

Same  as  tab  F  to  exhibit  66. 
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Michigan  Bell, 
Detroit,  Mich.,  June  8,  1973/ 

B.    SlEGEL, 

Detroit,  Mich. 

Dear  Mr.  Yankee:  I  would  like  to  thank  you  for  this  opportunity  to  re- 
emphasize  Michigan  Bell's  pending  proposal  to  change  the  main  office  at  B. 
Siegel  to  a  Series  200  dial  system.  I  have  thoroughly  discussed  the  entire  pro- 
posal with  Larry  Boledovich,  the  M.B.T.  Consultant  who  originally  presented 
our  recommendation.  The  conditions,  benefits,  and  recommendation  to  change 
to  a  dial  system  remain  the  same.  Basically  our  dial  system  will  free  one 
operator  in  that  many  calls  will  now  bypass  her.  In  our  original  recommenda- 
tion the  25  odd  lines  that  you  presently  have  were  to  remain  as  is.  With  your 
manual  system  these  lines  are  used  to  make  outgoing  calls  without  being 
delayed  by  the  operator.  These  numbers  are  also  given  out  to  others  to  use  as 
a  direct  inward  contact.  I  checked  the  usage  on  all  of  these  lines  and  they 
totaled  2,000  outgoing  calls  per  month  in  the  month  of  April.  There  is  no 
accurate  way  to  determine  how  many  incoming  calls  are  received  on  these  lines. 

I  feel  that  the  3  lines  that  are  currently  on  the  Credit  Inquiry  phones  should 
definitely  remain  intact.  Since  that  number  is  listed  separately  in  the  telephone 
book,  your  customers  can  call  directly  into  the  department  without  having  to 
be  held  up  by  the  oi>erator.  The  incoming  call  volume  on  these  3  lines  is  sub- 
stantial and  by  keeping  the  lines  it  will  lessen  the  incoming  call  load  on  the 
operator.  If  we  did  remove  these  lines  and  replace  them  with  3  stations  the 
cost  difference  is  a  mere  $.45  per  month  saving.  I  feel  it  is  worth  the  addi- 
tional $.45  per  month  to  remove  the  incoming  call  volume  from  the  operator's 
duties.  Taking  these  things  into  consideration  I  recommend  that  we  keep  the 
Credit  Inquiry  department  the  same  with  5  6-button  telephones  that  each 
answer  the  three  odd  lines  961-5125,  6,  and  7  and  two  dial  stations. 

Now,  let's  discuss  the  rest  of  the  odd  lines  which  appear  on  the  executive 
phones,  the  buyers  phones,  and  various  other  administrative  phones.  These 
lines  are  also  used  to  place  outgoing  calls  and  receive  incoming  calls  without 
having  to  go  through  the  operator  as  you  would  otherwise  do  with  your  manual 
system.  With  the  new  dial  system  we  could  eliminate  these  22  odd  lines  and 
leave  each  of  these  people  with  a  single  station  telephone.  They  would  be 
able  to  dial  their  own  calls  by  dialing  the  number  9  and  then  the  number 
they  desired.  All  incoming  calls  for  them  would  now  have  to  go  through  the 
operator  which  would  mean  an  additional  work  load  on  her.  By  analyzing  the 
traffic  study  we  previously  conducted.  I  don't  feel  that  this  extra  load  would 
be  more  than  one  operator  could  handle.  During  your  busy  season  we  can 
run  usage  studies  and  if  needed  we  could  add  odd  lines.  Since  we  know  that 
the  outgoing  call  load  will  increase  approximately  2.000  calls  per  month  I  do 
recommend  that  we  increase  the  number  of  dial  9  trunks.  Originally  we  felt 
that  6  would  be  sufficient  but  if  we  disconnect  these  22  odd  lines  I  feel  you 
would  require  a  minimum  of  8  dial  9  trunks.  After  the  system  has  been  in- 
stalled a  periodic  study  will  allow  us  to  make  appropriate  recommendations 
cm  these  dialable  lines.  I  also  feel  that  .since  there  will  be  additional  calls 
coming  into  B.  Siegel  through  the  operator,  which  bypassed  her  before,  we 
should  increase  the  number  of  incoming  trunks  from  10  to  12.  The  additional 
charge  for  these  4  trunks  would  be  $29.60  per  month. 

In  our  original  recommendation  we  had  suggested  that  Ms.  Labon  have  a 
phone  that  answered  the  executive  stations  so  she  could   take  messages  for 
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them  and  take  this  function  away  from  the  oi^erator.  Since  we  will  now  be 
adding  responsibility  to  the  operator  I  feel  that  it  is  important  that  we  do 
make  this  change.  We  will  install  a  10-button  set  for  Ms.  Labon.  I  also  feel 
that  Mr.  Walker  and  Mr.  Baum  should  each  retain  their  2  stations  on  6-button 
telephones. 

In  the  Credit  Authorization  department  we  recommend  5  10-button  sets  to 
each  answer  7  stations  which  I  still  feel  is  necessary. 

To  summarize  our  recommendation  for  key  telephones,  I  feel  that  we  should 
have  5  6-button  phones  in  the  Credit  Inquiry  department,  5  10-button  sets 
in  Credit  Authorization,  2  6-button  phones  for  Mr.  Walker  and  Mr.  Baum, 
and  1  10-button  set  for  Ms.  Labon.  We  will  disconnect  22  of  the  25  odd  lines 
and  make  those  phones  single  station  sets.  The  other  3  lines  will  remain  in 
the  Credit  Inquiry  department.  Our  original  proposal  had  these  charges 
quoted  as  $366.60  per  month.  With  these  revisions  we  would  reduce  this  figure 
to  $121.45.  We  are  also  going  to  add  4  trunks  to  the  original  proposal  for  an 
additional  $29.60  per  month.  The  total  saving  per  month  would  be  $215.55  over 
our  original  figure. 

I  would  now  like  to  turn  my  attention  to  the  pending  proposal  you  have  re- 
ceived from  TPI.  There  are  several  areas  I  would  like  to  cover  including  fea- 
tures, hidden  costs,  cost  versus  price,  and  a  cost  comparison. 

Let's  look  at  the  features  first.  (1)  You  indicated  that  you  were  impressed 
with  their  switching  system  because  it  is  electronic.  It  is  true  that  their 
switching  equipment  is  electronic  and  so  is  ours.  All  equipment  that  works 
with  electricity  is  electronic.  Their  equipment  uses  a  crossreed  switch  which 
is  slightly  different  than  the  crossbar  switch  that  ours  uses.  Neither  is  solid 
state  and  both  are  similar.  Their  equipment  is  no  faster  in  call  completion 
than  ours,  which  was  one  of  your  main  concerns.  Another  area  of  concern  was 
space.  The  equipment  that  we  have  recommended  is  cabinetized.  Each  cabinet 
is  6  feet  10  inches  high,  4  feet  7  inches  wide  and  2  feet  2  inches  deep.  Your 
system  would  require  2  of  these  cabinets.  TPI  gear  is  also  cabinetized  and 
does  take  up  less  space  than  ours  but  neither  takes  up  any  considerable  amount 
of  space  as  you  can  see  by  our  dimensions.  Their  switching  equipment  is 
definitely  good  equipment  but  with  MBT  you  really  don't  have  to  concern 
yourself  with  switching  gear.  We  maintain  it  and  are  constantly  updating  it  at 
no  extra  cost  to  you.  Being  a  telephone  user,  as  long  as  you  receive  a  dial  tone 
and  can  use  your  phone  you  shouldn't  need  to  worry  about  what  type  of 
switches  are  completing  your  call. 

Another  feature  that  you  seemed  interested  in  was  restriction  of  long  dis- 
tance calls  which  is  built  into  their  equipment.  (2)  It  is  optional  with  our 
system  at  an  extra  charge.  We  didn't  recommend  this  feature  because  our 
feeling  is  that  there  isn't  a  suflBcient  need  for  it.  The  stations  at  the  Woodward 
store  are  primarily  the  ones  you  would  want  to  restrict  from  placing  calls. 
We  will  wire  them  so  that  they  will  have  to  place  all  outside  calls  through 
the  operator,  which  they  are  currently  doing.  They  will  be  able  to  dial  any 
other  station  user  with  the  new  system. 

Call  transfer  and  consultation  hold  are  two  other  features  of  the  TPI  equip- 
ment. We  also  could  have  recommended  these  additional  features  at  a  higher 
cost  to  you  but  here  again  we  didn't  uncover  the  need  for  them.  During  the 
2  day  trafl5c  review  we  conducted,  only  18  calls  per  day  were  transferred  by  the 
operator,  which  is  a  very  low  figure.  These  calls  are  mostly  transferred  from 
one  department  to  another  within  the  store.  At  the  main  oflSce  most  incoming 
callers  know  exactly  who  they  need  to  talk  with  and  therefore  don't  need  to 
be  transferred.  Now  with  this  call  transfer  feature  you  have  to  train  each  of 
your  personnel  to,  in  essence,  be  an  operator.  Each  person  will  have  to  have  a 
directory  of  all  the  station  users  and  use  their  time  to  look  up  the  number, 
explain  to  the  caller  that  you  will  be  glad  to  transfer  their  call,  and  then 
follow  the  procedure  of  dialing  the  desired  station  number.  Since  this  feature 
is  to  be  used  mainly  on  the  floor  of  the  store  you  are  using  your  sales  people's 
time  to  be  an  operator  instead  of  watching  the  floor  and  serving  your  cus- 
tomers. Another  consideration  is  that  with  every  new  person  hired  by  you 
someone  will  have  to  train  that  person  on  how  these  features  work.  These 
are  the  reasons  we  didn't  recommend  call  transfer. 
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Consultation  hold  is  another  feature  that  is  available  but  that  we  didn't 
recommend.  Very  few  of  the  people  in  the  main  oflSce  have  the  need  to  seek 
someone  else's  opinion  to  complete  their  call.  On  any  decision  making  problem 
a  meeting  would  be  necessary,  not  ju.st  a  simple  call.  The  store  users  normally 
know  their  own  area  and  don't  need  to  consult  with  others  while  on  a  call. 

Both  call  transfer  and  consultation  hold  are  very  useful  services  in  the 
appropriate  setting,  but  at  B.  Siegels  we  don't  feel  there  is  a  need  for  either 
of  them  and  we  don't  feel  you  should  have  to  pay  for  them  if  you  don't  need 
them. 

There  are  certain  features  on  the  TPI  proposal  that  we  don't  offer  at  aJI 
at  this  time.  One  of  these  dial  pick-up  service.  Here  again,  even  if  we  had  this 
feature  I  wouldn't  recommend  it.  When  a  person  is  away  from  his  phone  it  is 
the  operator's  duty  to  explain  this  condition  to  the  caller  and  take  a  message. 
With  this  feature  you  are  expecting  other  station  users  to  interrupt  what  they 
are  doing  to  answer  someone  else's  call.  Then  they  have  to  spend  their  time 
to  take  a  message  and  see  that  this  message  is  delivered.  The  operator  is 
trained  and  paid  to  do  all  of  these  things. 

The  call  back  feature  is  another  one  that  we  don't  oflfer.  Before  I  would 
recommend  it  I  would  have  to  determine  the  number  of  times  during  a  day 
that  people  having  this  service  actually  place  an  internal  call  and  receive  a 
busy  signal.  If  it  only  happens  occasionally  to  a  few  people  I  couldn't  justify 
recommending  it.  Again,  it  does  sound  like  a  functional  service  if  there  is  an 
application  for  it. 

The  one  service  that  comes  standard  with  our  equipment  but  which  is  not 
Included  in  the  TPI  recommendation  is  the  busy  field.  This  is  a  very  impor- 
tant feature  as  far  as  speed  and  adequate  handling  of  incoming  calls  are 
concerned.  The  operator  would  at  a  glance  be  able  to  tell  a  caller  if  the  station 
he  desired  is  free.  With  the  TPI  equipment  the  operator  would  have  to  dial 
the  station  before  she  would  know  the  station  is  busy.  With  MBT,  if  the 
station  were  busy  the  operator  could  automatically  camp  on  the  call.  I  defi- 
nitely feci  that  this  service  is  a  time  saver  for  the  operator. 

Tie  lines  are  another  feature  we  discussed.  TPI  is  including  the  rate  for 
fue  stations  to  be  extended  to  the  five  stores.  If  we  could  charge  you  for  only  a 
station  we  would ;  but  we  can't.  We  are  recommending  dial  tie  lines  which  are 
the  most  economical  we  have  to  offer  with  this  system.  Special  equipment  has 
to  be  installed  and  maintained  for  these  tie  lines  and  that  is  why  we  charge 
for  them.  If  you  don't  need  tie  lines  with  the  system,  you  don't  have  to  pay 
for  the  special  equipment.  This  equipment  is  built  into  TPI  gear  which  indi- 
cates that  even  if  you  don't  need  it  it's  there  and  you  are  in  essence  paying 
for  it. 

In  summarizing  this  feature  comparison.  I  feel  that  we  have  made  the  best 
possible  recommendation  for  a  telephone  system  at  B.  Siegels.  We  have  taken 
into  consideration  many  aspects  of  your  business  and  fitted  our  features  to 
your  needs. 

I  mentioned  earlier  the  term  "hidden  costs"  involved  in  leasing  a  telephone 
system  for  any  other  vendor.  Let's  discuss  them  one  at  a  time.^ 

First  of  all  you  are  now  responsible  for  paying  personal  property  tax,  both 
city  and  county.  I  have  a  chart  attached  which  explains  how  this  tax  is  com- 
puted.' In  Detroit  the  current  rate  is  $7.76  per  $100.00.  The  first  year  your  tax 
would  amount  to  $1,966.00  which  on  a  monthly  basis  is  $163.80.  This  tax  does 
decrease  over  the  years  but  then  again  the  tax  rate  normally  goes  up. 

Secondly,  you  would  have  to  insure  this  new  property.  The  content  insurance 
rate  in  your  area  is  $1.27  per  $100.00  per  month  which  would  put  your  cost  at 
$684.00  per  year  or  $57.00  per  month.  When  leasing  equipment  the  normal  con- 
tract reads  that  the  leasee  is  responsible  for  the  insurance.  This  is  one  point 
that  you  should  be  sure  to  have  your  lawyer  determine. 

A  third  hidden  cost  and  one  that  is  very  important  is  maintenance.  You  are 
considering  a  maintenance  contract  which  is  quoted  in  the  TPI  proposal  as 
$86.00  per  month.  There  are  many  questions  that  you  should  get  answered 
regarding  this  contract.   What   does   complete   maintenance   mean?   Are   parts 


»  See  Tab  D. 

'  See  Tab  E. 
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and  labor  included?  Where  are  your  repairmen  located?  Is  there  a  clause  simi- 
lar to  "We  guarantee  service  barring  acts  of  God" — which  could  include  a 
snowstorm,  a  fogged-in  airport  or  a  traflSc  jam?  Is  the  contract  subject  to  any 
increase  over  the  years?  Normally  contracts  have  a  set  percentage  which  they 
may  increase  each  year.  I  noticed  that  in  the  TPI  proposal  the  maintenance 
figure  of  $86.00  per  month  for  the  total  period  of  20  years  was  used.  My 
experience  indicates  that  this  is  highly  unusual.  Actually,  how  can  a  mainte- 
nance firm  guarantee  their  price  will  remain  the  same  for  any  period  of  time? 
Do  they  know  how  much  a  repair  truck  will  cost  them  in  10  years,  how  much 
necessary  tools  will  cost  them  in  10  years,  or,  most  important,  how  much  labor 
will  cost  them  in  10  years?  Everyone's  costs  are  going  up  and  theirs  will  too 
so  I  don't  see  how  they  could  guarantee  you  an  $86.00  per  month  contract.  This 
is  definitely  another  point  you  should  have  your  attorney  cover. 

The  industry  overall  does  agree  with  the  General  Maintenance  Curve.* 
Basically  this  curve  shows  that  during  the  first  few  years  maintenance  costs 
are  approximately  1%  of  the  cost  of  the  system.  As  the  equipment  becomes 
older  the  maintenance  costs  increase  at  a  more  rapid  rate.  With  MBT  equipment 
maintenance  is  included  in  our  price. 

In  addition  to  the  hidden  costs  of  personal  property  tax,  insurance,  and 
maintenance  you  should  also  consider  your  cost  of  administration.  Someone 
within  your  company  will  have  the  responsibilities  of  figuring  and  paying  the 
tax,  buying  and  paying  the  insurance,  figuring  depreciation  on  your  income 
t.HX,  and  also  overseeing  the  maintenance  contract.  All  of  these  functions  will 
take  time  and  time  is  money.  You  won't  have  this  administration  problem 
with  MBT. 

One  last  consideration  that  could  be  termed  a  hidden  cost  is  the  expense  of 
moves  and  changes.  B.  Siegel  does  make  quite  a  few  minor  changes  of  phones 
during  the  year,  especially  during  the  busy  season  when  additions  are  also 
made.  MBT  rates  for  minor  moves,  changes  and  additions  are  established 
charges.  You  would  have  to  ask  your  TPI  vendor  just  what  the  charges 
would  be. 

As  you  can  see  the  "cost"  of  TPI's  telephone  system  includes  much  more 
than  just  the  lease  payment.  Besides  the  hidden  costs  we  just  discussed,  there 
are  many  services  that  MBT  includes  in  our  price.  Equipment  is  just  a  small 
part  of  a  total  communications  system.  Like  an  iceberg,  equipment  is  the  visible 
part  of  the  system.  But  below  the  surface  are  many  services  which  we  in- 
clude. Let  me  explain  each  of  these  to  you. 

1.  Our  engineering  department  will  co-ordinate  the  installation  of  your  new 
dial  system.  Through  i)eriodic  performance  evaluations  they  assist  in  main- 
taining proper  service  for  your  needs. 

2.  Our  trafiic  department  works  for  you  in  various  ways.  We  have  run  trafl5c 
usage  studies  which  keep  us  updated  as  to  the  work  load  on  your  console.  We 
then  can  make  recommendations  for  improvement.  Your  TraflSc  Service  Advisor 
will  make  i^eriodic  visits  to  assure  continued  good  service.  We  will  also  train 
your  personnel  on  a  continuing  basis,  not  just  initially.  We  offer  special  train- 
ing on  telephone  good  usage  as  well  as  training  in  proper  use  of  the  equipment. 

3.  Your  communication  consultant  is  actually  on  your  payroll.  His  job  is  to 
insure  that  your  communications  needs  are  fulfilled  year  after  year.  Because 
of  his  knowledge  of  your  operations  he  can  help  you  solve  business  problems 
through  the  better  use  of  communications.  During  1972  your  consultants  de- 
voted 150  business  days  serving  B.  Siegels. 

4.  Our  data  specialists  work  with  data  transmission  and  related  services. 
He  is  at  your  disposal  to  conduct  indepth  organization  and  operation  studies 
with  regard  to  interrelated  computer  and  data  transmission  applications. 

5.  Our  business  oflSce  representatives  are  at  your  immediate  disposal  during 
normal  business  hours.  They  can  co-ordinate  telephone  moves,  changes,  or  re- 
movals at  established  charges.  They  also  maintain  current  equipment  an** 
billing  records. 

6.  Our  installation  force  is  ready  to  meet  the  needs  of  the  constantly  chang- 
ing communications  requirements  in  this  area.  We  have  over  1,300  trained  in- 
stallers located  in  the  Detroit  Metropolitan  area. 

'  See  Tab  F. 
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7.  Our  maintenance  force  is  also  ready  to  serve  you.  Need  for  maintenance 
is  inevitable  and  increases  with  equipment  life.  Michigan  Bell  has  961  trained 
repairmen  in  the  area.  Repair  service  centers  are  open  24  hours,  7  days  per 
week.  Normal  repair  jobs  are  usually  handled  the  day  of  the  report.  In  critical 
situations  repairmen  can  often  be  on  your  premises  in  minutes. 

We  feel  tiiat  our  team  is  a  good  one  and  we  just  wanted  B.  Siegels  to  be 
aware  of  all  the  vital  services  provided  by  Michigan  Bell.  These  services  are 
provided  at  no  extra  cost  to  you.  With  Michigan  Bell  our  cost  is  really  our 
Ijrice — It  includes  the  cost  of  equipment,  the  hidden  costs  we  discussed  earlier, 
and  the  services  of  the  Bell  Team  we  just  described.  On  th«  other  hand  with 
TPI  their  cost  to  you  is  only  part  of  the  total  price.  On  top  of  the  lease 
amount  of  the  hardware  you  would  have  to  add  the  hidden  costs  which  include 
taxes,  maintenance,  insurance,  and  administration.  To  this  total  you  have  to 
add  the  additional  cost  of  obtaining  the  Bell  Team  services  from  an  outside 
source. 

Let  us  now  compare  the  price  of  our  system  in  specific  dollar  amounts  with 
that  of  the  price  of  TPI's  system.  Please  turn  to  the  attached  chart.— Tab  J 
as  you  can  see  from  the  chart  when  you  add  all  the  various  costs  of  TPIs 
system  together,  the  bottom  line  figure  comes  out  in  favor  of  MBT  by  $301.55 
per  month.  Let  me  emphasize  that  TPI's  figure  does  not  include  the  Bell  Team 
services  which  are  very  important  to  B.  Siegel. 

Taking  into  consideration  our  revised  proposal  the  effect  of  our  pending  rate 
request  has  changed.  If  it  is  approved  the  rate  of  $1,870.40  would  increase  to 
$1,934.20  which  is  an  increase  of  $63.80.  This  increase  is  approximately  2.5% 
of  your  total  billing.  Our  rate  request  does  require  approval  by  the  Michigan 
Public  Service  Commission.  They  may  be  approved  as  proposed,  they  may  be 
changed  to  be  higher  or  lower  or  they  may  even  remain  at  todays  rates. 

In  conclusion,  I  definitely  feel  that  B.  Siegel  should  stay  with  the  dependable 
Bell  Team  and  agree  to  change  your  present  manual  board  to  our  dial  commu- 
nications system.  Again,  thank  you  for  this  opportunity  to  present  our  recom- 
mendation. 
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FEATURES   -  NEEDED  OR  NOT  ? 


MBT      TP 


COMSOLE  WITH 
BUSY-    FIELD 


CALL  BACK  ? 

CALL  TRANSFER  s\! 


CONSULTATION  aj 

HOLD  ^^ 

DIAL  PICK  UP  ■  ^ 


LONG  DISTANCE 
RESTRICTION 


f\-    Recommended   i    needed  ,ji 


N  -  RecoTt\Tc\ervded.  hot     NOT  needed 


/ 
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HIDDEN  COSTS 


■        MBT   TP! 
PROPERTY  TAX  NO     ^Ifo3.80 


INSURANCE  NO        57.00 


MAINTENANCE        NO         86.00 
ADMINISTRATION      NO  ? 


O  -  74  -  nt.    5-44 
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PERSONAL  PROPERTY  TAX 

THE  STATE  OF  MICHIGAN  HAS  ESTABLISHED  A  DEPRECIATIOiN 

SCHEDULE  TO  DE  USED  AS  A  BASIS  FOR  LEVYIIIG  "PERSONAL  PROPERTY 

TAXES."  THE  SCllcDULE  IS  AS  FOLLOWS: 

ITEM  PURCHASED  IN  19/0        Wh   OF  PURCHASE  PRICE 

1ST  YEAR  8oZ  OF  PURCHASE  PRICE 

2ND  YEAR  7^:%  OF  PURCHASE  PRICE 

3R0  YEAR  68%  OF  PURCilALL"  PRICE 

4TH  YEAR  -.            632  OF  PU:<CHAS£  PRICE 

5TH  YEAR     •  59%  OF  PURt;HAS::  PRICE 

6TH  YEAR  56X  OF  PURCHASE  PRICE 

THEREAFTER,  2%  PER  YEAR  TO  AO'*.  l.'HERE  IT  STAYS 

THIS  ESTABLISHES  THE  VALUE  OF  THE  ITEM:  THE  ASSESSMENT  RATIO 
IS  SOX. 

IN  1971,  THE  RATE  WAS  $50,606  FOREACH  THOUSAND  DOLLARS  OF 
ASSESSMENT. 

IN  ADDITION,  THERE  IS  A  COUNTY  TAX  OF  $7.10  PER  THOUS.ATJD 
DOLLARS,  BASED  ON  THE"  SAME  ASSESSMENT.' 

AS  AN  EXAi-IPLE,  LET'S  TAKE  THE  CASE  OF  A  PURCHASE  OF  ONE 

AKD-741  PABX,  WITH  ALL  STATION  EQUIPMENT,  WHICH  WAS  PURCHASED  IN 

1970  AT  A  PRICE  OF  $16,810.00. 


PURCHASE 
PRICE 

TAX 
■  BASE 

ESTABLISHED 
VALUE 

PERSONAL 
PROPERTY 
TAX 

COUNTY 
TAX 

1970 

$16,810 

942 

$15,801 

$442.91 

$56.29 

1ST  YEAR 

83X 

13,952 

353.02 

54.29 

2ND  YEAR 

7« 

12.439 

314.71 

44.15 
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study  coniplcted  in  iy6Y  after 
a  review  of  the  direct  labor 
ond  material  coGti  on  &  sUi- 
tiaticiil  stLsple  of  PBX't  for 
11  years. 

The  last  U  years  art-  bated  on 
i;n£ineerlng  actuarial  uibleo. 
(Later  data  eubstantiatca). 

Assumption   -   the  equipment 
will  be  i;ept  in  good  repair. 

Kon-Bcll  Buppllers  bide  using 
cross-bar,    reed,   and  code 
Gwitchi.TS  cqulp.--cr^t  closely 
matches  this  curve. 
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r/p/sff- 

HBT    R/n"E  CASE  aSOiM OLD GV 


TOT 

■AL 

.   YEAR 

IITC^i:l^s?: 

KCCRb-.\aE 

»;i955 

,':' 2.8m    •' 

'  ■  

1957 

2.C!.:    '■ 

1958 

2.2M 



i960 

U.OM 

1962 



1.6m 

19ol^ 

.... 

7.J!M 

1965 



10.6m 

1966 



3.5M 

1968 



.6m 

1970 

II+.8M 

4  1971 

.    "I8.OM 

.... 

••1973 

■;   29;7M 

..  ■   

SEKVICSS  CFI'TTCT-ro 

Llnco/Key/PBX 
.  Ii:cli-,nc,e  Lines 
ExcliuiiRC  Llnoc/Msceage  Unito 
li>:cbani;c  Llces 
Ton 

ricchDise  Uner./Toll 
Exchanije  L.-tneE/Toll 
E>;clvnnce'  Lines/Toll 
ExcliaiioC  LincL/'x'oll 
Eich'iUGO  Uneo/Toll 
BusinesG  Lines/lCey/PIK/etc. 
Business  Unss/Key/PHX/etc. 


(K0T2:     There  vfts  no  rate  ccse  activity  in  1953  or  195'*)- 


^^QP\?¥B^    Oi^!LV 


YEAR  TOTAL  T^Z\KZ\ZV,  j,  OF  IKCnEASE 


1955 
1971 

1973 


2.  Cm 
18.  om 
29.7M 


1.6m 
3.OM 
lt.5M 


17  we  ciit  all  ve  have  aokeii  for  thlo  year,   the  total  parccntr.gc 
ot  increaoe  in  tlioac  three  cuii'jn  vill  be  9.1^1.     Distribute  that  over  20 
yearc  and  you  c^t  .U55'/^  V'-r  yar. 

There  is  still  more  to  consider.  Not  all  of  this  9.1^  increase 
was  applied  to  Key  and  PKC  ctiuipment.  For  example,  ia  the  present  filing 
.for  a  k.%  increase  in  total  billing,  only  6.3  million  of  the  29.7  nillio 
will  apply  to  Key  and  PIK  rates. 
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T/}&  /^ 


THERE  !S  MUCH  MORE  TO  A 
COMMUNICATIONS      SYSTEM 
THAN   EQUIPMENT   ALONE 


LET'S   SEE    WHAT  IS 

BENEATH  THE. SURFACE 
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T?p^:xr 


THE  BELL  TEAM 

SERVING 


DEPARTKiHWT 


OUR 
SPECIALIST 


CUR 

TRAFFIC 
DEP/lRTi^]£NT 


m 


B.SIEGEL 


MAis\rrEri^NC£ 

FORCE 


COj^MUl 


m 


OUR 


OUR 

INSTALLAT{C>J 

FOFlCE 
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CATIONS 


CONSULTANT 
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T^^X 

COST  ANALYS  S 

■ 

MBT 

'"? 

TRUNKS    60) 

^^i^S.OO 

^115.00 

EQUIPMENT 

fefeaas 

g77.°0 

INTERFACE 

r/D.co  - 

TIE  Ui€S 

302.05 

'Ml^ 

M  LEAGE  -STORE 

1\%% 

"MhQ 

PROPERTY  TAX 

\kl% 

INSURANCE 

51.00. 

MAINTENANCE 

-  SG.0O 

ADMINISTRATION 

7 

USE  TAX 

'  3aio 

_    IW 

isio.'fo  ani.'55 

SAVINGS  PER  MONTH  WITH  MBT'  301.55 
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Exhibit  67 
[Excerpt  from  Bell  publication] 

Plain  Talk  About  Communications  Proposals  and  How  to  Compabe  Them 

The  lessor  (vendor)  may  assign  his  rights  to  a  third  party  and  the  lessee 
waives  all  right  of  legal  recourse  against  the  assignee,  has  recourse  only  with 
the  vendor,  and  must  continue  lease  payments  should  the  lessor  fail  financially. 
Loss  and  damage  are  not  covered  but  lease  payments  must  be  continued  if 
caused  by  theft,  negligence,  breach  of  contract,  or  if  the  lessee  fails  to  provide 
prompt  notice  of  loss. 

considerations 

The  items  listed  and  discussed  in  the  following  paragraphs  are  cited  as  exam- 
ples of  areas  which  a  knowledgeable  communications  user  would  explore  be- 
fore choosing  a  supplier. 

SUPPORT   CAPABILITIES 

Included  in  the  basic  monthly  telephone  charge  are  a  number  of  competent 
services :  Conduit  layout  and  pole-line  planning  for  connecting  station  loca- 
tions, apparatus  and  the  attendant  position.  Attendant  and  station-user  train- 
ing, provided  as  needed  by  the  telephone  company. 

Interviews  with  users  and  planning  system  and  individual  telephone  ar- 
rangements throughout  the  life  of  the  service. 

Some  or  all  of  these  may  be  part  of  the  prospective  vendor's  package.  The 
critical  questions  are,  does  the  vendor  offer  the  service,  under  what  circum- 
stances and  at  what  cost? 

MAINTENANCE    CAPABILITIES 

Maintenance  over  the  anticipated  life  of  the  system  is  a  major  concern  for 
any  prospective  user  of  communications  services.  Who  will  maintain  the  serv- 
ice, the  user,  the  vendor  or  u  third  party? 

What  arrangements  exist  for  handling  repair  calls?  Where  are  the  mainte- 
nance people  located?  What  type  of  service  is  offered  for  system  trouble,  non- 
system  or  station  telephone  problems? 

Hours  count  when  service  is  interrupted.  What  happens  after  hours  and  on 
weekends?  Floods,  wind,  hurricanes,  earthquakes  and  similar  phenomena  play 
havoc  with  communications.  Even  a  mior  fire  or  a  faulty  sprinkler  head  can 
put  a  system  of  our  service. 

Although  some  vendors'  contracts  refer  to  a  "two-year"  supply,  the  parts 
likely  to  be  needed  to  repair  and  maintain  a  system  cannot  be  accurately  esti- 
mated for  a  single  installation.  However,  a  supplier  with  a  number  of  locations 
to  serve  can  rely  on  the  law  of  averages  to  some  extent.  Backup  stocks  are 
needed  and  the  distance  to  the  factory  or  a  warehouse  should  be  consideri^l 
when  out-of-service  time  is  critical. 

Telephone  companies  routinely  draw  on  one  another  for  parts  and  people  in 
emergency  situations. 

Test  equipment  and  training  should  also  be  considered.  Modern  switching 
equipment  is  sophisticated  and  complex.  Technicians  must  be  well-trained  and 
well-equipped  to  handle  problems  competently.  Training  house  electricians  to 
service  communications  gear  is  at  best  a  calculated  risk. 

Much  publicized  but  generally  isolated  telephone  company  service  problems 
may  obscure  the  consistently  good  service  which  exists  throughout  most  of  the 
telephone  industry,  and  the  service  is  consistently  improving.  Even  where  tele- 
phone service  problems  exist,  any  prospective  purchaser  should  explore  the 
other  supplier's  maintenance  i>erformance  capabilities.  Over  the  projected  life 
of  the  equipment,  is  it  likely  that  the  interconnect  company  will  be  able  to 
provide  the  same  quality  of  service  as  the  telephone  company? 

FINANCIAL   STABILITY 

A  contract  is  only  as  good  as  the  supplier's  ability  to  perform.  It  is  only 
good  business  to  inquire  into  the  financial  stability  of  a   prospective   vendor 
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and  establish  with  reasonable  certainty  that  the  company  will  be  in  business 
for  the  duration  of  the  contract. 

SCOPE  OF  OPEBAXIONS 

When  considering  a  contract  for  installations  in  separate  locations  it  is  Im- 
portant that  the  vendor  or  maintenance  firm  be  represented  at  or  near  each 
of  the  prospective  locations.  The  alternative  is  to  evaluate  a  number  of  local 
companies  and  deal  with  each  separately. 

FLEXIBILITY 

How  important  is  the  ability  to  reduce  operating  expenses  from  time  to 
time?  Disconnecting  equipment  used  seasonally  is  in  certain  industries  a  com- 
mon occurrence.  Where  service  is  owned  or  subject  to  a  long-term  lease,  such 
adjustments  may  not  be  practicable. 

Plant  closing,  moves  and  the  like  are  often  required  to  balance  production 
and  control  expenses.  Owned-versus-leased  property,  facilities,  equipment  and 
communications  gear  may  unfavorably  affect  the  economics  of  the  case. 

In  many  industries,  businesses  are  sold  "lock,  stock  and  barrel."  Would  an 
eight-to-ten-year-old  switchboard  be  a  help  or  hindrance  in  transferring  your 
property?  The  answer  depends,  not  only  on  the  condition  of  the  equipment, 
but  also  on  the  attitude  of  the  would-be  buyer  toward  investing  his  money  in 
communications  equipment  a.s  opposed  to  his  principal  Interest. 

Impending  technological  change  Is  important  today,  and  as  new  communi- 
cations .services  are  offered  the  effect  of  ownership  on  a  change-out  should  be 
given  some  thought.  Will  the  purchased  or  leased  equipment  be  compatible 
with  new  offerings?  Can  the  service  be  economically  changed  to  meet  Ihe  needs 
of  the  business? 

•  ***♦•♦ 

Exhibit  68 

October  16,  1973. 
Mr.  Jim  Korte, 
TPI,  Inc., 
Grand  Rapids,  Mich. 

Dear  Jim  :  We  finally  had  our  meeting  with  Jack  Brackett  and  have  de- 
cided to  stay  with  Michigan  Bell  at  least  for  the  time  being. 

Since  you  spent  a  lot  of  time  with  us,  which  we  appreciate,  I  feel  that  you 
are  entitled  to  know  the  reasons  why  we  made  this  decision.  First  of  all,  the 
interface  charges  which  you  said  would  be  applicable  were  considerably  lower 
than  what  Michigan  Bell  has  indicated  to  us.  Secondly,  within  a  very  short 
time  we  will  be  on  the  "measured  usage"  system  which  Is  going  to  provide  a 
great  deal  more  Income  to  Michigan  Bell — hence,  they  anticipate  passing  on 
some  of  these  savings  by  reducing  their  equipment  rates  to  their  customers. 
Thirdly,  and  particularly  in  view  of  the  measured  usage  approach,  there  is 
always  a  possibility  that  some  of  the  independent  companies  may  feel  the 
competition  very  strongly  and  perhaps  go  under.  According  to  the  information 
we  have,  this  has  happened  In  a  couple  of  other  states  already. 

We  will  be  happy  to  reconsider  our  position  from  time  to  time  and  of  course 
whatever  action  we  take  will  depend  on  the  situation  at  the  time. 

Again,  thanks  for  your  time  and  patience. 
Cordially, 


Exhibit  69 

Michigan  Bell, 
Marketing  Department, 
Holland,  Mich.,  July  5,  1913. 
Edward  Marsilje, 
Marsilje  Associates  Inc., 
Holland,  Mich. 

Dear  Mr.  Marsilje:  We  would  like  to  thank  you  for  the  opportunity  to  pre- 
sent our  evaluation  of  your  telephone  service. 

On  the  following  pages  are  some  things  we  feel  are  often  overlooked  when 
making  a  consideration  to  purchase  private  telephone  equipment. 
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We  have  made  a  computerized  Cash  Flow  Analysis  using  standard  ac- 
counting methods.  We  have  used  figures  we  feel  are  realistic,  however,  if  you 
disagree  with  any  of  the  cost  factors  we  would  be  happy  to  use  your  figfures 
for  another  analysis.  Also  attached  is  a  list  of  advantages  of  all  Service  that 
are  sometimes  overlooked  and  is  difficult  to  put  a  dollar  figure  on,  even  though 
it  does  have  value. 

Again,  I  want  to  express  our  appreciation  for  the  opportunity  to  present  the 
Michigan  Bell  side  of  the  story.   We  would  be  happy  to  take  up  with  yoti, 
at  your  conveience,  any  questions  you  may  have  and  to  provide  any  additional 
information  required,  please  contact  me  at  538-8150. 
Sincerely, 

ROQEB  A.  Fbt, 
Communications  Consultant. 
Attachments. 

Both  Sides 

With  intense  competition  in  the  commvmication  industry  today,  often  state- 
ments made  tell  only  half  the  story.  We  at  Michigan  Bell  feel  your  are  en- 
titled to  both  sides  of  the  story  to  aid  in  your  considerations. 

Vendors  of  telephone  equipment  claim : 

(1)  By  purchasing  own  telephone  equipment  you  will  reduce  operating  ex- 
pense: this  is  true,  but  you  will  incur  a  capital  expense  in  its  place. 

(2)  Growth  can  he  afforded  at  minimum  expense:  What  will  it  cost  you  to 
expand  the  capacity  of  your  system? 

What  is  the  charge  for  additional  equipment  (instruments,  cable,  etc.)? 
Does  the  system  have  the  capacity  for  one  more  location?  5  more  locations? 
Does  your  investment  decrease  if  your  reduce  your  service? 

(3)  There  is  no  termination  liability  to  move,  delete  or  add  equipment: 
There  is  no  contract  involved  with  your  present  Michigan  Bell  service  there- 
fore no  termination  liability  exists  in  any  event.  Will  the  private  supplier  buy 
back  equipment  you  no  longer  need? 

(4)  Protect  against  future  rate  increases:  This  is  true  only  for  the  equip- 
ment portion  of  your  bill.  You  would  still  be  liable  for  any  increase  in  line 
charges  or  any  increase  affecting  usage,  e.g.,  long  distance,  mileage  charges, 
WATS,  etc.  In  Michigan  Bell's  past  20  year  history  of  rate  increases,  the 
total  increase  related  to  equipment  is  4.6%,  or  .23%  per  year  average.  We  are 
presently  requesting  a  4.5%  increase  in  rates.  If  approved,  only  .94%  of  this 
would  apply  to  equipment.  The  prices  charged  by  any  supplier  must  change  as 
economic  conditions  dictate.  Michigan  Bell  has  a  history  of  reducing  rates  for 
some  services  whenever  it  is  possible. 

(5)  Increases  net  worth  of  your  business:  This  is  also  true,  however,  being 
an  asset  and  capital  equipment,  it  is  liable  for  property  tax,  if  applicable,  and 
must  be  insured.  Like  any  asset  once  depreciated  its  value  is  nil. 

(6)  Our  total  communicatioors  concept  allows  you  to  deal  with  one  company 
for  all  your  communications  needs:  The  "Bell  System"  is  the  only  communica- 
tions system  in  the  area  that  provides  WATS  Service,  Foreign  Exchange  Serv- 
ice, Line  Usage  Studies,  etc.,  with  a  variety  of  hardware  designed  to  your 
needs. 

There  is  much  more  than  hardware  when  you  talk  about  a  total  communica- 
tions concept. 

(7)  System  design  not  restrained  by  Tariff  restrictions,  allowing  greater  flexi- 
bility in  system  design  and  features: 

Actually,  rather  than  being  restrictive.  Tariff  regulations  are  for  the  cus- 
tomer's benefit.  All  regulations  governing  Michigan  Bell  operations  are  ap- 
proved by  the  Michigan  Public  Service  Commission,  a  branch  of  the  State 
Government  having  the  responsibility  to  guarantee  a  high  quality  of  telephone 
service  to  Michigan  Telephone  users  at  a  fair  cost. 
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Previously  encountered  become  involved.  The  following  illustration  shows 
some  of  the  costs  shifted  to  the  consumer  and  how  the  overall  economic  picture 
looks  in  relation  to  a  similar  telephone  company  recommendation  over  the  dura- 
tion of  the  analysis. 

The  information  below  will  be  used  when  making  the  comparison  for  MARASC: 
BeU: 

Monthly  rate  (nontaxable) $417.  90 

Monthly  rate  (taxable) $0 

Installation  charge $0 

Miscellaneous  charge  (year(s)) $0 

Miscellaneous  charges $0 

Rate  increase  projection  (average  percentage  per  year) 0.  455 

Non-bell:  * 

Type  contract 0) 

Equipment  value $12,  901.  00 

Deposit,  installation,  etc $1,  434.  00 

Analysis  period  (years) 7 

Initial  period  (years) 7 

Monthly  rate $0 

Subsequent  period  (years) 0 

Monthly  rate $0 

Connecting  arrangements: 

Installation  charge $180.  00 

Monthly  rate $58.50 

Salvage  value  ($0  printed  if  less  than  10  percent  of  equipment 

value) $0 

Buy-out  option  cost $0 

Miscellaneous  charge  (year(s)) $0 

Miscellaneous  charges $0 

Customer: 

Objective  rate  of  return  (percent) 10 

Minimum  rate  of  return  (percent) 9 

Cost  of  capital  (percent) 8 

Depreciation  method (2) 

Years  depreciated 7 

Income  tax  bracket  (percent) 50 

Maintenance; 

Charges  during  initial  period  (monthly) $18.  00 

Charges  after  initial  period  (monthly) $18.  00 

Taxes : 

Sales  tax  rate  (percent) 

Property  tax  rate  (per  $100) $5.  21 

Propertv  tax  increase  projection  (percent  per  year) 0.  50 

Utility  tax $0 

Investment  tax  credit  passed  to  customer  at  (percent) 4 


Outright  purchase. 
'  Straight  line. 
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To  include  the  effect  of  income  taxes  in  this  analysis,  operating  expenses  and 
depreciation  allowances  are  shown  here  as  net  amounts  determined  by  Marasc's 
effective  income  tax  rate. 


Payments 


Sales  and  other 
taxes 


Connecting 
Installation  or  arrangement  and 
down  payment  installment 


0. 
1. 
2. 
3. 
4. 
5. 
6. 
7. 


$258.  02 


$717 


0 

351 

108.00 

0 

351 

110.70 

0 

351 

113.47 

0 

351 

116.30 

0 

351 

119.21 

0 

351 

122. 19 

0 

351 

125.  25 

Miscellaneous  ex- 
pense including 
purchases  and  Total  non- 

Property  taxes        capital  expense  bell  cash  flow 


1. 
2. 
3. 
4_ 
5. 
6. 
7. 


$0 

$0 

$13,481.60 

$14,546.62 

25.80 

156. 15 

0 

640.  96 

25.80 

133.31 

0 

620.81 

25.80 

113.63 

0 

603.  89 

25.80 

102.26 

0 

595.  37 

25.80 

92.50 

0 

588.  51 

25.80 

84.35 

0 

583.  35 

25.80 

79.58 

0 

581.63 

Interest 
deduction 


Less 
depreciation 


Adjusted  non- 
bell  total 


L 
2. 
3. 
4. 
5. 
6. 
7. 


$14,  546. 62 

$0 

$0 

$516. 04 

$14, 030. 58 

640.96 

0 

921.  50 

0 

-280.54 

620.81 

0 

921.50 

0 

-300. 69 

603.  89 

0 

921.50 

0 

-317.61 

595.  37 

0 

921.50 

0 

-326. 13 

588.  51 

0 

921.50 

0 

-332.99 

583. 35 

0 

921.50 

0 

-338. 15 

581.63 

0 

921.  50 

0 

-339. 87 

Bell  charges 


Bell 
miscellaneous 


Adjusted  non- 
bell  total 


Annual 
difference 


1. 
2. 
3. 
4. 
5. 
6. 
7. 


$0 

$0 

$0 

$14,  030.  58 

$-14,030.58 

2,  507. 40 

0 

2,  507.  40 

-280.  54 

2,  787.  94 

2,518.81 

0 

2,518.81 

-300.69 

2,819.50 

2,530.27 

0 

2,  530.  27 

-317.61 

2,  847.  87 

2,541.78 

0 

2,541.78 

-326. 13 

2,  867.  91 

2,  553.  35 

0 

2,  553. 35 

-332.  99 

2,  886.  34 

2,  564. 96 

0 

2,  564. 96 

-338. 15 

2,  903. 12 

2,576.64 

0 

2,  576. 64 

-339.87 

2.916.50 
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Summary  of  reinvested  savings  at  10.000%. 

The  annual  difference  between  tlie  two  proposals  may  be  considered  a  savings 
for  that  year.  Reinvesting  this  savings  at  10.000%  produces  the  following : 

Adjusted 

Year  non-bell  total  Bell  total 

0  $14,030.58  $0 

1  '280.54  2,507.40 

2 '300.69  2,518.81 

3""" '317.61  2,530.27 

4 '326.13  2,541.78 

SV """ '332.99  2,553.35 

6  '338.15  2,564.96 

7  1339  87  2,576.64 


Annual  savings 

Future  worth 

'  $14, 030. 58 

'$27,341.63 

2,787.94 

4,  939.  01 

2,819.50 

4,  540.  83 

2,  847.  87 

4,619.57 

2,  867.  91 

3,817.19 

2,  886.  34 

3,492.47 

2,903.12 

3,193.43 

2,916.50 

2,  916.  50 

Total 


Indicates  a  Bell  system  advantage. 
I  ndicates  a  cross-over  In  savings. 


Accepting  the  telephone  company  proposal  results  in  a  savings  of  $272.62. 

Summary  of  annual  cash  flows  discounted  at  10.000%. 

At  Marasc's  rate  of  return,  money  could  be  invested  today  to  cover  the  antici- 
pated cash  flows  generated  by  these  two  proposals  during  the  equipment  service 
life. 


Cash  flow 

Present  value 

Cash  flow 

Present  value 

$0 

$0 

$14, 030. 58 

$14,030.58 

2,  507.  40 

2, 279. 45 

-280.  54 

-255. 04 

2,518.81 

2,081.66 

-300. 69 

-248.  50 

2,  530.  27 

1,901.03 

-317.61 

-238. 62 

2,541.78 

1,736.07 

-326. 13 

-222.  75 

2,  553.  35 

1,585.43 

-332.99 

-206.  76 

2,  564.  96 

1,447.86 

-338. 15 

-190.88 

2,  576.  64 

1,322.22 

-339.  87 

-174.41 

17,793.21 

12,353.72 

11,794.60 

12,493.62 

1 

2— 

3..._ - 

4 

5.. -- 

6 

7. ..- 

Total 


The  net  present  savings  if  the  telephone  company  proposal  is  accepted  is 
$139.90. 

As  you  may  be  aware,  Michigan  Bell  Telephone,  at  this  time,  is  before  the 
Michigan  Public  Service  Commission  with  a  proposal  for  a  change  in  rate  struc- 
ture. The  proposed  rates  require  approval  by  the  Michigan  Public  Service  Com- 
mission. Our  rates  may  be  approved  as  proposed,  they  may  be  changed  to  be  higher 
or  lower,  or  they  may  even  remain  at  today's  levels.  However,  in  order  to  present 
you  with  all  the  facts,  we  submit  here  your  costs  for  the  identical  service  you 
have  under  our  proposed  rate  structure. 

Previously  encountered  become  involved.  The  following  illustration  shows 
some  of  the  costs  shifted  to  the  consumer  and  how  the  overall  economic  picture 
looks  in  relation  to  a  similar  telephone  company  recommendation  over  the 
duration  of  the  analysis. 
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The  information  below  will  be  used  when  making  the  comparison  for  MARASC: 

Bell: 

Monthly  rate  (nontaxable) $293.  15 

Monthly  rate  (taxable) $0 

Installation  charge $0 

Miscellaneous  charge  (Year(s)) $0 

Miscellaneous  charges $0 

Rate  increase  projection  (average  percentage  per  year) 0.  455 

Non-Bell: 

Type  contract (') 

Equipment  value $12,  901.  00 

Deposit,  installation,  etc $1,  434.  00 

Analysis  period  (years) 10 

Initial  period  (years) 10 

Monthly  rate $0 

Subsequent  period  (years) 0 

Monthly  rate $0 

Connecting  arrangements : 

Installation  charge $180.  00 

Monthly  rate $58.  50 

Salvage  value  ($0  printed  if  less  than  10  percent  of  equipment 

value) $0 

Buy-out  option  cost $0 

Miscellaneous  charge  (year (s)) $0 

Miscellaneous  charges $0 

Customer : 

Objective  rate  of  return  (percent) 10 

Minimum  rate  of  return  (percent) 9 

Cost  of  capital  (percent) 8 

Depreciation  method (^) 

Years  depreciated 10 

Income  tax  bracket  (percent) 50 

Maintenance: 

Charges  during  initial  period  (monthly) $18.  00 

Charges  after  initial  period  (monthly) $18.  00 

Taxes : 

Sales  tax  rate  (percent) 4.  00 

Property  tax  rate  (per  $100) $5-21 

Property  tax  increase  projection  (percent  per  year) 0.  50 

Utility  tax $0 

Investment  tax  credit  passed  to  customer  at  ^at  percent) 4 


'  Outright  purchase. 
» Straight  line. 
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To  include  the  effect  of  income  taxes  in  this  anab'sis,  operating  expenses  end 
depreciation  allowances  are  shown  here  as  net  amounts  determined  by  marasc's 
effective  income  tax  rate. 


Connecting 

Sales  and  other 

Installation  or 

arrangement 

Payments 

taxes 

payment 

and  installment 

Maintenance 

0 

$258.02 

$717 

$90 

$0 

0 

0 

351 

108.00 

0 

351 

110.70 

0 

351 

113.47 

0 

351 

V 116.  30 

0 

551 

119.21 

0 

351. 

122.19 

0 

351 

125.25 

0 

351 

128.38 

0 

351 

131.59 

0 

0 

351 

134.88 

Miscellaneous 
expense  including 

purchases  and  Total  non  bell 

Property  taxes        capital  expense  cash  flow 


0 

0 

$13,481.60 

$14,546.62 

25.80 

156.15 

0 

640.  96 

25.80 

133.31 

0 

620.  81 

25.80 

113.63 

0 

603.  89 

25.80 

102. 26 

0 

595.  37 

25.80 

92.50 

0 

588.  51 

25.80 

84.35 

0 

583.  35 

25.80 

79.58 

0 

581.63 

25.80 

76.50 

0 

581.68 

25.80 

73.39 

0 

581.78 

25.80 

70.25 

0 

581. 93 

Cash  flow  total    Interest  deduction     Less  depreciation 


Adjusted  non-bell 


$14,546.62 

$0 

$0 

$516.04 

$14,  030.  58 

640.96 

0 

645.05 

0 

-4.09 

620.81 

0 

645.05 

0 

-24.  24 

603. 89 

0 

645. 05 

0 

-41.16 

595.  37 

0 

645. 05 

0 

-49.68 

588.51 

0 

645.05 

0 

-56.54 

583.  35 

0 

645.05 

0 

-61.70 

581.63 

0 

645.05 

0 

-63.  42 

581.68 

0 

645. 05 

0 

-63.  37 

581.78 

0 

645. 05 

0 

-63.  27 

581.93 

0 

645. 05 

0 

-63. 12 

Adjusted  non-bell 
Year  Bell  charges    Bell  miscellaneous  Bell  total  total      Annual  difference 

0 

1 

2 

3... 

4 — 

5 

6 

7 

8 


10. 


$0 

$0 

$0 

$14,  030.  58 

$-14,030.58 

1,  758. 90 

0 

1,758.90 

-4.09 

1,762.99 

1,766.90 

0 

1,766.90 

-24.24 

1,791.14 

1,774.94 

0 

1,774.94 

-41.16 

1,816.10 

1,783.02 

0 

1,783.02 

-49.  68 

1,832.70 

1,791.13 

0 

1,791.13 

-56.54 

1,847.67 

1,799.28 

0 

1,799.28 

-61.70 

1,860.98 

1,807.47 

0 

1,807.47 

-63.42 

1,870.89 

1,815.69 

0 

1,815.69 

-63.37 

1,879.06 

1,823.95 

0 

1,823.95 

-63.27 

1,887.22 

1,832.25 

0 

1,832.25 

-63. 12 

1, 895. 38 
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Summary  of  reinvested  savings  at  10.000%. 

The  annual  difference  between  the  tvpo  proposals  may  be  considered  a  savings 
for  that  year.  Reinvesting  this  savings  at  10.000%  produces  the  following : 


Adjusted  non- 
Bell  total 


Bell  total         Annual  savings 


0 .-  $14,030.58  $0 

1 >4.09  1,758.90 

2 124.24  1,766.90 

3                 '41.16  1,774.94 

4 "49.68  1,783.02 

5 '56.54  1,791.13 

6                     '61.70  1,799.28 

7              '63.42  1,807.47 

8> '63.37  1,815.69 

9 '63.27  1,823.95 

10.... '63.12  1,832.25 

Total __:_-. 


'  $14,  030.  58 

'$36,391.71 

1,762.99 

4, 157.  05 

1,791.14 

3,  839.  47 

1,816.10 

3,  539.  06 

1,832.70 

3,246.74 

1,  847.  67 

2, 975. 69 

1,860.98 

2,724.67 

1,  870.  89 

2,  490. 15 

1,879.06 

2,273.66 

1,887.22 

2, 075. 94 

1,895.38 

1,  895.  38 

1  4,  413.  55 

17.173.90 

'  Indicates  a  Bell  system  advantage. 
2  Indicates  a  cross-over  in  savings. 


Accepting  the  telephone  company  proposal  results  in  a  savings  of  $7,173.90. 

Summary  of  annual  cash  flows  discounted  at  10.000%. 

At  Marasc's  rate  of  return,  money  could  be  invested  today  to  cover  the  antici- 
pated cash  flows  generated  by  these  two  proposals  during  the  equipment  service 
life. 


Cash    flow 

Present  value 

Cash  flow 

Present  value 

$0 

$0 

$14,  030. 58 

$14, 030. 58 

1,758.90 

1,  599. 00 

-4.09 

-3.72 

1,  766.  90 

1,460.25 

-24.24 

-20. 03 

1,  774.  94 

1,333.54 

-41.16 

-30.92 

1,783.02 

1,217.83 

-49. 68 

-33. 93 

1,791.13 

1,112.15 

-56. 54 

-35.11 

1,799.28 

1,015.65 

-61.70 

-34.83 

1,  807.  47 

927.52 

-63. 42 

-32. 54 

1,815.69 

847.  03 

-63.  37 

-29.56 

1,823.95 

773.53 

-63.27 

-26. 83 

1,832.25 

706.41 

-63. 12 

-24. 34 

17,  953.  54 

10,992.91 

13,  539. 99 

13,  758.  76 

0 

1 

2 

3 

4 

5 

6 

7 

8 

9. 

10 

Total 


The  net  present  savings  if  the  telephone  company  proposal  is  accepted  is 
$2,765.85. 

TELEPHONE   COMPANY   SERVICE   ADVANTAGES 

Bell  System  communications  service  designed  to  fit  your  specific  needs  offers 
a  number  of  distinct  customer  advantages.  While  some  of  these  advantages  can 
be  readily  identified  in  terms  of  dollar  value,  other  benefits  are  also  apparent. 
Following  are  some  examples  for  your  consideration : 

1.  Bell  Team  Availability  (a)  Maintenance  service:  The  time  to  think  about 
maintenance  service  is  before  you  buy.  Provided  without  added  cost  (no  hidden 
extras),  and  we  maintain  the  spare  parts  inventory. 

(b)  Installation  service:  Trained  technicians  are  readily  available  to  change 
or  add  to  your  communications  system. 

(c)  Consulting  service:  Communications  Consultants  will  survey  your  opera- 
tions and  make  recommendations  for  improved  communications  as  the  needs  of 
your  business  change.  This  service  is  provided  as  an  integral  part  of  our 
complete  service  offering  at  no  additional  charge. 

(d)  Training  for  your  personnel:  All  training  is  provided  without  charge  in 
the  proper  use  of  any  services  which  we  provide.  Instructional  observing  on  a 
recurring  basis  as  required. 
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(e)  Engineering  and  supplier  resources:  Bell  Telephone  Laboratories.  West- 
ern Electric  Company. 

2.  Pay  Only  for  What  is  Needed 

Rental  is  paid  only  for  equipment  which  is  in  use. 

Station  equipment  can  be  removed  at  any  time,  thus  reducing  your  costs 
when  the  service  is  not  needed.  All  or  any  part  of  your  total  system  can  be 
suspended  (placed  on  half  rate)  if  not  needed  for  temporary  or  extended 
periods. 

3.  Established  Rates  and  Charges 

As  a  regulated  public  utility,  our  rates  are  a  matter  of  public  record.  In- 
stallation charges  are  fixed  for  any  type  of  work  which  is  to  be  performed. 

4.  Communications  is  Our  Business 

Michigan  Bell  offers  a  "service"  rather  than  a  "sale".  It  is  our  earnest  desire 
to  install,  maintain,  and  guarantee  a  high  quality  of  telephone  service  for  all 
of  our  customers.  We  are  committed  to  these  goals. 

CONCLUSION 

In  conclusion,  we  at  Michigan  Bell,  supported  by  the  continuing  advances 
in  technology  of:  AT&T,  Bell  Laboratories,  Western  Electric,  feel  that  we 
have  the  equipment,  service,  experience,  and  expertise  to  continue  serving 
your  communications  needs. 

With  over:  1,700  employees,  200  installation  and  repair  personnel,  170  in- 
stallation and  repair  vehicles,  $1,000,000  in  parts  inventory,  $250,000  in  test 
equipment,  in  this  area  alone,  supplemented  as  needed  from  other  areas, 
Michigan  Bell  Telephone  Company  can  provide  the:  Speed,  Quality,  Avail- 
ability, Accountability,  Expertise,  Resources  needed  to  serve  you. 

We  not  only  appreciate  serving  you  but  regard  it  as  a  privilege.  We  appre- 
ciate your  past  business,  and  we  look  forward  to  providing  you  with  the  con- 
tinuing high  standard  of  service  to  which  you  are  entitled. 

Exhibit  70 

Leasing  versus  Ownership  of  Capital  Assets 

To :  Operating  Vice  Presidents  and  Comptrollers 

From:    Vice  President— Operations,   Vice  President— Construction   Plans,   Vice 

President— Service  Costs,  and  Vice  President  and  Comptroller 

Synopsis :  Discusses  the  question  of  leasing  versus  ownership  of  capital  assets, 

such  as  buildings,  motor  vehicles  and  equipment. 

The  question  of  leasing  versus  ownership  of  capital  asses  continues  to  con- 
front the  Bell  System,  especially  during  periods  of  projected  high  growth  re- 
quiring large  capital  expenditures.  Basically  this  question  is  of  a  financial 
nature  and  decisions  to  lease  should  be  made  only  after  thorough  economic 
analysis. 

Numerous  economic  studies  have  been  made  relating  to  the  feasibility  of 
leasing  versus  ownership  of  various  capital  assets  and,  as  a  general  rule,  owner- 
ship has  been  determined  to  be  economically  advantageous.  Leasing  is  a  valu- 
able tool  when  dealing  with  temporary  or  unsettled  conditions,  but  owning 
genetally  is  economically  preferable  when  the  asset  is  to  be  retained  through- 
out the  major  portion  of  its  useful  life.  In  the  light  of  this  experience,  the 
following  general  guidelines  have  been  developed  and  are  offered  for  con- 
sideration : 

1.  /?«77dtnf/s— Equipment  buildings  should  be  owned  except  in  very  unusual 
circumstances.  Headquarters  buildings  normally  should  be  owned  if  occupancy 
is  expected  for  a  reasonable  period  of  time  or  if  expansion  is  contemplated. 
Garages,  work  centers,  small  headquarters  buildings,  space  for  remote  TSPS 
switchboard  installations,  accounting  centers,  and  business  oflSces,  etc.  may 
be  appropriate  for  leasing  where  the  permanence  of  the  location,  occupancy 
with  other  tenants,  or  urgent  early  requirements  for  space  are  factors. 

2.  Motor  Vehicles— Motor  vehicles  should  be  owned  except  when  leasing  is 
justified  by  an  economic  analysis.  Short  term  leasing  and  occasional  rental 
might  be  used  for  temporary  peak  demands. 

3.  Equipment— Equipment  should  be  owned  except  for  unusual  conditions 
such  as  those  relating  to  business  machines. 
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The  liabilities  incurred  as  a  result  of  entering  into  a  financial  lease  are 
essentially  equivalent  in  their  nature  to  those  incurred  by  outright  purchase 
with  debt  financing.  The  lease  commits  the  business  to  make  a  series  of  pay- 
ments over  a  future  period  of  time,  and  these  promised  payments  are  as  much 
a  fixed  obligation  as  the  interest  and  funding  requirements  of  a  debenture 
issue.  The  lease  costs  should  be  compared  with  cost  of  long  term  money  which 
System  companies  can  obtain  from  other  sources,  and  such  a  comparison 
should  include  consideration  of  ability  to  refinance  at  more  favorable  interest 
rates  a  privilege  we  usually  provide  for  in  debt  securities  offerings. 

The  Securities  and  Exchange  Commission  considers  certain  leases  in  the 
same  light  as  debt.  Under  the  registration  requirements  of  the  SEC,  interest 
coverage  is  measured  in  terms  which  treat  appropriate  portions  of  rentals 
under  long  term  leases  as  fixed  charges.  The  SEC  also  requires  the  disclosure 
of  leases  in  registration  statements  if  the  commitment  is  material  in  amount. 
The  Accountig  Principles  Board  of  the  American  Institute  of  Certified  Public 
Ac-countants  in  its  Opinion  No.  5  has  specified  that  generally  accepted  account- 
ing principles  require  that  certain  leases  be  reported  on  the  balance  sheet  of 
the  corporation  as  assets  and  liabilities.  These  financing  aspects,  together  with 
the  economic  considerations,  substantiate  the  need  for  close  study  prior  to 
entering  into  any  lease  agreement. 

It  is  recognized  that  the  question  of  leasing  versus  ownership  must  be  an- 
swered with  respect  to  circumstances  surrounding  specific  cases.  It  is  possible 
to  structure  leases  on  various  bases,  some  of  which  may  be  more  economical 
than  debt  financing.  Therefore,  if  a  situation  arises  in  which  it  would  appear 
advantageous  in  your  company  to  enter  into  a  lease  agreement  that  does  not 
conform  to  the  general  guidelines  expressed  above,  we  would  appreciate  the 
opportunity  of  reviewing  the  economic  and  other  considerations  involved. 

Should  your  people  have  any  questions  regarding  the  above,  they  may  con- 
tact Mr.  Lish's  people  (Mr.  H.  E.  Crampton)  on  the  matter  of  economic  analy- 
sis. As  to  other  considerations,  Mr.  Hunt's  people  (Mr.  C.  E.  Bruggeman)  are 
interested  in  leases  for  motor  vehicles,  garages  and  service  centers,  Mr.  Cave's 
people  (Mr.  D.  F.  Jones)  in  large  buildings  and  equipment  and  Mr.  Maclntyre's 
people  (Mr.  R.  A.  White)  in  computer  equipment.  Mr.  Mason's  people  (Mr. 
A.  V.  Plumley)  are  interested  in  the  financial  and  accounting  aspect  of  all 
leases. 

Vice  President — Operations. 

Vice  President — Construction  Plans. 

Vice  President — Service  Costs. 

Vice  President  and  Comptroller. 
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C.    MICA-BTS   ARGUMENTS   ANALYZED 

MICA-BTS  have  attacked  the  proposed  rates  and  the  supporting  cost  studies 
on  several  bases : 

(1)  They  have  claimed  that  costs  and  rates  must  be  related  to  each  indi- 
vidual customer's  installation,  rather  than  rates  being  based  on  an  average 
installation  for  a  particular  service,  which  results  in  uniform  rates  for  the 
customers  of  that  service.  Whether  pricing  by  individual  installation  is 
practical  for  vendors  who  sell  equipment  we  do  not  know,  for  this  Commission 
does  not  control  such  sales ;  but  we  suggest  it  is  totally  impractical  for  a 
regulated  common  carrier,  which  must  render  equal  service  to  all  who  apply 
at  just  and  nondiscriminatory  rates.  Many  factors  in  addition  to  the  cost  of 
an  individual  installation  must  be  considered  in  establishing  reasonable  rates 
for  a  common  carrier.  Among  them  are  simplicity  of  understanding,  ease  of 
administration,  stimulation  of  proper  use  of  facilities,  etc.  It  is  neither 
good  law  or  good  ratemaking  to  claim  that  Michigan  Bell's  rate  structures 
must  be  based  on  individual  customer  costs. 

(2)  They  have  claimed  that  rates  are  proposed  on  an  anti-competitive  basis 
in  that  they  are  being  raised  on  those  services  where  MICA-BTS  are  least 
competitive  and  reduced  most  on  those  services  where  they  have  been  most 
successful.  (T.  6237;  6498)  *  The  charge  of  anti-competitive  motives  is  *  *  * 


•  Also  see  BTS  Petition  For  Leave  To  Intervene  As  a  Party,  p.  3. 
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Michigan  Bell, 
Detroit,  Mich.,  June  6,  1974- 
Mr.  Patrick  G.  O'Donovan, 
Communi cations  Department, 
Mount  Carmel  Mercy  Hospital, 
Detroit,  Mich. 

Dear  Sir:  This  is  to  advise  you  that  Michigan  Bell  has  undertalten  a  study 
to  determine  if  there  is  a  basis  in  fact  that  would  allow  us  to  consider  a 
different  rate  treatment  for  the  patient  telephone  served  by  Centrex  service 
as  compared  to  an  administrative  telephone  and  other  general  business  Cen- 
trex telephones.  In  other  words,  if  we  find  that  there  is  a  significant  difference 
in  the  use  of  the  patient  telephone  as  compared  to  other  Centrex  stations  we 
would  have  a  reason  to  consider  a  different  rate  for  the  patient  telephone.  ' 

This  study  is  being  conducted  on  a  statistically  selected  sampling  procedure. 
We  anticipate  the  study  itself  to  be  completed  by  approximately  September  1, 
1974,  with  compilation  of  results  and  final  determination  completed  by  mid- 
September. 

It  may  be  advisable  for  you  to  defer  any  action  of  any  sort  on  your  tele- 
phone system  until  the  results  of  this  study  are  known  and  we  will  share 
with  you  at  that  time. 
Sincerely  yours, 

C.  R.   BULTHUIS, 

Account  Manager. 
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Dial  PBX  Processing  Manual 

Section  II,  Page  19 

October  1966. 

Toll  Diversion  Type  /—See  Tariff  2,  Sheet  41,  also  Section  IV,  Page  9. 

Type  I  Toll  Diversion  is  available  with  Series  100,  200,  300  and  Class  E 
Type  II  dial  PBX  systems  where  facility  conditions  permit. 

Two  classes  of  toll  diversion  are  available:  (1)  to  divert  all  long  distance 
and  multiunit  calls  and  (2)  to  divert  all  long  distance  calls  only. 

This  service  may  be  provided  with  or  without  message  registers.  The  reg- 
isters vdll  record  all  one-unit  calls. 

The  diversion  equipment  will  usually  be  located  in  the  serving  central  office, 
but  in  some  cases  may  be  located  in  the  dial  equipment  room  on  the  customers' 


Since  DDD  provides  the  fastest  and  most  inexpensive  means  of  completing 
calls,  it  is  the  salesman's  responsibility  to  sell  his  customer  on  the  fullest 
possible  use  of  DDD.  Under  no  circumsetances  should  Toll  Diversion  be  actively 
sold  to  a  customer.  Where  a  customer  requests  this  service,  every  alternative 
should  be  explored  before  accepting  the  order.  Each  request  for  this  service 
should  be  reviewed  by  the  District  Sales  Manager  Involved. 

With  Toll  Diversion  a  station  user  attempting  to  dial  an  excluded  code  would 
be  diverted.  Depending  upon  circumstances,  and  facilities  available,  the  call 
will  be  diverted  to  a  distinctive  tone,  a  recorded  announcement,  or  directly  to 
the  PBX  operator. 

When  the  customer  desires  to  restrict  different  groups  of  stations  from 
different  calling  area  codes,  separate  restriction  arrangements  are  required 
for  each  different  calling  area  and  a  different  group  of  trunks  is  associated 
with  each.  For  example,  if  a  customer  desires  to  divert  10  trunks  from  all 
toll  calls  and  another  10  trunks  from  a'l  muUi-unit  ad  toll  calls,  two  Trunk 
Groups  would  be  required.  The  initial  charge  of  $75.00  for  25  trunks  or  less 
would  be  applicable  to  each  Trunk  Group. 

Where  the  customer  has  need  for  a  group  of  local  trunks  and  a  group  of  FX 
trunks,  the  local  group  would  be  billed  at  Tariff  rates.  The  FX  group  would 
require  a  3906  for  the  rate  treatment. 

All  requests  for  Toll  Diversion  must  be  cleared  thru  the  Engineering  De- 
partment (313-357-4551)  before  offering  the  service  to  a  customer. 
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The  following  information  should  be  provided : 

1.  Customer  name,  address  and  telephone  number 

2.  Name  of  serving  Central  Office 

3.  Quantity  of  Trunks  (at  cutover  and  5  years  after) 

Dial  9 

Combination 

FX  (for  Toll  Diversion  when  different  rate  areas  are  involved) 

Section  V,  Exhibit  5.4 

Example  of  use  with  Toll  Diversion  Type  I  With  Mess.  Registers 

Michigan  Bell  Telephone  Company 

CONTRACT  FOR  TOLL  DIVERSION  TYPE  I 

Application  For  Service  At Exchange 

The  undersigned  requests  the  Michigan  Bell  Telephone  Company  to  furnish 
Toll  Diversion  Type  I  Service  and  equipment  as  specified  blow : 

First  25  Trunks,  or  less  @  $75.00  per  month. 

Message  Register-Common  Equipment  (tj  $20.00  per  month. 

The  undersigned  also  agrees  to  be  bound  by  the  rules  and  regulations  now  or 
hereafter  established  by  the  Telephone  Company  in  its  Tariffs  or  as  .specified 
herein,  and  to  pay  all  charges  made  in  accordance  with  lawful  tariffs  filed  by 
the  Telephone  Company. 

It  is  further  agreed  that  the  initial  contract  period  is  three  (3)  years  starting 
with  the  date  service  is  established,  for  each  class  of  Toll  Diversion  provided. 

Termination  charges  applicable  in  the  event  of  discontinuance  of  Toll  Diversion 
prior  to  the  expiration  of  the  initial  contract  period  shall  be  an  amount  equal  to 
50%  of  the  unbilled  monthly  charges  for  the  unexpired  portion  of  the  contract 
period. 

Michigan  Bell  Telephone  Co.  


Customer 


Representative  Address  City 


Approved  Approved  Date 

Exhibit  74 
Memorandum  on  Interconnection  of  Customer  Provided  Equipment 

March,  1970. 

A.   POLICY 

7.  Background 

The  basic  position  of  the  Bell  System  regarding  the  connection  of  customer 
provided  equipment  to  the  message  network  has  been  that  the  Telephone  Com- 
pany should  supply  and  maintain  all  equipment  connected  to  the  network  in 
order  to  assure  that  customers  receive  the  best  possible  service.  This  has  pre- 
vented any  "foreign"  attachments  to  our  network  or  to  the  equipment  supplied 
by  the  Telephone  Company. 
2.  Exceptioois  to  Policy 

This  policy  wasn't  pure,  however,  there  were  several  situations  where  it 
wasn't  practical  or  desirable  for  the  Telephone  Company  to  provide  all  the 
facilities  or  equipment  to  serve  certain  situations,  i.e. : 

a.  Locations  inaccessible  or  hazardous  to  our  employees,  such  as  mines, 
elevator  shafts,  railroad  and  power  company  rights-of-way,  etc. 

b.  Interconnection  was  also  permitted  in  the  interest  of  national  defense 
or  generaj  public  safety  and  welfare  such  as  military  bases,  police  and 
fire  departments,  etc. 

c.  Areas  outside  the  basic  business  of  the  Telephone  Company  such  as 
paging  systems,  customer-provided  business  machines,  etc. 
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Execptions  were  granted  later  to  allow  attachments  to  our  equipment  of 
customer-provided  miscellaneous  devices  wliich  did  not  involve  direct  electrical 
conection  and  were  not  harmful  to  our  equipment  or  the  telephone  user.  These 
included  voice  silencers,  ear  pads,  shoulder  rests,  hard  of  hearing  attachments. 

Over  the  years,  we  have  further  liberalized  our  once  rigid  ban  on  all  "for- 
eign" attachments  to  allow  the  connection  of  customers  provided  decorator  sets 
that  have  been  modified  to  meet  our  specifications. 

Note.  The  Antique  Decorator  Set  practice  is  not  affected  by  "Interconnection". 
Sets  that  meet  modification  standards  will  be  installed  under  present  proce- 
dures. "Interconnection"  will  be  offered  only  in  those  cases  where  the  cus- 
tomer's set  cannot  be  modified  or  the  customer  requests  an  alternate  method 
connecting  a  "customer  owned"  set.  > 

With  these  interconnections  that  have  been  permitted,  the  Bell  System  re- 
tained the  basic  position  that  in  order  to  provide  the  best  service  to  all  our 
customers,  we  must  retain  control  of  the  network  itself. 

♦  *****• 

b.  Interconnection  and  Competition  Report  Form 

The  purpose  of  the  Interconnection  and  Comi)etition  Report  Form  (ICR)  is 
to  provide  information  relative  to  customer  interest  and  demand  for  connecting 
arrangements  and  to  provide  the  FCC  Staff  with  certain  quantitative  data 
regarding  interconnection  services.  It  must  be  remembered  that  all  intercon- 
nections must  be  authorized  by  the  General  Pricing  Supervisor  even  though 
they  may  be  covered  by  Tariff  rates. 

For  Commercial  purposes,  the  ICR  form  contains  two  pages  (Exhibit  1  and 
2).  The  use  and  flow  of  the  forms  is  outlined  below.  Exhibit  1  is  prepared  In 
all  cases,  exhibits  1  and  2  are  prepared  in  firm  order  cases. 

Inquiry  only:  If  the  customer  merely  expresses  interest  in  interconnection 
or  requests  a  rate  quote  but  does  not  place  an  order ;  the  Service  Representa- 
tive will  complete  two  copies  of  the  ICR  form  (Exhibit  1).  The  original  is 
forwarded  to  the  General  Pricing  Supervisor  and  the  duplicate  is  retained 
in  a  Business  Office  file.  If  it  is  necessary  to  return  information  to  the  Service 
Representative,  such  as  rate  quotes  or  acceptability  of  interconnection  arrange- 
ment, it  will  be  done  on  a  verbal  basis. 

Firm  Order : 

Take  information  from  customer,  advise  him  that  it  is  necessary  to  verify 
exact  charge  and  acceptability  of  service  requested.  Make  a  "By  two  weeks" 
commitment  to  recontact  the  customer. 

Prepare  ICR  form  and  VCA  page  in  duplicate.  (See  Exhibits  1  &  2  for 
information  required.) 

Forward  both  copies  of  ICR  and  VCA  to:  General  Pricing  Supervisor- 
Planning. 

Planning  will  return  duplicate  ICR  with  advice  of  acceptability. 

Upon  receipt  of  ICR  from  Planning,  contact  the  customer  and  negotiate  a 
firm  order. 

Issue  a  service  order  with  the  ICR  form  attached.  Keep  ICR  form  with  the 
records  until  notice  of  order  completion  received  (PC). 

Post  the  completion  date  to  the  ICR  form  and  return  the  ICR  form  to 
Planning. 

Out  and/or  F  orders :  Prepare  an  ICR  form,  retain  with  order  until  PC  re- 
ceived. Post  completion  date  of  Out  or  F  order  on  ICR  form  and  forward  to 
General  Pricing  Supervisor — Planning. 


Exhibit  75 
******* 

Increasingly,  customers  are  curious  to  know  if  they  can  obtain  a  service  not 
available  from  Southern  Bell  and/or  obtain  this  service  for  less  money.  Realiz- 
ing this.  Southern  Bell  has  expanded  its  training  for  salesmen  in  the  area  of 
equipment  knowledge  and,  as  well,  the  course  for  which  this  manual  is  de- 
signed proposes  to  provide  additional  knowledge  for  our  salesmen  where  cost 
comparisons  between  Bell  and  non-Bell  equipment  are  concerned. 
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Competition  has  brought  the  Marketing  Department  in  closer  cooperation 
with  other  departments  within  the  Company.  In  many  areas  of  Southern  Bell, 
the  Marketing  Departments  exchange  information  on  a  regular  basis  with  the 
Commercial,  Plant  and  Directory  Departments  regarding  customers  who  are 
considering  purchasing  their  own  system  or  of  customers  who  have  severe 
service  problems  and  may  be  prime  targets  for  competition.  Some  Plant  Dis- 
tricts have  moved  ahead  with  increased  preventive  maintenance  programs  in 
order  to  reduce  our  vulnerability  to  competition.  Marketing  Departments 
throughout  Southern  Bell  now  have  a  greater  exchange  of  ideas  and  infor- 
mation, such  as  competition  alerts  and  conference  calls  between  the  various 
Marketing  groups  in  a  given  area. 

Contrary  to  what  many  private  equipment  suppliers  might  hope,  the  Bell 
System  is  not  going  out  of  the  equipment  business,  and  we  are  not  getting 
out  of  the  equipment-renting  business  either.  Neither  will  we  drive  all  our 
competitors  out  of  business.  Surely  many  of  the  interconnect  companies  will 
fold  (a  number  already  have),  and  some  will  merge  with  others  and  ????? 
new  companies  will  he  formed.  Nevertheless,  as  long  as  the  F.C.C.  and  the 
various  Public  Service  and  Utilities  Commissions  rule  interconnection  to  be 
legal,  there  will  be  interconnect  companies  trying  to  sell  equipment.  What 
then,  does  the  future  hold? 

Exhibit  76 

COMPETITIVE  ACTIVITY   REPORT 

Plant  Staff  has  indicated  that  their  line  people  will  be  submitting  reports 
of  competitive  activity  on  their  "Plant  Sale  Referral  Report"  form  (see  at- 
tached). This  report  will  be  forwarded  to  the  Marketing  Manager  in  whose 
area  the  customer  is  located. 

THE   COMPETITION    STORY 

A  competition  information  program  is  presently  being  implemented  through- 
out MBT  in  order  to  create  awareness  in  our  employees  of  our  changing  busi- 
ness climate.  We  also  hope  to  generate  a  renewed  commitment  to  providing 
our  customers  with  the  best  service  possible — our  greatest  asset  in  meeting 
competition. 

All  Departments  are  participating  in  discussions  with  many  requests  for 
Marketing  people  to  attend  and  "localize"  the  competitive  activity  and  its 
impact.  Reports  indicate  that  an  inter-departmental  session  imparts  greater 
significance  to  the  subject  as  well  as  allowing  for  a  healthy  interchange  of 
experience  and  concern. 

Marketing  Staff, 
Product  d  Service  Development. 

Exhibit  77 

[For  Your  Information] 

Relationships  With  Outside  Communications  Consultants 

The  guidelines  that  follow,  concern  our  relationships  with  outside  commu- 
nications consultants. 

1.  general 

The  Telephone  Company,  while  engaged  in  furnishing  communications  sys- 
tems for  use  by  customers,  offers  consulting  advice  as  a  necessary  part  of 
these  systems.  Consulting  advice  is  provided  as  part  of  our  service  under- 
taking and  is  offered  to  the  customer  without  additional  charge.  We  are  en- 
titled to  and  do  explain  the  value  of  our  services.  Some  customers  will  want 
to  obtain  outside  advice  on  the  communications  arrangements  they  should  have 
and  may  not  want  to  deped  entirely  on  consultants  of  the  Telephone  Company. 
The  retaining  of  an  outside  consultant  by  a  customer  is  a  matter  for  his  own 
business  judgment. 

Our  goal  is  to  satisfy  the  customer's  requirements.  In  some  instances,  cus- 
tomers may   contact   our   representatives   when   they   are   considering   whether 
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to  retain  an  outside  consultant.  They  may  ask  for  our  opinion  on  whether 
they  should  retain  an  outside  consultant  or  retain  a  specific  consultant  by 
name.  Explain  that  while  we  are  competent  to  provide  consulting  advice,  they 
are  entirely  free  to  retain  an  outside  consultant.  However,  we  should  not 
recommend  that  customers  engage  the  services  of  an  outside  consultant. 
Whether  they  do  so  is  a  matter  for  their  own  business  judgment.  Do  not 
make  any  statements  or  inferences  derogatory  in  any  way  of  outside  con- 
sultant services.  .         ,^     .     ,   ^ 

Once  the  Company  is  satisfied  that  an  outside  consultant  is  authorized  to 
represent  a  customer  in  connection  with  his  communications  services,  the  Com- 
pany accepts  orders  from  and  deals  with  the  outside  consultant  in  the  same 
way  it  would  accept  orders  from  and  deal  with  officers  or  employees  of  the 
customer.  > 

2.    VERIFYING    THE    AUTHORITY    OF    AN    OUTSIDE    CONSULTANT 

The  authority  granted  to  an  outside  consultant  by  a  customer  may  range 
from  a  review  of  existing  service  to  the  right  to  place  all  orders  for  service 
for  the  customer.  Telephone  Company  Policy  as  well  as  Federal  and  State 
statutes  and  regulations  require  us  to  protect  the  confidentiality  of  communi- 
cations records  of  customers.  It  is  essential  for  that  reason  that  the  scope  of 
authority  given  to  the  outside  consultant  be  verified.  Upon  verification,  act  In 
accordance  with  the  customer's  directions. 

A  fundamental  question  with  reference  to  the  scope  of  authority  Is  whether 
the  customer  wishes  to  continue  to  deal  directly  with  the  Telephone  Company 
in  certain  matters,  or  whether  he  wishes  the  Telephone  Company  to  deal 
exclusively  with  the  outside  consultant  on  all  matters  concerning  the  cus- 
tomer's communications.  . 

If  an  outside  consultant  contacts  the  Business  Office  to  obtain  billing  infor- 
mation, equipmet  itemization,  place  orders,  etc.,  they  should  verify  with 
Marketing  that  a  letter  of  authorization  is  on  file.  If  no  letter  is  on  file,  they 
should  request  Marketing  contact  the  outside  consultant  to  obtain  the  proper 
authorization.  If  a  letter  is  on  file.  Commercial  should  determine  from  Market- 
ing the  extent  of  the  authorization  granted  to  the  outside  consultant  by  the 
customer  and  furnish  him  any  information  or  take  any  action  that  Is  proper 
under  such  authorization.  . 

If  the  information  or  action  cannot  be  given  by  Commercial,  or  is  requested 
on  a  continuig  basis,  forward  the  request  to  Marketing  in  the  same  manner 
that  other  customer  requests  are  handled. 


Requests  for  changes  and  corrections  on  active  orders  should  be  referred  to 
Marketing  for  verification  with  the  outside  consultant  prior  to  completion. 

If  Plant  believes  that  the  order  changes  are  not  in  the  best  interest  of  the 
customer  they  should  notify  Marketing. 

Requests  not  related  to  pending  service  orders  should  also  be  referred  to 
Marketing. 

TRAFFIC 

If  an  outside  consultant  contacts  Traffic  to  obtain  PBX  Traffic  Observations, 
All  Trunk  Busy  and  Last  Trunk  Busy  meter  readings,  etc.,  they  should  co- 
ordinate all  such  requests  with  Marketing. 

Exhibit  77A 

March  2,  1973. 

Mr.  Claus  : 
Mr.  Mabin  : 
Mr.  Pawlowski: 
Mr.  Trefry: 
Mr.  Wyrick  : 

This  is  to  review  the  attached  forms  which  are  for  your  use  in  contacting, 
controlling,  and  reporting  our  repricing  customer  contacts.  GR-1.  Key  Repric- 
ing Contracts.  GR-2.  PBX  Repricing  Contacts.  GR-3,  Proposed  Rate  Comparison 
PBX.  GR-^,  Customer  Response  Summary. 

Form  GR-1  should  be  used  as  an  assignment  log  as  well  as  a  managerial 


3436 

control  log  of  all  key  account  customers  contacted.  Each  manager  should  retain 
a  master  file  for  his  crew's  assigned  and  completed  contacts  for  control  pur- 


Form  GR-2  should  be  used  as  an  assignment  and  control  log  of  all  PBX 
customers  contacted.  A  master  file  of  this  form  should  also  be  maintained  by 
the  manager.  In  addition,  this  form  should  be  used  to  establish  priorities  on 
PBX  accounts  that  must  he  repriced  prior  to  a  customer  contact.  Fill  in  the 
following  columns  and  send  them  to  Mr.  Wyrick,  who  will  coordinate  with 
Commercial  in  having  them  repriced.  Customer.  Telephone  number.  Type  of 
PBX  (I,  II,  or  III),  Serving  vehicle  (701,  800A,  757,  etc.),  Remarks  (indicate 
addition  or  deletion  or  features,  etc.,  e.g.,  delete  trunk  answer  any  station). 

In  establishing  priorities  on  PBX  accounts,  the  following  criteria  are  sug- 
gested :  Pending  competitive  cases.  Accounts  under  60  stations  that  will  be  re- 
priced (automatically)  as  PBX  III  service  unless  we  change  out  the  serving 
vehicle.  Series  160  accounts  with  D.S.S.  Vulnerable  lines  of  business.  Accounts 
with  high  key  development.  "Key  Leader"  accounts. 

Form  GR-3  will  be  sent  back  to  you  after  the  account  has  been  repriced  for 
use  by  the  sales  contact  person  in  making  the  customer  contact.  It  then  should 
be  filed  in  the  Customer  Information  File  with  appropriate  entries  made  in  the 
Case  History. 

Form  GR-4,  "Customer  Response  Summary",  should  be  used  to  summarize 
the  previous  5  days  contacts  and  given  to  me  by  9:00  A.M.  each  Friday  for 
consolidation  and  reporting  to  the  Division  OflSce. 

Let  me  know  if  any  questions  or  suggestions. 

Attachments  [Forms  GR  1-3  not  suitable  for  printing.] 

Marketing  Department 

customer  response  summary 

(1973  Rate  Case) 

Reporting   Group  ,    report   period   /1973   thru   /1973 

Company  Initiated  Interviews— Key  Leader  and  Business  Customers 

Number — approval Summary  of  Disapproval  Comments: 

Number^ — no    opinion Local    service    rates — — 

Number— disapproval Toll  rates. 


Total  interviews PBX  and  key  restructuring 

Dir.    assistance    chg — 

Nickel-A-Min.  withdrawal 

Rate  increase  in  general 


Customer  Initiated  Comments 

Number   of   favorable   or    noncom-  Summary  of  Unfavorable  Comments : 

mittal    Local    service    rates 

Number      of      unfavorable      com-  Toll  rates 

ments PBX  and  key  structuring 

Total    customer    initiated. Dir.  assistance  Chg 

Nickel-A-Min.  withdrawal 

Rate  increase  in  general 

Exhibit  78 

Exhibit  78  not  suitable  for  printing. 

Exhibit  79 

MAINTENANCE   OF   SERVICE   CHARGE 

When  a  Michigan  Bell  repairman  makes  a  visit  to  the  customer's  premise  on 
a  case  involving  COAM  equipment  on  intrastate  service  and  it  is  clearly  estab- 
lished that  the  trouble  is  caused  by  the  customers  equipment,  a  visit  charge  of 
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$15.00  shall  be  made  on  intrastate  service  or,  $10.00  on  interstate  service.  The 
visit  charge  not  only  applies  to  those  customers  using  the  new  connecting  ar- 
rangements, but  also  to  those  pre.sently  using  customer-provided  equipment ; 
(i.e.,  alarm  devices,  recorder  announcement  systems,  all  Data-Phone  services, 
etc.).  Further,  the  Tariff  does  not  differentiate  between  authorized  and  un- 
authorized customer  equipment.  The  maintenance  of  service  charge  applies  In 
both  cases.  The  charge  will  also  apply  even  where  the  customer's  maintenance 
needs  requires  the  Telephone  Company  to  regularly  assign  a  repairman  to  the 
premises. 

SALE   OF   CABLE  FACILITIES 

When  customers  replace  Bell  equipment  or  services  with  privately-owned 
systems  the  question  may  be  asked  as  to  whether  we  will  sell  our  wiring  or 
cables.  As  a  company,  we  have  five  options  as  to  the  disposition  of  our  material 
on  a  specific  premise. 

A.  Retain  ownership  and  use  it  for  our  purposes.  This  would  be  true  where 
other  Bell  services  are  provided  in  the  cable. 

B.  Retain  ownership  and  lease  to  the  customer  on  a  monthly  basis. 

C.  Sell  the  wiring  outright  to  the  customer. 

D.  Abandon  the  facilities  in  place.  This  would  only  be  done  in  cases  where 
they  are  not  suitable  for  use. 

E.  Remove  all  wiring  and  cable  from  the  premise  for  reuse. 

No  effort  should  be  made  to  stimulate  the  sale  of  our  facilities.  Should  the 
question  be  raised,  a  Form  3906  should  be  issued  to  obtain  a  decision  and  the 
appropriate  charges  if  api)licable.  The  form  should  be  completed  in  detail 
showing  such  items  which  may  influence  our  decision,  such  as  building  owner- 
ship, length  of  lease,  other  customer  occupancy  etc. 

Sales  Infokmation  Series 

Issue  632B,  July,  1970,  Practice  &  Procedures 

INTEBCONNECTION 

(Supersedes  and  cancels  SIS  632A  and  Addendum) 
Description  af  Procedures  and  Equipment 

This  Sales  Information  Series  is  being  reisued  to  introduce  the  revised  Inter- 
connection and  Competition  Report  form  and  to  provide  the  Marketing  field 
personnel  with  a  source  of  reference  material  relative  to  the  contact  handling 
of  interconnection  cases.  The  following  items  are  covered : 

Marketing  Policy. 

Technical  Requirements. 

Interface  Devices. 

Entrance  Facilities. 

Maintenance  of  Service  Charge. 

Sale  of  Cable  Facilities. 

Interconnection  and  Competition  Report  Form  (Revised). 

Order  Exhibits. 

This  information  does  not  cover  every  facet  of  interconnection.  Therefore, 
any  questions  which  may  come  up  should  be  referred  to  Staff  through  lines 
of  organization. 

General  Marketing  Staff,  Communications  Operations. 

Exhibit  80 

Bell  System  Practices,  Pacific  Tel. 

Section  001-^20-OlOPT,  Issue  A.  September,  1972 

SALE  OF  HOUSE  CABLE  AND  INTERIOR  WIRING  SYSTEMS 

1.  General 

101  This  section  outlines  policies  and  procedures  to  follow  when  a  request 
is  received  to  purchase  house  cable  and  interior  wiring  systems. 

1.02  It  is  issued  to  augment  the  information  contained  in  System  Instruc- 
tion 48  for  the  special  case  of  selling  inside  wire  and  cable  systems. 
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1.03  Interconnecting  rules  make  it  possible  for  customers  to  discontinue  the 
use  of  our  equipment  and  to  install  customer-provided  equipment.  When  a  cus- 
tomer decides  to  install  his  own  system,  it  is  usually  to  his  advantage  to  reuse 
existing  wiring,  rather  than  replace  it.  In  many  cases,  it  is  also  advantageous 
to  the  Company  to  sell  the  wiring  system  at  a  fair  price,  rather  than  to  remove 
it  and  dispose  of  it. 

1.04  As  used  in  this  practice: 

(a)  Buyer  refers  to  the  other  party  executing  the  purchase  and  sale  agree- 
ment. In  most  cases,  he  will  be  either  the  customer  or  the  vendor  installing 
the  equipment  for  the  customer. 

(b)  Cost  Engineer  will  mean  the  Plant  Costs  Engineer  or  the  Engineering 
Supervisor  (Nevada). 

(c)  House  cable  system  may  include  all  of  the  equipment  described  in  2.01. 

2.  Basic  Ouidelines 

Plant  To  Be  Offered  For  Sale 

2.01  Only  certain  items  of  plant  may  be  considered  for  sale.  These  Items 
include  the  house  cable  (32C),  station  and  inside  wiring  cable  (28C),  and 
associated  terminals  and  connecting  blocks  (any  station  account)  that  can  be 
exclusively  used  by  the  customer  for  providing  his  own  service.  Station  appara- 
tus and  other  equipment,  such  as  PBXs,  etc.,  are  not  to  be  sold. 

♦  *♦*♦♦• 

of  charging  Plant  and  Engineering  time  to  the  proper  account.  Plant  Service 
and  Plant  Engineering  forces  will  report  their  time  to  account  13&-39  when 
working  on  the  inventory  and  appraisal.  Any  other  work  associated  with  the 
sale  shall  be  reported  to  normal  time  reporting  codes. 

Note. — No  KC  (or  project)  number  should  be  assigned  unless  it  is  requested 
by  the  Cost  Engineer,  since  only  one  of  these  numbers  will  be  assigned  per  sale. 

3.03  The  expenses  associated  with  this  inventory  and  appraisal  are  not  to 
be  billed  to  the  buyer.  They  do  not  have  a  bearing  on  the  structural  value  or 
on  any  other  item  billed  to  the  buyer. 

Structural  Value 

3.04  The  structural  value  of  the  house  cable  system  must  be  determined  in 
order  to  set  a  sale  price.  The  factors  which  affect  structural  value  are : 

(a)  The  amount  and  value  of  the  material  useful  to  the  buyer  that  we 
are  willing  to  sell. 

(b)  The  amount  and  cost  of  the  labor  required  to  build  a  similar  system. 

(c)  The  present  condition  of  the  system. 

3.05  In  any  plant  purchase  or  sale,  the  structural  value  of  the  system  to  the 
buyer  is  the  important  consideration.  When  we  are  selling  inside  wiring  and 
cable,  the  structural  value  is  the  amount  it  would  cost  the  buyer  to  build  a 
system  adequate  for  his  use  at  the  location  in  question  under  existing  condi- 
tions. This  may  be  more  or  less  than  the  original  cost.  It  must  take  into  ac- 
count both  the  value  of  the  material  being  sold  and  the  quantity  of  plant  that 
is  usefiil  to  the  buyer.  Therefore,  portions  of  plant  which  the  buyer  does  not 
need  are  of  no  value  to  him.  To  explain  this  concept,  assume  we  have  a  100- 
pair  cable  installed  in  a  system  which  a  buyer  wants  to  purchase.  If  he 
needs  all  100  pairs,  the  value  to  the  buyer  is  the  full  value  of  the  cable.  If  he 
does  not  need  any  cable  at  that  place,  then  it  has  no  value  to  the  buyer  and 
we  should  remove  it.  If  his  ultimate  needs  could  be  met  by  only  22  pairs,  then 
the  value  to  the  buyer  is  less  than  the  full  value  of  the  cable.  Under  these 
circumstances,  he  would  probably  use  a  25-pair  cable  if  he  were  installing 
his  own  system.  Therefore,  our  appraisal  of  the  plant  to  be  sold  should  be 
based  on  the  25-pair  value  plus  the  discounted  salvage  value  of  the  other 
75  pairs. 

3.06  If  a  buyer  forecasts  facility  recfuirements  that  do  not  appear  reason- 
able, we  .should  review  them  carefully.  We  must  base  our  appraisal  on  an 
objective  and  accurate  forecast  of  present  and  future  buyer  requirements  so 
that  we  do  not  jeopardize  our  bargaining  position  in  any  future  sales  situa- 
tions. Therefore,  carefully  evaluate  requests  to  purchase  facilities  which  state 
a  need  that  is  far  less  than  the  capacity  of  the  existing  system.  In  these  in- 
stances, removal  of  the  entire  system  or  parts  of  it  might  be  best  for  both 
the  Company  and  the  buyer.  The  Cost  Engineer  is  responsible  for  making  the 
final  analysis  and  decision  in  questionable 
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3.07  The  material  cost  to  be  used  when  computing  the  structural  value  to 
the  buyer  is  the  current  market  price  for  the  material  the  buyer  would  need 
in  order  to  install  his  own  system.  The  Cost  Engineer  will  check  local  general 
trade  prices  and  supplies  catalogs  to  obtain  these  prices. 

3.08  The  number  of  man-hours  necessary  for  the  buyer  to  build  the  system, 
or  that  part  of  the  system  being  sold,  should  be  carefully  estimated  by  a  quali- 
fied Plant  Engineer  and/or  Foreman.  When  cable  in  the  58C  account  is  being 
inventoried,  the  Customer  Service  Engineer  should  estimate  the  buyer's  in- 
stallation time.  This  estimate  should  be  made  considering  the  building  as  it 
exists  and  any  other  current  circumstances  which  would  affect  the  time  re- 
quired to  build  that  system. 

3.09  The  condition  of  the  Plant  to  be  sold  shall  be  evaluated  by  those  mak- 
ing the  inventory.  The  condition  of  the  system  is  generally  expressed  a%  a 
percentage  called  the  condition  factor.  This  is  solely  based  on  the  physical 
and  functional  condition  of  the  plant.  Age  and  accounting  depreciation  amounts 
have  no  direct  bearing  on  the  condition  factor.  If  the  condition  of  the  plant 
involved  is  essentially  as  good  as  new,  a  factor  in  the  range  of  100  to  90 
percent  should  be  used.  If  there  are  maintenance  problems  in  the  facilities 
that  would  require  work  to  bring  it  up  to  standard,  then  the  factor  should  be 
decreased  accordingly.  Plant  that  has  deteriorated  by  50  percent  or  more 
should    probably  not  be  sold,  since  it  would  be  of  little  value  to  the  buyer. 

Exhibit  81 

Febbuaby  26,  1973. 
Michigan  Bell  Telephone  Co., 
Wyoming,  Mich. 

(Attention:  Mr.  E.  F.  Gietzen,  District  Sales  Manager) 
Deab  Mb.  Gietzen  :  I  received  a  copy  of  the  letter  sent  to  you  on  February 
15,  1973,  from  a  Mr.  William  Schneider  of  TPI  Incorporated.  As  you  know, 
Saluto  Foods  has  agreed  to  buy  a  private  telephone  system  from  TPI,  and  I 
now  find  that  Michigan  Bell  is  giving  us  some  serious  problems  due  to  what  I 
feel  is  unnecessary  delay. 

Mr.  Gietzen,  I  would  like  to  hear  from  you  soon  as  to  the  reasons  why 
Michigan  Bell  suddenly  changed  their  installation  date  from  March  1st  to 
May  1st.  It  appears  that  there  is  an  intentional  "dragging  of  the  feet". 

It  is  amazing  to  me  how  you  could  give  us  such  a  delay.  When  we  were  con- 
sidering your  equipment,  you  were  able  to  install  it  by  March  1st.  Now,  since 
we  went  to  your  comi^etitor,  we  are  getting  a  60-day  delay.  I  expect  an  im- 
mediate response  from  your  oflice  to  ascertain  what  further  action  needs  to 
to  be  taken  to  get  the  installation  in  early  March  as  originally  agreed. 
Sincerely  yours, 

James  P.  DeLapa,  President. 
Exhibit  82 

TPI  Inc., 
February  11,  1974. 
Mr.  Gbaham  Smith, 
Headquarters  Staff, 
Michigan  Bell  Telephone  Co., 
Detroit,  Mich. 

Deab  Mr.  Smith  :  This  letter  is  in  reference  to  untolerable  situations  we  are 
experiencing  with  Michigan  Bell  Telephone  Company  in  the  conduct  of  our 
day  to  day  business.  These  problems  have  been  brought  to  your  attention  and 
that  of  other  upper  management  personnel  in  your  company  to  no  avail. 

While  we  have  not  cutover  a  customer  owned  telephone  system  since  Novem- 
ber 1973  without  a  MBT  caused  problem,  we  have  only  summarized  those 
problems  encountered  in  the  past  30  days.  Names,  dates,  correspondence,  and 
other  such  data  will  be  promptly  supplied  if  needed.  However  we  feel  the 
following  situations  are  indicative  of  a  detrimental  attitude  and  concerted 
effort  to  inhibit  the  growth  of  interconnect  on  a  company  wide  basis.  These 
examples  are : 

Brody  Bilt  Construction 

TPI  ordered  interfaces/lines  two  months  prior  to  cut.  On  day  of  cut,  inter- 
faces— no  drop  service  into  building.  After  repeated  calls,  MBT  refused  to  put 
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in  service  as  there  was  no  entrance  hole  into  building.   Day   after  cut  TPI 
installed  MBT  drop  attachment  and  entrance  hole  into  building. 

Samuel  Brody 

TPI  sent  letter  of  requirements  four  months  prior  to  cut.  Day  of  cut,  MBT 
had  not  written  out  order,  therefore,  no  intercept  of  disconnected  service. 
Everyday  following  cut,  MBT  said  their  mistake  would  be  corrected  that  day. 
Five  days  after  cut,  situation  corrected. 

American  Title 

TPI  ordered  leased  pair  one  month  prior  to  cut.  We  confirmed  three  days 
prior  to  cut ;  MBT  said  OK.  Day  of  cut,  MBT  said  there  were  no  cable  facili- 
ties. 15  days  after  cut;  still  not  in. 
Plante  Moran 

Customer  reported  three  trunks  out.  TPI  determined  MBT  problem.  MBT 
said  was  TPI  problem.  TPI  repeatedly  called  for  repair— 30  days  later  MBT 
discovered  problem  was  theirs  i.e. 

1 — Loop  start  rather  than  ground  start. 

1 — Open  pair. 

1 — Bad  CDH  interface. 

Montgomery  Wards 

A  variety  of  problems  were  encountered : 

1.  lOlA  issue  CDH  not  properly  terminated. 

2.  lOlB  issue  CDH  not  strapped.  TPI  corrected  as  MBT  left  premises  with- 
out testing. 

3.  Tie  Lines: 

A.  MBT  did  not  start  testing  Tie  trunks  until  4  :00  PM  of  day  following  cut. 

B.  Allen  Park  location — CO  problems  which  TPI  had  to  direct  correction  of. 

C.  Premise  of  Wards — 24V  repeater  had  troubles  v.'hich  TPI  again  had  to 
correct. 

D.  10:00  PM  two  days  after  cut  Tie  trunks  were  turned  on  but  overall  MBT 
tests  had  not  been  performed — MBT  elected  to  test  two  days  later. 

E.  Afternoon  four  days  after  cut,  MBT  started  testing,  claimed  two  troubles 
in  TPI  services;  TPI  man  again  had  to  tell  MBT  how  to  properly  test  at 
which  time  MBT  found  problems  to  be  theirs. 

Sterling  Motel 

TPI  started  cut  at  10:00  AM.  MBT  disconnected  entire  service  without  any 
of  new  lines  installed.  2 :30  PM  no  intercept,  loop  start  lines  rather  than 
ground  start,  toll  terminal  not  working,  two  trunks  not  working  at  all.  After 
repeated  calls,  TPI  fially  got  intercept  and  other  services  at  5:30  PM  except 
no  toll  terminals. 

Carpet  Center 

Customer  called  MBT  Engineers  as  remodeling  and  needed  cable  moved. 
Customer  asked  if  he  could  cut  cable,  pointing  out  main  feeder  cable — MBT 
Engineer  said  yes.  Customer  cut  cable  putting  himself  out  of  service.  MBT 
refused  to  splice  cable  when  called.  After  repeated  calls  by  TPI,  MBT  spliced 
cable  eight  hours  later. 
Gage  Brukoff 

Customer  reported  three  trunks  out.  TPI  determined  MBT  problem.  MBT 
said  TPI  problem.  Two  days  later,  MBT  determined  was  their  problem,  i.e., 

2 — Cable  problem. 

1— CDH  defective. 

Central  Heating 

Customer  repeatedly  reported  one  line  out  of  service.  MBT  insisted  TPI 
problem.  Three  days  later  MBT  determined  their  problem  i.e.,  bad  cable  pair. 

Alsan  Medical  Clinic 

TPI  ordered  STP  interface  due  February  6,  1974.  TPI  notified  MBT  in- 
correct interface  installed,  no  drop  to  building  on  February  6,  19T4.  MBT 
promised  to  correct  February  8,  1974.  On  February  11,  1974,  problem  not  cor- 
rected, customer  without  service. 
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Hiller-Lutey 

TPI  ordered  service  due  February  2,  1974.  TPI  notified  MBT  on  February 
8,  1974  incorrect  interfaces  installed.  On  February  11,  1974  problem  still  not 
corrected.  Customer  without  service. 

Obviously,  this  harrasment  and  deterioration  of  service  to  our  mutual 
customers  is  not  in  the  framew'ork  of  the  law  nor  in  the  spirit  of  your 
company's  stated  position  on  interconnection.  Further,  it  is  a  situation  which 
must  immediately  cease. 

Our  entire  company  is  committed  to  working  with  yours  over  the  next 
thirty  days  to  resolve  these  problems.  We  will  meet  with  you  at  your  con- 
venience to  establish  whatever  procedures  you  feel  are  warranted. 

If  however,  we  cannot  eliminate  these  problems  in  the  future,  other  actions 
will  necessarily  be  taken.  In  many  conversations  with  you,  you  have  expressed 
dismay  and  disgust  for  the  aforementioned  problems  and  we  are  confident  that 
through  our  joint  effort,  they  can  be  resolved  to  our  mutual  satisfaction. 
Sincerely, 

Ronald  B.  Fox, 

Vice  President. 


Exhibit  2. — Letter  From  Elgin  Electronics,  Inc.,  Re  Delivery  Schedules  for  Elgin 

Couplers 

Elgin  Electronics  Inc., 
Waterford,  Pa.,  May  17,  1974. 
Mr.  Gerald  Hellerman, 

Antitrust  and  Monopoly,  Senate  Subcommittee 
Washington,  D.C. 

Dear  Mr.  Hellerman  :  This  will  confirm  our  telephone  conversation  of  May 
16,  1974  relative  to  your  question  on  the  delivery  schedules  of  Western  Electric 
for  Elgin  couplers. 

Upon  instructions  to  ship  from  either  Western  Electric  or  one  of  our  inde- 
pendent telephone  customers,  shipment  is  made  from  stock  in  a  matter  of 
one  or  two  days.  Occasionally  we  are  faced  with  stock  outages  due  to  one  of 
our  component  suppliers  failure  to  deliver  to  us  per  our  request  In  todays 
electrical  component  market,  manufacturers  of  some  items  i.e.  capacitors 
or  transistors  have  extended  normal  lead  times  of  6  weeks  to  as  long  as  50 
or  60  weeks.  As  a  result  of  this  condition  they  have  not  always  been  able  to 
meet  their  promised  deliveries.  However,  the  situation  is  easing  and  despite 
this  problem  we  can  normally  deliver  our  couplers  from  stock. 
Yours  very  truly, 

E.  S.  Willis,  President. 

Elgin  Electronics  Inc., 
Waterford,  Pa.,  May  14,  1974. 
Mr.  Gerald  Hellerman, 

Antitrust  and  Monopoly  Senate  Subcommittee, 
Washington,  D.C. 

Dear  Mr.  Hellerman  :  This  will  confirm  our  telephone  conversation  of  May 
13,  1974. 

Elgin  has  been  a  sub-contractor  to  the  Western  Electric  Company  for  the 
past  fifteen  years.  Our  service  to  them  has  included  the  manufacture  of  ampli- 
fiers, test  sets,  power  devices  and  couplers.  We  are  also  licensed  by  them  to 
manufacture  certain  power  devices  and  couplers  for  our  sale  to  the  inde- 
pendent telephone  companies.  I  have  enclosed  copies  of  our  advertising  litera- 
ture on  these  products  offered  to  tire  independents. 

Our  contracts  are  directly  with  Western  Electric  for  a  specific  number  of 
units  to  be  manufactured  normally  within  a  one  year  period.  They  direct  us 
to  ship  items  to  the  various  Bell  operating  companies  as  needed. 
Yours  very  truly, 

E.  S.  Willis,  President. 
Enclosure 
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TELEPHONE  PRODUCTS 


MASTER 
PRICE 
LIST 


MODEL  NO. 

MODEL   DESCRIPTION 

LIST   PRICE* 

GROUP  1 

ERC  19522-1 
ERC  19522-2 
ERC  19522-11 
ERC19522-1-2W 
ERC  19522-2-2W 
ERC  19645-2 
ERC19645-2RC1 
ESC  20721-1 
ESC  20721 -2 
ESC  20721 -3 
ESC  20721  -4 
ESC  20721 -5 

ESC  20721 -6 
ESC  20721 -10 
ESC  20721 -11 
ESC  20721-12 
ESC  20721-13 
ESC  20721-14 
ESC  20721-15 
EC    30-A 
EIU101A 
EIU102A 
EIU108A 
CDH-6  PACK' 

VOICE   COUPLERS 

RECORDER   COUPLER                                           

$126.50 
170.50 
38  50 
137.50 
181  50 
1  54.00 
143.00 
136.50 
194.25 
194.25 
182.70 

23625 
204.75 
6.30 
53.55 
4305 
4305 
31  50 
94.50 
20.90 
1  30.00 
106.00 
53.00 
201  00 

RECORDER   COUPLER  (2-Way  Comm  ) 

RECORDER   COUPLER  (2-Way  Comm  ) 

RECORDER   CONNECTOR                                   

RECORDER   CONNECTOR                    

STATION    COUPLER 

STATION   COUPLER  {With-12  Voice  Card) 

STATION   COUPLER  (With-1  3  Limiter  Card) 

STATION   COUPLER  {With-14  Ring  Card) 

STATION   COUPLER  (With-11  Pulse 

and-14  Ring  Cards) 

PULSE   CORRECTOR  ASSEMBLY 

VOICE   CONTROL  ASSEMBLY 

LIMITER  ASSEMBLY                                             

RING    SUPPLY  ASSEMBLY 

TEST  SET  ASSEMBLY 

VOICE   COUPLER 

AUTOMATIC  2-WAY   GROUND   START  CARD 

2-WAY  OR   1  -WAY   LOOP  START  CARD 

MANUAL   LOOP   START   CARD 

GROUP  2 

EDC1000A 
EDC1000B 
EDC1001A 
EDC1001B 

DATA   COUPLERS 

MANUAL   DATA   COUPLER 

MANUAL   DATA   COUPLER 

$  84.00 
123.40 
157.50 
120.75 

AUTOMATIC   DATA  COUPLER 

GROUP  3 

201 2A 
201 2  B 
1 20386 

COUPLER  ACCESSORIES 

TRANSFORMER   6-8  VAC   ("    1.75VA 

(Accessory  for  Model  EDC  1 0OOB) 

TRANSFORMER   16-18  VAC  (?    2.25VA  (Accessory 

for  Models  ERC  1 9645-2  &  ESC  20721  -1 ) 

TRANSFORMER  24  VAC  C"    2.5VA 

(Accessory  for  Model  EDC  1001  A) 

$     7.20 
7.20 
8.00 

•ALL  PRICES  F.O.B.  WATERFORD,   PA 
SUBJECT  TO   CHANGE  WITHOUT  NOTICE 


ELGIN  ELECTRONICS  INCORPORATED 


Subsidiary  of  Basic  Incorporated 

General  Offices  and  I 


16441  .  TWX  510  899  6859  -  ftiona  m4(  798-2601 
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Exhibit  3. — Correspondence  Re  Requests  to  Mountain  Bell  to  Supply  STC- 
List  14  Interconnecting  Units 

Mountain  Bell, 
El  Paso,  Tex.,  September  7,  1972. 
Jim  Hampton, 
Director  of  Marketing, 
El  Paso  Telephone  Co., 
El  Paso,  Tex. 

Dear  Mr.  Hampton  :  You  have  requested  our  company  to  provide  intercon- 
necting units  commonly  referred  to  as  "STC-List  14"  for  the  purpose  of  an 
interface  between  the  lines  and  facilities  of  Mountain  Bell  and  various  multi- 
line key  system  equipment  being  sold  or  leased  by  your  company  to  third 
parties  for  their  use. 

You  should  be  aware  that  the  STC-List  14  is  not  presently  offered  by  our 
Company  as  one  of  its  regular  tariff  items ;  and  particularly  it  is  not  normally 
offered  by  our  Company  under  any  circumstances  as  an  interface  with  key 
systems. 

We  assume  that  you  have  available  to  you  the  Bell  System  Technical  Refer- 
ence PUB  42208,  revised  April,  1972.  We  direct  your  attention  to  Section  1.2 
at  Page  2  and  Section  4.3  at  Page  16.  As  is  there  indicated,  the  STC-List  14 
was  not  designed  for  use  with  key  systems. 

Our  Company  has  experienced  difficulty  in  other  states  where  attempts 
have  been  made  to  use  the  STC-List  14  as  an  interface  with  key  systems. 
The  problem  has  arisen  primarily  in  attempting  to  have  the  STC-List  14  pro- 
vide ringing  for  the  key  equipment.  However,  it  is  possible  that  your  equip- 
ment may  function  without  causing  any  difficulty. 

If,  despite  the  above  information,  you  insist  on  using  that  device  as  an 
interface,   we  will  provide  it  on   the  following  terms  and  conditions : 

1.  This  is  a  temporary,  test  offering  and  not  a  regular  tariff  item.  As  such, 
it  will  be  provided  on  a  special-assembly  basis  only. 

2.  This  test  offering  is  being  made  in  the  State  of  Texas  only.  In  any  other 
state  in  which  Mountain  Bell  operates,  the  STC-List  14  will  only  be  provided 
as  an  interface  for  key  systems  after  an  appropriate  hearing  and  order  from 
the  state  regulatory  commission. 

3.  In  the  event  that  the  use  of  the  STC-List  14  as  an  interface  with  key 
systems  caused  that  interface  to  malfunction,  we  will  no  longer  provide  it 
and  will  withdraw  the  STC-List  14  from  those  customers  then  using  it. 

4.  In  the  event  that  it  does  become  necessary  to  withdraw  the  STC-List  14 
as  an  interface  with  Key  Systems,  customers  then  being  served  by  it  will 
have  to  comply  with  the  then  applicable  Rules  and  Regulations  of  the  FCC 
and  any  tariffs,  rules  and  regulations  on  file  by  this  Company  with  appro- 
priate regulatory  bodies.  At  the  present  time,  these  rules  and  regulations  do 
not  permit  direct  electrical  connection  of  customer-owned  equipment  to  the 
Telephone  Company  facilities  except  through  an  interconnection  device. 

5.  We  will  appraise  our  joint  customers  for  whom  such  devices  are  ordered 
of  our  Company's  position  and  of  the  terms  upon  which  we  are  providing  the 
interconnection  units. 

We  will,  to  the  extent  possible,  appraise  you  of  our  experiences  with  the 
STC-List  14  insofar  as  they  concern  any  troubles  related  to  use  as  an  inter- 
face with  Key  Systems. 

Your  attorney,  Mr.  Sheehey,  in  conversations  with  our  Company  attorney, 
Denis  G.  Stack,  indicated  that  he  had  information  that  Southwestern  Bell 
and  Illinois  Bell  were  using  two  outside  manufacturers  of  the  STC  and  could 
provide  them  within  a  two-week  interval  from  the  date  of  a  firm  order  for 
installation.  We  mention  this  because  it  has  been  our  Company's  experience 
that,  in  fact,  an  interval  of  four  .weeks  has  been  more  realistic ;  and  recently 
supply  problems  have,  in  some  cases,  increased  that  interval  even  further. 
Mr.  Sheehey  was  very  general  in  his  remarks,  and  we  have  been  attempting  to 
ascertain  the  names  of  the  outside  manufacturers  or  the  names  of  any  per- 
sons in  purchases.  Inquiries  made  to  date  by  our  General  Office  have  not 
shed  any  light  upon  this  situation.  Our  best  information  is  that  the  System 
specifications  is  the  Elgin  Company  and  that  its  entire  production  is  being 
purchased  by  Western  Electric  who,  in  turn,  supplies  all  of  the  Bell  System 
Companies,  including  Mountain  Bell.  Unless  these  units  can  be  obtained  from 
some  source  other  than  Elgin  and  Western  Electric,  you  should  be  aware  that 
there  may  be  problems  meeting  the  interval  of  28  days  or  four  weeks  after 
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order.  We  would  appreciate  any  detailed  information  you  can  provide  as  to 
outside  suppliers. 

Please  direct  all  inquiries  concerning  installation  intervals  to  me  at  tele- 
phone number  543-2424,  I  will  have  responsibility  for  coordinating  contacts 
between  Mountain  Bell  and  your  company.  I  will  also  furnish  you  the  cur- 
rent prices  for  STC-List  14  equipment. 

If  you  have  any  questions,  please  feel  free  to  call. 
Very  truly  yours, 

Jack  Joyce, 
Marketing  Manager. 

El  Paso  Telephone  Co., 

September  8,  1972. 
Mr.  John  Langfobd, 
El  Paso,  Tex. 

Dear  John  :  As  per  our  personal  telephone  conversation  of  today,  please 
llnd  enclosed  a  photocopy  of  a  letter  written  September  6,  1972,  by  Mountain 
Bell  Telephone  Company  to  H.  Carroll  Lee  Construction  Company. 

Your  immediate  attention  to  this  matter  will  be  appreciated  as  we  cannot 
let  Bell  continue  this  type  of  harassment. 
Sincerely, 

K.  D.  Wabfield,  President. 

Mountain  Bell, 
H.  Cabkoll  Lee,  El  Paso,  Tex.,  September  6,  1972. 

H.  Carroll  Lee  Construction  Co. 

El  Paso,  Tex. 

Deak  Sib:  We  have  received  an  order  for  three  STC-List  14  interconnect 
devices  from  the  El  Paso  Telephone  Company  acting  as  your  agent.  These 
devices  are  to  be  used  as  an  interface  between  your  multi-line  key  system 
telephone  equipment  provided  by  El  Paso  Telephone  Company  and  the  facilities 
of  Mountain  Bell. 

These  devices  are  not  provided  or  offered  by  Mountain  Bell  as  one  of  its 
standard  tariff  items  for  use  with  key  system  telephones.  They  were  not  tech- 
nically designed  to  be  used  as  an  interface  for  key  systems ;  and  you  may  or 
may  not  experience  trouble  with  your  equipment.  However,  we  do  offer  other 
devices  for  use  with  key  systems. 

We  will  provide  these  devices  on  a  special-assembly  basis.  If,  the  use  of 
the  STC-List  14  as  an  interface  with  your  key  system  caused  the  interface 
to  malfunction,  we  will  no  longer  provide  and  we  will  withdraw  it  from 
those  lines  which  it  may  be  serving. 

In  the  event  that  it  does  become  necessary  to  withdraw  the  STC-List  14 
as  an  interface  with  your  key  system,  you  will  then  have  to  comply  with  the 
then  applicable  Rules  and  Regulations  of  the  FCC  and  any  tariffs,  rules 
and  regulations  on  file  by  this  Company  with  appropriate  regulatory  bodies. 
At  the  present  time,  such  rules  and  regulations  do  not  permit  direct  electrical 
connection  of  customer-owned  equipment  to  the  Telephone  Company  facilities 
except  through  an  interconnection  device.  It  will  then  be  necessary  for  you  to 
modify  or  reconfigure  your  equipment  to  meet  whatever  interconnection  de- 
vices which  would  be  available  at  such  time. 

If  you  have  any  questions  concerning  this  matter,  please  feel  free  to  call 
upon  me.  543-2424. 
Sincerely, 

J.  E.  Joyce, 

Marketing  Manager, 

Interconnection  Coordinator. 


Exhibit  4. — Letter  to  Jim  Korte  Re  Point  West,  Inc.,  Decision  to  Stay  With 
Michigan  Bell 

Point  West, 
October  16,  1973. 
Mr.  Jim  Koete, 
TPI,  Inc., 
Grand  Rapids,  Mich. 

Dear  Jim  :   We  finally  had  our  meeting  with  Jack  Brackett  and  have  de- 
cided to  stay  with  Michigan  Bell  at  least  for  the  time  being. 
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Since  you  spend  a  lot  of  time  with  us,  which  we  appreciate,  I  feel  that  you 
are  entitled  to  know  the  reasons  why  we  made  this  decision.  First  of  all, 
the  interface  charges  which  you  said  would  be  applicable  were  considerably 
lower  than  what  Michigan  Bell  has  indicated  to  us.  Secondly,  within  a  very 
short  time  we  will  be  on  the  "measured  usage"  system  which  is  going  to  pro- 
vide a  great  deal  more  income  to  Michigan  Bell— hence,  they  anticipate  pass- 
ing on  some  of  these  savings  by  reducing  their  equipment  rates  to  their 
customers.  Thirdly,  and  particularly  in  view  of  the  measured  usage  ap- 
proach, there  is  always  a  possibility  that  some  of  the  independent  companies 
may  feel  the  competition  very  strongly  and  perhaps  go  under.  According  to 
the  information  we  have,  this  has  happened  in  a  couple  of  other  states  already 

We  will  be  happy  to  reconsider  our  position  from  time  to  time  and  of 
course  whatever  action  we  take  will  depend  on  the  situation  at  the  time.    , 

Again,  thanks  for  your  time  and  patience. 
Cordially,  

Exhibit  5. — Paver  Re  Telephone  Company  Relations  With  Independent 
Communications  Consultants 

"Independent"  Communication  Consultants 

introduction 

In  recent  years,  there  has  been  a  significant  increase  in  the  use  of  consultant 
services  by  management.  This  is  true  for  a  broad  range  of  advisory  activities 
such  as  legal,  public  relations,  advertising  research,  and  communications  By 
the  same  token,  there  has  been  a  significant  increase  in  the  number  of  firms 
providing  these  services.  ,    ^  ^,..  ..     •  i 

It  is  because  of  these  increases  in  consultant  services  that  this  material 
has  been  prepared.  Our  intent  is  to  provide  you  with  background  information 
relative  to  consultant  services  in  general  and  communications  consultants  in 
particular. 

The  ensuing  material  covers  such  matters  as  : 

The  functions  and  roles  of  independent  consultants. 

How  independent  consultants  operate. 

Case  histories. 

Contractual  agreements.  . 

Telephone  Company  relations  with  independent  communications  consultants. 

BACKGROUND 

It  has  been  fairly  common  practice  for  many  business  customers  to  employ 
Certified  Public  Accountants,  bookeeping  firms,  etc.,  for  purposes  of  financial 
advice  and  assistance.  In  many  instances,  and  as  a  part  of  their  routine  anal- 
ysis, these  outside  advisors  have  made  an  etfort  to  review  the  business  cus- 
tomer's telephone  service  and  billings.  Generally  speaking,  these  advisors 
are  ill-equipped  to  handle  this  task  as  they  lack  the  knowledge  and  back- 
ground of  communications  services  and  equipment.  If  questions  arise  con- 
cerning these  matters,  they  normally  contact  the  Business  Office  or  a  Market- 
ing Representative  for  an  explanation. 

On  the  other  hand,  there  are  a  number  of  small  communications  sales 
organizations  who  are  strictly  hardware  oriented.  Their  primary  objective  has 
been  to  sell  such  items  as  intercom,  paging,  and  Dial  PBX  Systems.  They 
have  not  been  concerned  with  the  business  customer's  total  commurication 
package.  ,        , 

This  picture  is  rapidly  changing.  As  previously  indicated,  there  has  been 
a  significant  increase  in  firms  offering  communication  consultant  services 
and  also  in  volumes  of  business.  For  example,  consider  Teleconomy  National, 
a  national  consulting  firm.  It  is  reported  that  it  grossed  only  $29,000  in  its 
first  year  of  operation  (1961)  ;  however,  this  volume  rose  to  approximately 
$2.2  million  in  1966.  ,        ^  ^   , 

Further,  the  Charles  W.  Schwitzer  Associates,  New  York,  recently  stated 
that  they  expect  in  one  year  ( 1966-1967 ) —to  double  their  earnings  to  $30,000. 

In  another  case,  an  individual  consultant  located  in  Seattle  grossed  $10,000 


1  Terry,  Parke  D.   "Outside  Consultants  Help  More  Companies   Slash   Telephone  Bills" 
Wall  Street  Journal — Date  Unknown. 
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in  his  first  seven  months  of  business  and  expects  to  gross  $30,000  a  year  in 
fees  within  the  near  future." 

These  consultant  firms  confine  their  consulting  activities  to  the  field  of 
communications.  But  by  the  same  token,  they  are  concerned  with  all  aspects 
of  the  business  customer's  telephone  service.  This  includes  services,  equip- 
ment, and  billing. 

Some  general  situations,  which  are  more  likely  to  cause  customers  to  seek 
help  from  outside  consultants,  are  as  follows :  Drastic  cost  reduction  needs 
arise,  a  one-time  problem  must  be  solved,  specialized  skills  are  needed  part- 
time,  an  independent,  outside  viewpoint  is  desired,  employee  growth  is  getting 
out  of  hand,  a  new  company  or  program  is  being  organized,  and  an  organiza- 
tion has  experienced  sudden  and  major  changes  in  growth. 

Thus  far,  our  discussion  has  largely  centered  on  "independent"  telephone 
consultants.  However,  we  should  not  overlook  "independent"  data  consultants 
and  the  impact  they  may  have  on  present  and  future  data  services  offered  by 
the  Telephone  Company. 

Electronic  data  processing  has  brought  an  unprecedented  boom  to  the  man- 
agement consulting  field.  In  less  than  a  decade,  the  number  of  consulting 
firms  active  in  EDP  services  has  grown  from  practically  zero  to  a  current 
estimate  of  over  3,000.  This  figure  includes  the  small  and  medium-sized  firms, 
the  100  or  so  giants  of  the  industry  and  a  host  of  individual  practitioners. 
Total  billing  for  EDP  consulting  assignments  in  1967  will  probably  hit  near 
the  $400  million  mark.  Many  experts  predict  that  by  1970,  the  figure  will  top 
$1  billion.  Considering  that  gross  1966  billings  for  all  consulting  firms  in 
North  America  were  approximately  $725  million,  according  to  the  Assn.  of 
Consulting  Management  Engineers,  Inc.,  one  can  readily  determine  the  impact 
EDP  is  making  in  the  consulting  industry. 

While  the  data  processing  bonanza  continues  to  bring  joy  and  prosperity 
to  most  consultants,  the  bill-paying  client  is  often  less  than  enthusiastic  re- 
garding the  end  result.  A  survey  of  the  experiences  of  202  companies  with 
management  consultants,  conducted  and  released  last  year  by  the  Dartnell 
Corp.,  indicated  that  29  percent  of  the  firms  reported  some  sort  of  dissatis- 
faction with  the  outcome  of  their  consulting  experiences ;  27  percent  were  so 
completely  disenchanted  that  most  of  them  indicated  that  they  would  not 
hire  a  consultant  again  under  any  circumstances.  Said  one  executive :  "After 
the  experience  we  had  with  one  of  the  top  consulting  firms,  I  wouldn't 
touch  another  consultant  with  a  ten-foot  pole.  They  almost  ruined  our  busi- 
ness. They  sent  in  a  team  of  three  bright  young  men  .  .  .  who  picked  the 
brains  of  our  people  and  then  presented  a  report  that  would  have  increased 
our  expenses  several  hundred  thousand  dollars  a  year.  Actually,  they  did 
sell  us  an  electronic  subscription  system  claiming  it  would  save  us  time, 
money  and  effort.  It  was  a  disaster;  cost  us  $80,000  more  the  first  year  of 
operation.  We  threw  it  out  a  year  later." 

The  long  standing  problem,  where  management  and  EDP  are  involved, 
is  that  in  a  majority  of  cases  management  knows  neither  what  to  ask  nor 
what  to  pay  for.  Coupled  with  the  lack  of  management  ability  at  the  EDP 
operating  level,  this  situation  has  created  a  lucrative  field  for  consultants. 
As  to  be  expected,  the  field  has  its  share  of  impostors;  there  is  always  the 
possibility  that  management  and  consultant  end  up  playing  an  expensive 
game  of  the  blind  leading  the  blind.  Despite  this  hazard,  the  competent  EDP 
consultant  can  play  a  valid  and  valuable  role  for  management. 

At  any  rate,  the  EDP  consultants,  the  good  and  the  bad,  have  become  a 
permanent  part  of  the  business  scene.  Certainly  they  are  not  essential  to 
success,  as  many  companies  have  proven.  But,  when  qualified  and  properly 
utilized,  the  evidence  seems  to  say  that  the  EDP  consultant  can  make  a 
worthwhile  contribution  to  any  business.^ 

Operating  Methods 
Customer  Approaches 

Let  us  now  examine  how  an  independent  communications  consulting  orga- 
nization works  with  a  client. 

Generally  speaking,  the  consultant  organization  utilizes  one  of  the  two  fol- 
lowing approaches  in  their  initial  contact  with  prospective  clients  : 


'■'  Wall  Street  Journal  S-.S-67 — A  Special  Background  Report  on  Trends  in  Industry 
and  Finance. 

3  Keller,  Arnold  E. :  "EDP  Consultants — Pro  &  Con".  Business  Automation,  November, 
1967,  pp.   34-.35. 
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1.  The  extrinsic — This  approach  is  used  when  the  consultant  organization 
has  only  minimal  understanding  of  the  client's  problem,  and  its  primary  em- 
phasis is  on  extolling  its  own  problem-solving  abilities  via  such  devices  as : 
describing  a  generalized  approach  to  most  problems  ("persuasion  by  method")  ; 
describing  the  abilities,  experience,  etc.,  of  key  personnel  in  the  firm  ("per- 
suasion by  personnel")  ;  or  describing  specific  problems  solved  for  other  clients 
("persuasion  by  success  story"). 

2.  The  intrinsic — This  approach  is  applicable  when  the  primary  emphasis 
of  the  consultant  organization  is  on  coming  to  grips  with  a  problem  of  in- 
terest and  importance  to  the  client,  which  it  shows,  for  example,  by  indicating 
a  grasp  of  the  problem  in  sufficient  magnitude  to  generate  both  confidence 
and  interest  in  further  discussion,  then  taking  a  tentative  "pass"  at  the  prob- 
lem with  further  discussions  and/or  memoranda,  which  reinforces  the  initial 
confidence.  Presumably,  this  promise  would  later  be  fulfilled  by  actually  con- 
ducting a  project  (in  terms  of  specific  information,  recommendations,  action 
programs,  etc.)   in  such  a  manner  as  to  fully  justify  the  initial  confidence. 

Unfortunately,  the  extrinsic  approach  is  all  too  often  the  way  that  con- 
sultant services  are  sold  and  bought.  At  the  same  time,  the  value  of  the 
better  service  organizations  rest  on  those  situations  where  their  services  have 
been  purchased  on  intrinsic  considerations.* 

It  is  important  to  note  that,  in  an  effort  to  gain  a  toe-hold,  one  of  the  first 
efforts  of  the  consulting  organization  is  an  offer  to  review  the  customer's 
telephone  bill  from  the  standpoint  of  billing  accuracy. 

Their  objective  is  to  establish  customer  confidence  in  their  ability  by  seek- 
ing some  evidence  of  a  billing  discrepancy.  The  likelihood  of  this  occurring,  as 
we  know,  runs  rather  high. 

The  reasons  for  this  are  manifold,  but  let's  consider  for  a  moment  the 
views  of  one  writer  on  this  subject  : 

The  pent-up  demand  for  service  since  World  War  II  has  sometimes  caused 
telephone  companies  to  use  whatever  equipment  was  available — not  always 
the  most  suitable  type — to  provide  service  to  their  customers. 

In  addition,  many  of  those  customers  were  also  rapidly  growing  firms  whose 
needs  were  constantly  expanding  and  changing.  That  further  aggravated  the 
problem  of  trying  to  use  the  relatively  old  telephone  equipment  to  satisfy 
those  advanced  requirements. 

Changes  in  telephone  communications ;  e.g.,  Direct  Distance  Dialing,  All 
Number  Calling,  etc.,  as  well  as  the  introduction  of  newer  and  more  eflScient 
subscriber  telephone  equipment  created  other  problems  for  the  telephone 
companies.  These  sometimes  resulted  in  older  customers  changing  needs  being 
neglected  in  order  to  satisfy  the  increase  in  newer  customers  and  their  service 
demands.^ 

The  thoughts  may  be  biased  or  slanted  but  we  should  recognize  that  this 
vie\\'poLnt  is  valid  in  many  respects. 

Further,  we  should  also  consider  that  some  business  customers  may  be 
skeptical,  if  not  suspicious,  of  the  telephone  company's  eagerness  to  analyze 
the  telephone  needs  of  their  business.  Many  business  customers  feel  that  the 
telephone  company  would  only  try  to  burden  them  with  more  fancy  equipment. 
For  example,  an  executive  of  an  import-export  concern  in  San  Francisco  de- 
clared, "It  is  honestly  my  opinion  that  the  telephone  company  couldn't  care 
less  about  saving  its  customers  any  money." 

The  "Independent"  consultant  relies  on  the  general  inability  of  the  client 
customer  to  interpret  or  understand  the  telephone  company's  method  of  billing 
and  coding  of  equipment  or  services.  Once  a  toehold  is  gained,  the  consultant 
organization  usually  recommends  a  complete  analysis  of  the  client  customer's 
telephone  service.  If  an  agreement  is  reacher,  (the  contractual  agreement  it- 
self will  be  discussed  later),  they  will  proceed  with  the  analysis.  In  many 
instances  these  consultant  organizations  employ  former  telephone  company 
employees,  but  this  is  not  always  the  case. 

Study  Approaches 

The  method  of  operation  used  in  conduct  of  the  analysis  may  proceed  along 
the  following  lines : 


*  Wittreich,  Warren  J.  :  "How  to  Buy/Sell  Professional  Services",  Harvard  Bus.  Review, 
March/April,  1966,  Vol.  44,  No.  2,  p.  12.3. 

^  "How  a  Telephone  Consultant  Works  with  a  Client".  The  Office.  May,  1965,  pp.  13-15. 
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1.  A  traffic  flow  study  is  made  by  a  service  observer.  Information  learned 
from  this  study  is  transferred  to  traffic  flow  charts  to  illustrate  the  actual 
need  for,  and  adequacy  of,  the  equipment. 

2.  The  client's  equipment  billing  is  obtained  from  the  telephone  company 
and  compared  with  an  actual  physical  inventory. 

3.  An  audit  of  telephone  bills  for  many  months  or  years  back  is  made  to 
recover  any  money  due  the  customer  because  of  past  billing  errors. 

4.  A  study  is  made  of  telephone  company  tariffs  pertaining  to  the  client's 
case  to  see  if  additional  savings  are  possible. 

5.  On  dial  accounts,  the  switching  equipment  is  observed.  Comparisons  are 
made  between  the  actual  amount  of  switching  equipment  in  use  and  what  is 
actually  needed. 

6.  When  all  this  information  is  accumulated,  it  is  assimilated  for  an  in- 
depth  analysis.  The  complete  report  on  the  existing  system  is  gone  over 
thoroughly  in  a  conference  of  members  of  the  consulting  organization.  Out  of 
this  conference  may  come  recommendation  details  and  plans  for  a  more  efficient 
and  economical  system  for  the  client. 

7.  This  report  is  then  condensed  into  a  proposal,  for  presentation  to  the 
client. 

&  Upon  acceptance  of  the  proposal,  the  consulting  firm  often  goes  to  work 
as  the  client's  communications  consultant  and  negotiates  with  the  telephone 
company  to  handle  all  dealings  with  them  in  acquiring  and  installing  im- 
proved equipment.  They  may  also  work  with  telephone  company  installers 
and  engineer  the  new  system. 

9.  Finally,  they  instruct  the  clients  personnel  on  how  to  use  this  new 
system  most  effectively  and  economically,  and  how  to  insure  proper  billing. 

As  an  outgrowth  of  this  agreement,  many  consulting  organizations  are  re- 
tained by  their  clients  on  a  monthly  or  annual  basis  to  supervise  the  tele- 
phone systems  through  frequent  changes  and  expansion  programs. 

When  considering  the  foregoing  methods  of  operation,  two  things  should  be 
borne  in  mind : 

1.  Most  communication  analyses  are  not  this  comprehensive.  This  is  especi- 
ally true  with  respect  to  smaller,  non-PBX  customers.  However,  this  method 
of  operation  will  frequently  be  used  by  a  consultant  organization  when 
analyzing  the  services  of  a  PBX  customer  because  of  the  general  complexity 
of  service  and  the  greater  opportunity  to  effect  savings. 

2.  Many  consulting  organizations  do  not  have  the  facilities,  manpower  or 
technical  know-how  to  undertake  an  analysis  as  just  described.  While  there 
are  a  large  number  of  capable  consulting  organizations,  there  are,  by  the  same 
token,  a  large  number  of  smaller,  less  capable,  organizations.^ 

CASE  HISTORIES 

Up  to  this  point  we  have  discussed,  in  broad  terms,  consultant  organiza- 
tions and  the  role  that  they  play  in  effecting  "savings"  or  "efficiency"  for 
our  business  customers. 

Let  us  now  examine  a  few  examples  where  "savings"  were  actually  eflfected 
by  consultant  organizations.  While  these  examples  may  not  be  typical,  they 
at  least  serve  to  illustrate  the  impact  they  have  had  on  our  business  cus- 
tomers. 

1.  Hamady  Bros.,  a  retail  grocery  chain  headquartered  in  Flint,  recently 
brought  in  Arthur  Anderson  &  Co.,  a  Detroit  based  Certified  Public  Account- 
ant firm,  to  review  their  entire  corporate  organization.  The  objective  of  this 
review  was  to  reduce  operating  costs  where  possible. 

The  Anderson  Company  recommended  that  the  firm  of  O'Donovan  &  McLean 
Associates,  "Independent"  communications  consultants,  be  brought  in  to  analyze 
Hamady's  telephone  service.  In  addition,  they  recommended  that  the  tele- 
phone company  also  be  asked  to  make  a  similar  review. 

We  were  given  the  opportunity  to  come  in  first.  As  a  result  of  our  review 
we  made  the  following  recommendations  : 

A.  Removal  of  an  elaborate  Call  Director  System  which  was  used  by  the 
recently  deceased  president  of  the  firm. 

B.  Removal  of  several  INWATS  lines  at  the  headquarters  office.  These  lines 
had  been  used  to  call  in  orders  from  outlying  store  locations  such  as  Ypsilanti, 


The  Office,  Ibid.  pp.   16-25. 
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Midland,  Ann  Arbor,  and  Pontiac.  These  same  stores  were  closed  shortly 
before  this  review  took  place. 

G.  A  reduction  of  one  off-premises  station  (FPT)  which  was  used  to  pro- 
vide service  at  an  outlying  store. 

O'Donovan  &  McLean  then  made  tlieir  review.  Their  recommendations  were 
substantially  the  same  as  ours.  This  being  the  case,  they  were  accepted  by 
the  customer. 

In  addition  to  the  foregoing  recommendations,  O'Donovan  &  McLean  also 
recommended : 

A.  Addition  of  a  second  Dial  PBX  iX)sition  which  would  be  used  primarily 
as  secretarial  service  for  the  executives  of  the  company.  (At  one  point, 
O'Donovan  &  McLean  indicated  that  they  would  recommend  two  positions 
of  Manual  PBX  if  we  didn't  go  along  with  their  recommendation  for'  the 
Dial  PBX  position.  They  subsequently  backed  off  and  Hamady  accepted  our 
recommendation  that  the  second  Dial  PBX  position  not  be  installed). 

B.  Removal  of  Business  Interphone  Systems  located  in  ten  different  stores 
and  installation  of  comparable  privately  owned  systems.  Hamady's  main- 
tenance people  were  opposed  to  this  recommendation  because  of  past  experi- 
ence with  private  systems — the  maintenance  costs  were  excessive.  Ultimately, 
this  recommendation  was  rejected. 

The  overall  annual  revenue  loss  to  the  Telephone  Company,  due  to  this 
review,  was  approximately  $5,000.  However,  the  major  part  of  this  loss, 
due  to  service  reductions,  would  have  been  incurred  anyway  because  of 
Hamady's  cut  back  in  store  operations. 

Overall,  Hamady  was  very  satisfied  with  our  handling  of  the  review.  Further- 
more, they  have  since  reinstalled  a  portion  of  the  key  telephones  that  were 
removed  at  the  time  of  the  initial  review  because  of  an  increase  in  business ; 
more  important,  the  customer  has  expressed  confidence  in  our  consultants  as 
they  no  longer  utilize  the  service  of  O'Donovan  &  McLean. 

This  leads  us  up  to  an  important  point :  Telecommunications  is  our  busi- 
ness. We  are  experts  in  the  field.  We  have  a  wealth  of  knowledge,  experience 
and  resources  at  our  disposal.  When  confronted  by  "independents",  we  should 
remain  objective  and  demonstrate  our  competency  by  making  use  of  the  fac- 
tors just  described.  Service  and  equipment  are  generally  installed  because  of 
a  need.  Reiterate  the  needs  and  benefits,  if  the  needs  still  exist.  If  the  need 
no  longer  exists,  it  may  be  advisable,  under  the  circumstances,  to  recommend 
removal. 

2.  The  Valeron  Corp.,  Oak  Park,  recently  obtained  a  $3,600  refund.  An 
"Independent"  communications  consultant  audited  this  customer's  service 
and  found  that  the  customer  could  obtain  a  monthly  savings  if  he  took  ad- 
vantage of  a  channel  charge  option.  (In  July,  1966,  our  channel  charge 
treatment  was  changed.  Under  the  new  treatment  the  customer  had  the  choice 
of  two  options ;  i.e.,  Option  I-a  non-adjacent  block  channel  charge  of  $5.00 
per  month  or  Option  Il-a  basic  charge  of  $100.00  per  month  plus  a  channel 
charge  of  $8.00  per  channel,  per  month).  The  channel  charges  for  this  cus- 
tomer should  have  been  repriced  at  the  time  of  the  rate  change  to  provide 
the  most  favorable  treatment  of  the  customer.  We  failed  to  do  so. 

3.  A  recent  refer  from  Cummins  Diesel  Sales  Corp.  of  Detroit  indicated  that 
the  customer  wanted  to  know  how  long  it  would  take  to  have  a  555  PBX  in- 
stalled— the  customer  had  a  756. 

Our  representative  was  asked  to  contact  a  person  who  he  later  learned  was 
an  employee  of  Communications  &  Paging  Inc.  This  person  had  obtained 
written  authorization  to  act  as  an  agent,  in  respect  to  telephone  service,  for 
Cummins. 

When  we  made  our  contact  at  the  customer's  premises,  we  learned  that 
a  'Centrum"  intercom  system  had"  been  sold  to  the  customer.  Contracts  were 
signed  and  the  equipment  was  in  the  process  of  being  installed.  (We  couldn't 
determine  if  this  equipment  was  purchased  outright  or  on  a  lease  basis.) 
Attempts  to  save  the  756  were  to  no  avail. 

Why  did  we  lose  out  to  a  competitor?  Sometime  before  this  incident  took 
place,  the  customer  apparently  indicated  some  dissatisfaction  with  certain 
aspects  of  our  service.  As  a  result  of  our  initial  contact  we  requested  a  traflSc 
study.  However,  about  this  time  there  was  a  realignment  in  sales  crews 
which  resulted  in  a  transfer  of  records  from  the  Bell  Building  to  the  North 
and  Suburban  sales  oflSce.  The  Traffic  Department  was  slow  in  making  a 
traffic  study  and  we  failed  to  make  the  necessary  follow-up.  When  the  study 
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was  finally  completed,  it  indicated  that  the  Cummin's  operator  was  spending 
too  much  time  trying  to  locate  people.  The  study  also  indicated  a  need  for 
a  paging  system  plus  some  additional  key  equipment. 

The  customer  did  not  agree  with  our  study  and  recommendations.  It  would 
appear  that,  shortly  thereafter,  he  called  in  the  "Independent"  consultant  for 
advice.  The  "Independent"  consultant  was  able  to  supplant  our  756  service 
with  a  private,  combination  intercom /paging  system. 

Our  representative  made  a  follow-up  after  a  "Centrum"  system  was  in- 
stalled. He  found  that  the  person  who  initiated  the  request  for  the  change 
in  service  was  satisfied,  but  others  in  the  organization  were  not. 

Our  net  loss  on  this  sale  was  approximately  $60.00  per  month  because 
additional  lines  and  key  equipment  were  installed. 

Everything  considered,  the  customer's  overall  costs  for  telecommunications 
are  much  greater  now  than  they  would  have  been  if  he  had  retained  the  756 
and  had  made  the  suggested  improvements. 

4.  In  another  case  involving  a  Michigan  based  retail  supermarket  chain,  an 
"Independent"  communications  consultant  firm  obtained  a  written  authoriza- 
tion to  review  the  customer's  telephone  service.  The  agreement  stipulated 
that  the  consultant  firm  would  receive  50%  of  any  savings  effected. 

We  had  recently  arranged  for  the  installation  of  a  dial  system  with  off- 
prmises  stations  to  outlying  stores.  These  stations  were  arranged  for  alternate 
use — voice  and  data.  The  primary  use  of  these  stations  was  for  inventory 
control. 

The  "Independent"  reviewed  the  service  and  provided  a  written  summary 
which  recommended  the  removal  of  the  dial  service  and  the  installation  of  a 
manual  PBX  in  its  place. 

The  "Independent"  also  reviewed  this  proposal  with  our  representative  be- 
fore making  his  presentation  to  the  customer.  At  this  time,  the  "Independent" 
offered  our  representative  a  monetary  inducement  if  he  would  "go  along" 
with  the  proposal.  Our  representative,  of  course,  refused. 

This  independent's  proposal  was  ultimately  given  to  the  customer.  How- 
ever, the  customer  refused  to  accept  the  recommendations  that  were  outlined. 

5.  A  short  time  ago,  the  McCord  Corporation  advised  us  of  their  internt 
to  "T  &  F"  the  dial  service  provided  at  their  corporate  oflaoe.  "T  &  F"  loca- 
tions are  both  located  in  Detroit. 

Somewhat  about  the  same  time,  McCord  acquired  the  services  of  a  private 
management  consulting  firm  (efficiency  experts)  to  review  their  entire  cor- 
porate organization. 

Shortly  after  the  management  consulting  firm  came  on  the  scene,  they 
recommended  to  McCord  that  an  independent  communications  consultant  firm 
be  contracted  for  the  purposes  of  analyzing  the  corporation's  entire  communi- 
cation network. 

McCord  apparently  agreed  to  this  recommendation  as  they  acquired  the 
services  of  Telcon  Associated,  Inc.,  of  Hoboken,  New  Jersey.  It  is  our  under- 
standing that  Telcon  employs  salesmen  who  cover  the  field  in  an  attempt  to 
secure  new  accounts.  After  the  salesman  obtains  a  new  contract,  communica- 
tions engineers  are  brought  in.  In  the  McCord  ease,  we  are  dealing  with  a 
former  chief  engineer  who  had  been  employed  by  New  York  Bell  for  19  years. 

Fortunately  for  us,  Telcon  came  in  after  we  had  completed  our  preliminary 
reviews  and  recommendation  for  the  new  basic  dial  package.  Telcon  agreed 
with  our  basic  recommendations  and  contracts  were  signed  to  this  effect. 
However,  Telcon,  acting  as  the  McCord  agent,  are  handling  all  departmental 
reviews.  Orders  for  supplemental  services  will  be  provided  by  Telcon. 

From  what  we  can  ascertain  at  this  point,  it  would  appear  that  Telcon  will 
also  review  McCord's  entire  communications  network  which  encompasses  sev- 
eral plants  and  offices  located  throughout  the  country. 

6.  Approximately  a  year  ago  we  received  a  refer  from  General  Linen  and 
Supply  Co.,  Detroit,  which  indicated  that  they  were  being  over-billed  for 
some  services  and  wanted  an  adjustment.  Secondly,  it  stated  that  they  wanted 
to  make  a  change  in  the  type  of  service  provided. 

In  contacting  the  customer,  we  learned  that  O'Donovan  and  McLean  had 
already  reviewed  the  service  and  recommended  the  removal  of  the  existing 
key  cabinet  system  and  6A  Intercom.  O'Donovan  recommended  that  this  service 
be  replaced  with  a  manual  PBX. 

O'Donovan's  recommendations  were  accepted  by  the  customer.  We  lost 
money  as  a  result.  In  addition,  our  investment  was  increased. 
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It  is  interesting  to  note  that  O'Donovan  got  his  "foot  in  the  door"  after 
a  review  of  our  billings.  He  claimed  that  we  were  over-billing  for  the  6A 
Intercom  because  we  were  charging  for  a  two  link  system  while  only  pro- 
viding a  single  link. 

We  initiated  a  request  for  Plant  to  make  a  physical  check.  The  results  of 
this  check  indicated  that  the  customer  did,  in  fact,  have  a  double  link  inter- 
com. But  more  interesting,  we  found  that  we  were  underbill ing,  not  over- 
billing  the  customer.  However,  we  unfortunately  lost  out  on  this  changeover. 

The  following,  while  not  a  case  history,  serves  to  further  illustrate  how 
some  independent  communications  consultants  "push"  savings  and  efficiency 
by  advocating  the  partial  replacement  of  "public"  telephones  with  "private" 
systems.  This  is  frequently  referred  to  as  the  "Two-Track"  System.  > 

According  to  Action  Systems  Co.,  a  communications  consultant  firm  in 
Meriden,  Connecticut,  "the  telephone  is  an  insidious  little  profit  snatcher,  that 
is  hard  to  control.  Most  companies  are  victimized  in  at  least  three  different 
ways:  by  so  called  telephone  breaks,  by  excessive  personal  calls  and  by  un- 
necessary business  calls." 

Action  insists  that  telephone  costs  can  be  cut  and  communication  efficiency 
can  be  improved  through  the  installation  of  a  private  telephone  system — 
partly  as  a  supplement  to,  partly  as  a  replacement  for  the  regular  public 
telephone  system. 

Raymond  O'Durant,  Action  Systems'  vice-president  and  general  sales  man- 
ager says,  "Most  of  our  clients  report  savings  of  from  15%  to  30%  on  their 
telephone  bills  as  a  result  of  using  a  private  system  in  an  intelligent  way. 

In  considering  private  telephones.  Action  suggests  the  following : 

A.  Study  the  office  layout  to  learn  who  uses  the  telephone  often — and  for 
what  purposes.  It  may  be  that  some  regular  outside  phones  are  superfluous. 
In  addition,  it's  possible  that  the  talk  load  is  divided  between  outside  and  in- 
side calls.  In  either  case,  a  private  phone  may  cut  costs  and  build  efficiency. 
In  making  the  study,  help  should  be  obtained  from  a  local  distributor  of  priv- 
ate telephones  or  some  other  communications  expert.  He  can  do  a  fast  and 
effective  job. 

B.  Install  a  private  telephone  at  those  stations  where  outside  calls  rarely 
need  to  be  made.  This  will  reduce  monthly  extension  charges  on  the  regular 
telephone  bill.  However,  employees  will  still  be  able  to  originate  and  receive 
calls  within  the  office. 

C.  Install  private  phones  alongside  regular,  outside  phones  on  the  desks 
of  employees  who  must  frequently  deal  with  and  serve  customers.  This  will 
ensure  that  the  outside  caller  is  not  kept  waiting  unduly,  while  the  employee 
makes  internal  checks.  It  will  also  enable  employees  to  hold  three  or  four- 
way  conversations  without  tieing  up  regular  phones. 

D.  Keep  the  private  telephone  system  flexible.  It  should  be  useful  even 
when  an  employee  is  not  at  his  desk.  If  a  paging  system  is  also  installed, 
the  person  who  is  called  should  be  able  to  pick  up  a  private  phone  wherever  he 
is  and  respond.  In  this  way  the  cost  of  return  calls  will  be  eliminated. 

E.  A  communications  clinic  should  be  held  once  exact  needs  have  been  estab- 
tablished.  Telephones  are  used  most  economically  when  they're  used  correctly. 

In  short,  use  of  a  private  telephone  system — perhaps  coupled  with  an  in- 
ternal paging  system — should  help  to  reduce  the  regular  phone  bill  and  im- 
prove communications,  too."  '^ 

CONSULTANT  FEES 

Fees  charged  by  consultants  vary  widely.  For  example,  there  is  the  "bracket 
quotation",  which  establishes  a  minimum/maximum  range ;  the  "lump  sum" 
or  "fixed  amount"  contract,  normally  used  by  government  contracts ;  the 
"retainer"  with  the  client  agreeing  to  take  a  certain  amount  of  the  con- 
sultant's time  each  year  or  some  other  designated  time  period ;  and  the 
"contingent"  fee  which  usually  involves  a  payment  based  upon  the  benefits 
of  services  performed — an  arrangement  which  most  professional  consultants 
would  have  nothing  to  do  with. 

Many  clients,  however,  are  reluctant  to  pay  a  flat  fee  for  auditing  their 
telephone  systems,  but  will  accept  a  contingency  fee.  On  consultant  firm,  for 
example,  will  examine  a  company's  communications  system  and  will  present 
detailed  findings  and  recommendations  at  no  charge.   If  the  customer  accepts 


■^  "How  to  Cut  Your  Telephone  Bill",  Business  Management.  Vol.   3.S,  No.  2,  November. 
1067  pp.  4G-49. 
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the  report  and   acts  on  proposals,   the  consultant   firm   will  base  its   fee  on 
savings  actually  achieved. 

One  consultant  organization  offers  a  flat  fee  arrangement  for  firms  need- 
ing advice  upon  moving  or  expanding,  and  a  retainer  plan  for  continuous 
analysis  of  a  client's  telephone  service.  Many  firms,  after  originally  contract- 
ing under  a  contingency  arrangement,  sign  on  a  retainer  basis."* 

CONTRACTS 

The  following  serves  to  illustrate  a  typical  contractual  agreement  used  by 
private  communications  consultant  organizations : 

AGREEMENT 

The  XYZ  Co.  Agrees  To  : 

Act  as  the  customer's  Communications  Department,  while  conducting  this 
survey  in  terms  of  handling  all  rearrangements,  making  a  study  of  tele- 
phone traflSc,  issuing  instructions  to  and  negotiating  with  the  Telephone  Com- 
pany, all  subject  to  customer's  supervision. 

Field  Check — all  items  billed  for  by  the  telephone  companies  and  to  review 
the  equipment  actually  working,  in  order  to  recover  money  and  reduce  monthly 
costs.  We  will  attempt  to  locate  any  obsolete,  unnecessary  or  non-functioning 
equipment  and  point  out  any  changes  that  will  cause  reductions  in  future 
telephone  bills. 

Verify — past  and  present  telephone  bills,  in  order  to  secure  refunds  from 
overcharges,  incorrect  rate  applications  and  errors. 

Engineer — when  necessary,  any  improved  or  new  equipment  arrangement 
which  may  provide  a  better  grade  of  service. 

The  customer  will  be  presented  with  the  study  results  without  any  obligation 
to  accept  all  or  any  part  of  such  study  findings.  However,  if  any  of  the  pro- 
posals are  acted  upon  within  a  12-month  period  following  our  presentation, 
then  payment  is  due  as  outlined  on  the  "payment"  section  of  the  contract. 

XYZ  Co. 

By  

Date  

Customer  Agrees  to : 

Payment  to  XYZ  Company  as  Follows  : 

Field  Check — To  be  based  on  the  reduction  in  fixed  monthly  costs :  Cus- 
tomer agrees  to  pay  an  amount  equal  to  savings  achieved  during  six  months 
of  service. 

Verify — 45%  of  any  refunds  secured  for  customer  resulting  from  over- 
charges, non-functioning  obsolete  equipment,  incorrect  rate  applications  and 
errors. 

Engineering — If  XYZ  Company  redesigns,  or  designs  a  new  communications 
system  for  Customer,   upon  acceptance  by  Customer,  payment  will  be  a  sum 
equal   to  50%    monthly   service  charge   increase  over  a   one  year  period. 
Message  Units,  Toll  Calls,  Metered  Calls 

These  charges  normally  vary  each  month.  XYZ  Company  agrees  not  to  make 
any  claim  for  payment  on  this  normal  variation  either  up  or  down.  XYZ  Com- 
pany agrees  to  audit  these  charges  and  will  attempt  to  help  customer  bring 
these  costs  down. 

Any  payment  in  this  area  is  limited  to  the  average  savings  resulting  from 
recommendations  such  as  change  in  type  or  grade  of  service  to  gain  more 
advantageous  rate  treatment.  If  accepted  by  customer,  payment  to  XYZ  Com- 
pany will  be  50%  of  savings  computed  monthly  and  be  limited  to  a  period 
of  16  months. 

If  sums  payable  to  XYZ  Company  become  delinquent,  customer  agrees  to 
pay  reasonable  collection  costs. 

XYZ  Company  cannot  be  held  responsible  for  any  new  expenses  voluntarily 
incurred  by  the  customer. 

Customer  agrees  to  allow  XYZ  Company  access  to  bills  and  telephone  equip- 
ment during  normal  working  hours. 


Company 
By Title 

Address    

Date    


Business  Automation,  Op.  Cit.,  p.  39. 
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M.B.T  COMPANY  GUIDELINES 

The  guidelines  that  follow,  concern  our  relationships  with  "Independent" 
Communications  Consultants.  These  guidelines  were  originally  directed  to  the 
field  in  May,  1965,  by  means  of  the  Sales  Supervisory  Series,  Issue  No  181 
While  somewhat  dated,  these  guidelines  are  still  in  effect 

INDEPDNDENT  COMMUNICATIONS  CONSULTANTS 

As  is  well  known,  the  Company  makes  available  a  communications  consult- 
ing service  to  any  customer  desiring  it.  There  is  no  charge  for  this  service,  and 
the  customer  is  free  to  accept  our  advice  or  not,  as  he  chooses. 

Some  customers  may  elect  to  retain  independent  consultants  or  agencies-  to 
advise  them  with  respect  to  their  communications  needs  and  requirements. 
This  is  their  right. 

We  should  make  no  attempt  to  dissuade  a  customer  from  retaining  an  in- 
dependent consultant,  nor  after  a  consultant  is  hired  should  we  attempt  to 
have  the  consultant  service  discontinued. 

If  a  customer  asks  our  advise  as  to  whether  he  should  employ  an  inde- 
pendent consultant,  our  answer  should  be  that  that  is  a  matter  for  the  cus- 
tomer to  decide,  but  we  may  also  inform  the  customer  that  we  do  provide 
a  consultant  service  directly  to  our  customers.  In  these  circumstances,  we 
would  not  volunteer  information  as  to  the  cost  of  the  consultant  service  but 
if  inquiry  is  made  as  to  the  basis  on  which  the  service  is  supplied,  we  may 
inform  the  customer  that  it  is  without  obligation  on  the  part  of  the  customer. 

If  we  learn  in  a  particular  case  that  a  customer  is  actively  negotiating  with 
an  independent  consultant,  we  should  not  volunteer  the  availability  of  our 
consultant  service  unless  the  customer  asks  us  about  our  consultant  service 
or  asks  our  advise  about  employing  an  independent  consultant  as  stated  in 
the  preceding  paragraph. 

The  fact  that  a  customer  has  employed  or  is  actively  negotiating  with  an 
independent  consultant  should  not  interfere  with  our  normal  business  rela- 
tions with  a  customer,  including  calls  or  visits  by  our  sales  and  commercial 
people  as  a  part  of  a  program  of  scheduled  visits. 

When  an  independent  consultant  is  engaged,  we  should  furnish  the  con- 
sultant with  such  information  as  the  customer  is  entitled  to  obtain,  upon  the 
furnishing  of  appropriate  evidence  of  the  consultant's  authority.  In  the  event 
that  we  believe  that  the  recommendations  of  the  consultant,  as  to  our  service 
offerings,  are  not  in  the  overall  interest  of  the  service  requirements  of  the 
customer,  we  may  review  our  recommendations  directly  with  the  consultant 
and  the  customer.  After  such  review  or  if  we  are  unable  to  obtain  such  a 
review  with  the  consultant,  we  may  make  our  recommendations  directly  to 
the  customer,  but  this  course  of  action  should  be  taken  only  after  the  entire 
matter  has  been  reviewed  with  the  District  level  or  higher  supervision. 

CONCLUSION 

Based  on  the  foregoing,  we  have  the  responsibility  to  insure  that : 

1.  The  customer  is  accurately  billed  for  all  equipment  and  services  provided : 

Orders  are  issued  correctly. 

Corrections  are  properly  made. 

Customer  records  are  kept  up  to  date  and  properly  maintained. 

Physical  checks  are  implemented  when  needs  dictate. 

2.  We  effectively  follow-up  and  follow  through  with  respect  to  customer  com- 
mitments. 

3.  We  do  an  effective  job  of  customer  implementation  when  and  where  re- 
quired. 

4.  We  do  a  thorough  job  of  fact  finding  and  not  a  surface  job ;  e.g.,  not  just 
"skimming  the  cream"  off  the  top  of  the  market. 

5.  The  customer  recognizes  our  genuine  concern  for  their  communications 
problems. 

6.  We  abide  by  the  tenents  as  set  forth  in  the  Bell  System's  sales  policy. 

If  these  responsibilities  are  effectively  carried  out,  our  customers  should 
have  little  need  for  the  services  of  independent  communications  consultants. 
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Exhibit  6. — Memo  Re  Review  of  Existing  Bell  System  Practice  As  a  Result  of 
Complaints  Received  from  Interconnect  Companies 

FEBRUARY  21,  1973. 
Mr.  D.  K.  Wengeb. 
Mr.  P.  Grannis. 
Mr.  H.  D.  White. 

Complaints  have  been  received  from  some  Interconnect  Companies  involving 
the  abandonment  of  cable  and  wire  on  customer  premises  served  by  their  firms. 

As  a  result  of  the  complaints  a  review  of  the  existing  Bell  System  Practice, 
461-200-917MB  was  conducted  to  reaffirm  that  field  instructions  were  proper 
in  the  handling  of  this  subject.  Practices  were  found  to  be  very  adequate  and 
complete  in  coverage.  In  brief  the  BSP  recognizes  the  customers  rights  to  their 
property  and  accordingly  provides  for  the  removal  of  cable  and  wire  when 
they  so  desire. 

The  following  considerations  should  be  weighed  when  we  are  confronted  with 
such  removals : 

1.  There  is  such  a  thing  (or  can  be)  as  abandoned  cable.  One  may  abandon 
his  ownership  of  property.  The  problem  is  that  we  have  no  right  to  abandon 
our  property  on  the  property  of  another  without  his  consent,  and  particularly 
so  if  that  may  impair  his  use  of  his  own  property.  The  presence  of  our  cable 
in  a  customer-owned  conduit  may,  make  it  impossible  for  him  to  use  that 
conduit  for  his  own  occupancy. 

2.  We  may  remove  our  cable,  if  we  wish. 

3.  We  may  sell  it  in  place  if  we  wish  and  if  the  owner  or  occupant  of  the 
premises  is  willing  to  buy  it. 

4.  We  may  "render  it  useless"  and  leave  it  in  place  if  the  owner  or  person 
in  rightful  control  of  the  premises  does  not  object;  but,  as  stated  above,  we 
have  no  right  to  do  so  if  he  does  object.  We  might  be  subject  to  lawsuits 
to  force  us  to  remove,  or  to  recover  damages  caused  to  the  owner  by  our  failure 
to  do  so. 

5.  The  above  comments  apply  whether  or  not  our  discontinuance  of  service 
is  because  of  substitution  of  the  equipment  of  an  interconnect  company.  Ob- 
viously, however,  customer  objection  to  our  "abandonment"  of  plant  in  place 
may  be  more  likely  in  the  interconnect  situation. 

The  Operations  Staff  recommends  that  this  information  be  reviewed  with 
all  involved  supervision  so  as  to  create  a  better  understanding  of  customer 
rights. 

P.  H.  HiNES. 
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Exhibit  7. — Excerpts  From  Minutes  of  A.T.&T.  Customer  Products  Council 
Meeting  of  June  20,  1972 

Minutes  of  Customeb  Products  Council  —  June  20,  1972 
Attending: 

Members 
G.  Accettura— WECo 
J.  A.  Baird— BTL 
R.  T.  Dugan— AT&T 

C.  H.  Elmendorf— AT&T 
R.  W.  Hendrickson— WECo 

M.  Tanenbaum — WECo  > 

W.  Schiavoni — for 

C.  R.  Williamson— AT&T 
Guests 
W.  R.  Bunn— SCBT 
S.  B.  Collis— AT&T 

D.  Genero — Dreyfuss 
R.  J.  Gibbs— AT&T 

R.  G.  Hochstuhl— AT&T 
R.  J.  Hogan— AT&T 
J.  H.  Hunt— AT&T 
R.  D.  Reuss— IBT 
Mr.  Dugan  welcomed  guests  to  the  first  CPC  Forum  type  meeting  and  ex- 
plained that  this  agenda  differs  from  regular  CPC  meetings  which  deal  with 
specific  project  team  recommendations.   Forum  meetings  include  broader  sub- 
jects on  which  the  Council  seeks  guidance  from  Associated  Company  and  other 
guests. 

The  following  items  were  discussed  : 

******* 
Customer  Sivitching  Project  Review 

Mr  Schiavoni  AT&T  Engineering,  presented  an  overview  of  PBX/Centrex 
development  since  1069.  The  success  of  the  805A  in  New  Jersey  Bell  was  em- 
phasized as  were  the  problems  experienced  by  some  of  the  other  Companies 
who  have  an  excess  of  competing  756's  in  stock.  The  770's  were  identified  as 
good  movers  throughout  the  System. 

He  reported,  in  a  general  observation,  that  new  PBX  installations  Lave 
been  limited  partiaHv  due  to  existing  tariffing  problems  and  a  lack  of  inten- 
sive sales  effort.  Cases  identified  as  competitive  are  currently  experiencing  a 
one  third  loss  ratio.  Mr.  Reuss  commented  that  IBT  has  a  "win  'em  all"  policy. 

******* 
Other  Items 

Mr.  Hunt  recommended  that  attention  be  given  to  a  protective  device,  simple 
and  cheap,  an  interface  between  Telco  and  customer  owned  equipment,  that 
we  can  test  into  without  making  a  premises  visit. 

The  Chairman  announced  a  deferral  of  the  July  meeting  to  August  15,  197^- 
The  meeting  will  be  held  at  9  :30  AM  in  BTL  Holmdel,  New  Jersey. 

R.  J.  HOGAN, 

Chairman,  CPC  Coordinating  Committee. 


Exhibit  K—Mcmo  lie  Subscriber  Reactions  to  Bell  Systems  position  on  intcr- 
conneci  and  competition 

Prices  and  Services — Subscriber  Reactions  to  Copy  Statements  (Illinois) 

An  Overview 

background 

Illinois  Bell  conducted  research  recently  to  help  develop  an  understandable 
and  convincing  copy  platform  for  explaining  the  Bell  System's  position  on 
competition  and  interconnection.  Several  groups  of  Illinois  customers  were 
asked  to  read  and  respond  to  statements  outlining  our  position  on  the  service 
and  pricing  aspects  of  these  issues.   Admittedly,   the  research  had  a  limited 
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purpose  and  scope.  It  was  not  a  test  of  all  our  alternative  arguments  to  find 
the  one  "best"  approach.  Rather,  it  was  intended  only  to  help  sharpen  the 
focus  and  presentation  elements  of  a  selected  set  of  "facts".  However,  the 
research  is  valuable  overall  in  that  the  statements  used  represent  cornerstone 
arguments  for  our  position  regarding  competition  and  interconnection,  and  it 
gives  insight  into  probable  responses  when  they  are  offered  for  public  con- 
sideration. This  is  an  overview  of  what  was  learned  and  suggested  by  the 
Illinois  research. 

GENERAL  CONCLUSIONS 

The  strongest  impression  one  comes  away  with  after  reading  the  research 
report  is  a  discomforting  confirmation  of  the  immensity  and  complexity  of 
the  task  facing  Bell  System  information  managers.  Ironically,  the  principal 
obstacles  faced  are  the  strength  of  our  own  image  today,  which  we  have  so 
carefully  cultivated  over  the  years,  and  some  deeply  held  beliefs  about  the 
"American-way-of-life" :  namely,  the  inherent  benefits  of  competition  or  "free 
enterprise",  and  that  the  government  will  always  protect  the  public  interest. 
Further,  the  action  we  protest  against  (e.g.  certification;  proposals  to  open 
our  markets  to  competition)  are  seen  as  reasonable  solutions  to  problems  or 
as  ultimately  beneficial  to  the  manager. 

If  the  public  is  to  adopt  our  position  fully  it  must,  in  some  instances,  sus- 
pend its  convictions  and  accept  the  antitheses  of  some  long-held  beliefs  (e.g., 
that  "free  enterprise"  means  higher  prices  and  lower  product  or  service  per- 
formance ;  that  the  government,  in  the  body  of  the  F.C.C.,  would  deliberately 
take  actions  harmful  to  the  public  interest;  or,  that  modern  technology  can 
not  overcome  the  seemingly  simple  problems  presented  by  interconnection). 
Thus,  in  pursuing  our  objective  we  stand  to  alter  forever  key  elements  of 
our  image  (e.g.,  that  we  are  not  sufiiciently  innovative  or  technologically  compe- 
tent to  overcome  the  challenges  of  competition  and  interconnection).  And,  in 
speaking  out  as  we  must  to  the  American  public,  we  may  not  only  contribute 
to  the  declining  trust  in  our  American  institutions — Government  and  Busi- 
ness— but  we  may  well  alter  the  course  of  the  public  consensus  not  only  re- 
garding our  industry  but  other  industries  as  well. 

Our  public  plea  must  stoer  carefully  away  from  the  jagged  edges  of  public 
ambivalence  toward  "Big  Business",  which  we  are  seen  to  be.  Clearly,  the 
foundation  of  our  defense  will  prove  to  be  the  deep  reservoir  of  goodwill 
and  positive  feelings  of  the  public  today  toward  the  Telephone  Company  and 
the  Bell  System.  The  most  ready  acceptance  appears  to  come  when  we  pre- 
sent ourselves  openly — as  a  big  business  providing  a  needed  and  excellent 
service  which  faces  certain  new  problems  that  need  to  be  resolved  in  its 
favor  if  service  is  to  continue  as  at  present,  at  its  low  cost.  We  falter  and  are 
criticized  when  perceived  to  be  adopting  an  "unworthy"  position — stooping 
to  criticize  our  competitors  or  the  F.C.C.  or  proclaiming  ourselves  to  be  that 
which  we  are  not  seen  to  be,  the  protectors  of  the  public  interest. 

Because  of  the  diversity  of  beliefs  held  by  the  public  regarding  "competi- 
tion", the  motives  of  "Big  Business",  government  regulation  and  other  con- 
cepts involved  in  our  case  it  is  unlikely  we  will  find  a  single  line  of  argument 
that  will  be  universally  applicable.  Coupled  with  the  normal  lack  of  interest 
of  the  public  in  corporate  communication  efforts,  and  the  complexity  of  some 
of  the  concepts  we  need  to  present  (e.g.,  the  concept  and  implications  of  na- 
tional average  pricing)  it  would  be  particularly  unrealistic  in  this  instance  to 
expect  persuasion  from  a  "one  time"  exposure  to  limited  content  mass  media 
presentations,  such  as  a  spot  commercial. 

Public  support  on  the  issues  of  competition  and  interconnection  can  not  be 
expected  from  a  general  announcement  leading  to  a  rush  to  our  side.  Neither 
will  it  be  responsive  to  the  repetition  of  a  single  theme.  Rather,  we  face  the 
arduous  task  of  carefully  building  a  mosaic  of  acceptance  of  varying  elements 
of  our  case  by  various  segments  of  the  public.  This  will  require  the  intelligent 
exploitation  of  every  avenue  of  communication  available  to  us,  the  careful 
targeting  of  specific  points  in  unique  approaches  and  all  part  of  an  overall  and 
systematic  development  of  our  case  before  the  public. 

The  Illinois  research  argues  strongly  for  a  cautious  approach  to  public 
communications,  fully  examining  their  potential  impact  on  the  audiences  in- 
volved in  advance  less  we  reinforce  undesired  beliefs  or  irritate  rather  than 
persuade.  And,  it  confirms  the  need  to  identify  target  audiences  not  only  for 
their  potential  infiuence  but  also  in  terms  of  their  specific  belief  structures. 
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■    SOME  DETAILS  AND  FURTHER  DIRECTIONS   SUGGESTED  BY  THE  ILLINOIS  RESEARCH 

Compounding  the  problem  of  long-held  beliefs  regarding  government,  com- 
petition and  the  Telephone  Company  are  the  varying  degrees  of  familiarity 
of  the  public  with  the  full  nature  of  the  nationwide  telephone  system  and  the 
F.C.C.,  its  role  and  resi>onsibilities. 

The  Telephone  Company  is  best  known  to  the  public  and  surrounded  by  the 
most  extensive  set  of  beliefs,  if  not  the  most  firm.  The  Illinois  study  con- 
firms in  part  what  other  studies  have  repeatedly  shown:  that  the  Telephone 
Company  tends  to  be  personalized  by  its  customers  and  viewed  in  relatively 
simple  terms. 

The  Telephone  Company  for  most  is  the  people  who  bring  telephones  into 
their  homes,  who  make  it  work  properly  and  who  send  a  bill  once  a  motth. 
Most  customers  have  had  a  generally  positive  experience  with  the  Telephone 
Company — it  nearly  always  works  well  and  the  cost  is  reasonable  and,  com- 
paratively, a  good  value.  Telephone  people  are  friendly  and  seemingly  con- 
cerned about  customers  and  their  problems;  and,  the  generally  attractive  and 
dependable  equipment  in  their  home  and  where  they  visit  (and  what  they 
know  or  have  heard  about  Bell  Labs)  makes  them  feel  the  Telephone  Com- 
pany is  a  dynamic,  innovative  company  that  uses  and  depends  on  research  and 
technology  to  grow. 

The  Illinois  copy  statements  emphasized  the  existence  of  a  vast,  complex, 
nationwide  communications  system  operating  as  a  single  machine.  It  pointed 
out  the  advantage  of  this — in  avoiding  duplication  of  facilities  and  thus  per- 
mitting shared  costs  and  national  average  pricings;  and,  that  it  provides  the 
excellent  service  customers  get  now,  providing  billions  of  connections  to  every 
customer,  and  the  damaging  effect  on  this  by  the  connection  of  foreign  equip- 
ment. 

While  the  Telephone  Company  is  "big"  in  a  general  sense,  most  consider 
their  company  "local",  maybe  statewide  or  regional  at  most.  There  is  a 
general  sense  of  being  connected  to  other  companies  in  a  telephone  system 
that  some  can  identify  as  the  "Bell  System"  but  most  refer  to  simply  as  "Bell 
Telephone". 

It  startles  some  customers  to  learn  their  telephone  is  part  of  a  "single 
machine"  or  a  "nationwide  telephone  system".  It  requires  some  effort  to 
think  of  their  telephone  as  a  control  instrument  that  can  order  this  vast, 
complex  machine  to  do  their  bidding,  or  to  speak  to  anyone  in  the  world. 

It  is  also  a  quantum  leap  conceptually  to  ask  many  customers  to  think  of 
their  telephone  service  costs  not  in  terms  of  a  "local  service  charge"  and  "toll 
charges"  for  calling  friends  and  relatives,  as  they  are  used  to  thinking,  but 
in  terms  of  prices  reflecting  the  contribution  of  business  subsidies,  based  on 
average  pricings  and  so  forth  as  offered  in  the  Illinois  copy  statements. 

The  service  argument  is  especially  difficult  for  customers  to  comprehend. 
The  argument  advanced  in  the  Illinois  test  centered  around  the  "sensitivity" 
of  the  telephone  system,  to  interruption  by  non-Bell  equipment,  and  the  unique 
quality  of  our  equipment  and  skills  of  our  people  to  maintain  the  system. 

The  argument  that  we  now  provide  the  best  telephone  service  in  the  world, 
while  not  disputed  particularly,  and  the  strong  descriptive  terms  we  use  to 
describe  the  system  do  not  reconcile  in  the  public's  mind  with  the  threat  that 
a  single  signal  somewhere  that  is  faulty  could  disrupt  service.  It  seems 
illogical  and  their  experience  is  the  telephone  system  works  under  the  most 
trying  circumstances  (e.g.  in  terrible  floods,  hurricanes,  etc.).  Among  the 
basic  belief  system  of  most  Americans  is  a  trust  and  faith  in  modern  tech- 
nology. Thus,  it  is  incredible  that  only  the  Telephone  Company  can  develop, 
build  and  maintain  suitable  telephone  instruments.  Besides,  they  feel,  if 
non-Bell  equipment  is  less  than"  satisfactory  interface  arrangements  and 
especially  certification  (where  it  is  at  least  generally  understood)  seems  a 
logical  and  reasonable  solution. 

The  F.C.C.  is  a  less  well  known  entity,  confirmed  by  the  Illinois  research. 
The  essential  finding  is  that,  whether  respondents  brought  information  into  the 
group  or  obtained  it  there,  where  there  is  a  basic  understanding  the  F.C.C. 
is  a  governmental  agency  ingrained  beliefs  about  "the  government"  take  con- 
trol. The  essential  conviction  is  that,  current  events  to  the  contrary,  govern- 
ment exists  to  protect  the  public  interest. 

Essentially,  even  with  some  discussion,  it  is  difiicult  for  most  to  believe 
a  governmental  agency  would  do  anything  that  would  intentionally  be  against 
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the  public  interest.  Our  informing  them  of  this  only  irritates.  Key  to  this  is 
an  inability  to  examine  "both  sides".  While  this  suggests  the  possibility  of 
a  "we  say",  "they  say"  approach  the  possible  consequences  of  such  a  tack, 
either  in  the  public's  judgment  of  which  side  is  "right"  or  in  the  Commission's 
interpretation  of  our  action  weigh  against  it,  especially  in  view  of  the  starting 
point  of  trust  in  government  of  the  public. 

The  research  strongly  suggests  a  direct,  frontal  attack  on  the  F.C.C.'s  de- 
liberations could  be  counter  productive.  Therefore,  it  might  be  more  feasible 
and  useful  in  some  instances  to  draw  upon  the  trust  the  public  has  in  gov- 
ernment protecting  the  interests  of  the  public  as  well  as  our  interests  and 
speak  of  the  commission  as  a  neutral  body  now  considering  proposals  by  our 
competitors,  and  our  concern  that  the  public  and  the  F.C.C.  understand  and 
support  our  petition. 

Competition  and  the  belief  system  surrounding  it  and  the  "Face  enterprise 
system"  is  the  fulcrum  on  which  our  case  and  that  proposed  by  the  F.C.C. 
teeters.  The  knee-jerk  reaction  of  most  of  the  public  is  that  "competition' 
among  companies  providing  products  or  services  is  inherently  and  always 
"good" — re.sulting  in  the  lowest  prices  and  highest  (luality  and  choice  in  the 
marketplace.  There  is  recognition  that  the  Telephone  Company  is  regulated  in 
ways  unlike  other  businesses  but  most  see  this  not  a  problem.  In  fact,  the 
very  success  and  performance  we  pride,  including  the  low  cost  of  telephone 
service,  "proves"  regulation  doesn't  hurt  us. 

However,  most  do  not  see  the  Telephone  Company  as  especially  a  unique 
business.  It  is  a  "big  business"  like  the  "other  companies"  with  which  the 
Telephone  Company  will  be  asked  to  compete. 

In  the  American  way  of  things  this  is  only  "fair"  that  the  Telephone  Com- 
pany (the  Bell  System  here)  compete  with  other  telephone  companies. 

Our  basic  argument  asks  the  public  to  accept  the  antithesis  of  what  they 
have  been  encultured  to  believe — that  competition  will  result  not  in  least 
prices  but  highest  prices,  not  in  higher  quality  but  lesser  quality  and  that 
"choice"  is  good  for  them. 

The  Illinois  research  finds  customers  prefer  to  believe  the  opposite — that  in 
the  long  run  competition  in  telephone  matters  will  further  improve  service 
and  costs  and,  in  addition,  will  help  to  keep  the  Telephone  Company  "on  its 
toes". 

The  lack  of  concern  of  the  consequences  to  the  Telephone  Company  rests 
on  two  convictions:  that  the  Telephone  Company  (the  Bell  System;  which 
is  vast  and  nationwide  and  has  a  record  of  performance,  which  we  confirm 
to  them)  will  be  able  to  "take  care  of  itself";  and,  that  the  Telephone  Com- 
pany provides  two  distinct  kinds  of  service,  one  to  homes  and  one  to  busi- 
nesses (i.e.,  "big  businesses"). 

The  ability  of  the  Bell  System  to  take  care  of  itself  is,  again,  a  belief  that 
is  the  consequence  of  our  past  image  efforts  and  implicit  in  some  of  the  argu- 
ments we  use  to  support  our  case  for  the  need  for  a  unified  system.  We  thus 
face,   as  in  other  instances,  "tradeoffs"   that  must  be  carefully  considered. 

The  differentiation  in  the  mind  of  the  public  between  residential  service  and 
business  services  leads  to  considerable  ambivalence  regarding  competition  and 
shared  costs.  While  there  is  a  general  feeling  that  "Business"  should  help 
subsidize  telephone  service  (as  it  is  usually  expected  to  subsidize  most  things 
the  public  wants)  it  is  really  difficult  for  most  to  comprehend  how  actions 
affecting  business  customers  affect  them.  Coupled  with  a  tendency  to  see  spe- 
cialized common  carriers  as  "other  telephone  companies"  the  problem  evolves 
in  most  people's  minds  as  essentially  a  problem  among  businesses :  the  Tele- 
phone Company  (a  "big  business",  other  telephone  companies,  and  business 
customers  (i.e.  "big  business  customers").  As  such,  the  emotional  involvement 
in  the  problem  suggests  about  as  much  concern  as  we  might  have  for  a  Balkan 
War.  In  fact,  throughout  the  Illinois  research  there  is  a  strong  undercurrent 
of  "we"  and  "they"  running  through  this  issue. 

The  one  point  that  seems  to  register  well  with  most  is  the  concept  of 
"skimming".  Most  can  understand  and  appreciate  the  Company's  resistance. 
Most  feel  the  Company,  as  the  developer  of  the  telephone  system  and  its  prin- 
cipal guardian  has  a  right  to  protect  itself  from  infringement — but  that  that 
right  does  not  extend  to  preventing  all  competition. 

Those  findings  suggest  that  while  a  direct  attack  against  the  FCC  and 
argument  against  "competition"  would  not  easily  succeed  opportunities  exist 
for: 
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Emphasizing  the  "unfair"  aspects  of  the  "skimming"  mature  of  the  spe- 
cialized common  carrier  proposals. 

Underscoring  our  "guardian"  role  and  intent  only  to  protect  that  which 
is  our  franchise. 

The  lack  of  "fairness"  in  the  true  sense  of  the  competition  our  competitors 
suggest. 

Exhibit  9. — Michigan  Bell  Telephone  Co.  Memo  Re  "How  Can  We  Increase 
Our  Wins'?  " 

August  1,  1972. 
Mr.  Balesky  ;  Mr.  Bartz  ;  Mr.  Bulthuis  ;  Mr.  Elliott  ;  Mr.  Gietzen  ;  Mr.  Hab- 
KiRK ;  Mr.  Harris  ;  Mr.  Thompson  ;  Mr.  Fitzpatrick  ;  Mr.  Stetson  : 
During  our  meeting  of  July  18,  1972,  we  addressed  ourselves  to  the  problem 
"How  can  we  increase  our  'wins'?"  Following  is  a  summary  of  the  discussion 
emanating  from  the  critical  areas  we  explored  : 

IMPROVING   market  COVERAGE    (COVERING  MORE  OF  THE   MARKET   MORE  EFFECTIVELY) 

Present  Status  of  Market  Coverage 

Limited  programs  are  being  carried  out  in  the  BX  areas  on  a  scheduled 
basis  with  our  most  vulnerable  markets  (756's.  Manual  PBX,  Call  Directors). 
Manpower  constraints  prohibit  adequate  coverage  of  Key  and  Call  Director 
markets.  Concern  was  expressed  for  our  ability  to  hold  onto  these  accounts 
without  some  "breakthrough"  on  available  force. 

Phone-Power  type  contacts  and  Expanded  Market  Strategy  programs  are 
being  utilized  when  time  and  force  permit. 

TraflBc's  cooperation  on  studies  and  their  customer  evaluation  referral  pro- 
cedure provide  significant  assistance  in  implementing  coverage. 

Busy  studies  in  some  areas  are  running  5-10  weeks. 

Deterioration  in  maintenance  and  repair  services  is  still  a  serious  deter- 
rent to  required  follow-through  on  customer  servicing. 

Needs  To  Be  Met 

Evaluation  of  Marketing  and  Commercial  job  responsibilities  and  orga- 
nizational structure  for  more  effective  use  of  force  and  abilities.  Job  descrip- 
tions tend  to  limit  the  maximizing  of  productivity ;  e.g.  Salesmen  are  per- 
forming some  tasks  which  should  be  delegated.  Clerical  forces,  although  fully 
qualified  and  capable,  are  restricted  from  handling  those  types  of  work. 

Tie-in  of  Traffic  Business  Service  studies  and  a  Plant  physical  check  pro- 
gram with  a  Marketing  coverage  plan. 

Guidelines  for  determining  contact  procedures — when,  where,  and  how  to 
best  use  advertising,  mail,  brochures,  phone,  follow-up  activity. 

Distribution  and  review  of  the  Dodge  Reports  needs  examination. 

Evaluate  the  Architects  and  Builders  group  printouts  for  new  building  and 
expansion.  Southfield  is  currently  using  this  as  a  valuable  source  for  lead 
time  in  meeting  competitive  situations  as  well  as  normal  customer  demands. 

Notification  to  the  Field  of  use  of  Tarffic's  TMS  machine  for  identification  of 
problems.    (Types  of  studies  which  can  be  made  should  be  ascertained). 

A  firm  Company  commitment  to  support  competitive  efforts.  "Do  we  want 
to  compete  for  the  market?  Or,  do  we  want  to  get  out  of  the  business?  If  the 
former,  take  a  firm  stance  and  provide  us  with  the  necessary  tools  to  com- 
pete. Current  lack  of  direction  is  demoralizing  and  confusing  to  craft  and 
contact  people."    (Group  feels  that  this  contributes  to  force  losses,  etc.). 

SELLING  MORE  EFFECTIVELY 

New  Resources  AvailaMe 

Intermediate  training  in  PBX. 

New  System  PBX  reference  manuals  will  be  placed  in  each  crew  by  August, 
1972. 

New  economic  analyses   (Discounted  Cash  Flow)   should  be  made  available 
by  the  end  of  August.  Training  will  be  developed  for  the  Field  on  interpreta- 
tion of  these  programs  and  Staff  will  coordinate  in  providing  an  authoritative 
person  to  consult  with  on  any  problems  which  arise. 
Needs  To  Be  Met 

Modular  training  segments  on  equipment  and  products  made  available  on 
an  ongoing  basis. 

Scattered  and  incomplete  information  on  equipment  brought  together  for 
reference  source. 


3460 

Comprehensive  competitive  equipment  binder  supplied. 

Offer  competition  seminars  for  exchange  of  ideas  and  update  on  competitor 
strategies. 

Provide  a  resource  center  (i.e.  expansion  of  competitive  coordination  con- 
cept)— a  team  of  experts  ratlier  than  trying  to  malie  each  salesman  an  expert, 
for  pursuing  and  supplying  definitive  and  accurate  information  on  equipment, 
economic  analyses,  sales  strategies,  tax  matters,  etc. 

Provide  interconnection  specialists  to  follow  through  on  lost  cases,  imple- 
menting interface  devices,  directory  changes,  etc. 

FILL  IN  PRODUCT  VOIDS 

Immediate  needs  are  seen  in  : 

All  calls  transfer  (all  PBX's  and  Centrex). 

Expanded  Main/Satellite  service  or  released  loop  for  Centrex  cu.stomers 
with  multiple  locations. 

Centrex  unbundling  on  PET  application.  (Have  filed). 

Alleviating  restrictive  thinking  on  capabilities  and  alternatives  of  Centrex 
concepts ;  i.e.  PBX-C.O.  Competitive  switchers  coming  from  Litcom,  Wescom, 
and  Northern  Electric  dictate  moving  out  rapidly  on  expanded  Centrex  offer- 
ings. 

Key  system  features : 

More  flexibility. 

Greater  ICL  capacity. 

Paging. 

Automatic  button  restoral. 

D.S.S. 

Spokesman  housing  a  busy  lamp  field. 

10-button  wall  set. 

Increased  station  user  identification  (ala  Bechtel  case). 

Add-on  conference  equipment  with  CO.  lines. 

Capability  of  competing  with  Nitsuko  and  Meisei  lines. 

Special  industry  voids 

Hospital  market — we  have  nothing  to  meet  needs  for  medical  and  non- 
medical emergency  paging ;  Dr.  registry,  picturephone  and  CRT  devices.  With 
HEW  pressuring  for  efiiciency  and  growing  consolidation  of  hospitals,  our 
competitors  will  supply  the  needed  sophisticated  communications  services. 

Hotel /Motel — Key  pulsing  for  attendant  console ;  code  restriction ;  and 
lobby  paging. 

PRICING  MORE  COMPETITIVELY 

Immediate  needs  are  seen  in  : 

Updating  our  rate  making  policies  to  get  rates  in  line  with  costs. 

Focusing  initially  on  Hotel /Motel  rates  for  specialized  requirements — we 
are  extremely  vulnerable  in  this  market. 

Illustratively, 

Competitive  systems  generally  have  a  form  of  toll  diverting  within  the 
switcher.  The  additional  charge,  if  any,  for  this  option  is  usually  quite  nominal. 
MBT  presently  charges  $83.75  per  month  for  toll  diversion  even  if  the  serving 
vehicle  (i.e.  770  PBX)  is  capable  of  providing  this  feature  at  limited  or  no 
cost. 

Presently  MBT  charges  $.30  per  month  per  station  for  corresponding  room 
and  station  numbers  while  our  competitors  provide  this  at  no  additional 
charge. 

OFFER  PAYMENT  FLEXIBILITY 

We  need  fast  action  on  optional  payment  arrangements,  such  as : 

Pacific  Northwest  Bell's  incremental  discount  plan  based  on  location  life 
of  Dial  PBX  systems. 

Improved  flexibility  on  short  run  contracts  for  new  (easily  installed)  equip- 
ment; i.e.  customer  who  plans  to  move  in  less  than  five  years  and  is  willing 
to  pay  move  charges — not  both  termination  and  move  charges. 

Advanced  payment  and  maintenance  payment  option  plans. 

GENERAL  CONSIDERATIONS 

A  need  exists  to  keep  employees  informed  of  competition  and  to  stimulate 
interest  and  commitment. 
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staff  need  for  more  competitive  information  from  the  Field  by  way  of  pro- 
posals, brochures,  contracts,  etc. 

A  need  for  concerted  effort  dedicated  to  save  the  Hotel /Motel  market — 
some  charges  are  out  of  line  and  features  are  lacking. 

"A  need  for  quick  action,  not  promises  for  1975  which  may  materialize  but 
too  late."  (Several  references  were  made  by  the  group  relating  to  this  point). 

These  were  the  most  relevant  points  in  which  we  felt  you  all  shared  an 
interest.  If  there  are  others  which  we  missed,  please  let  me  know  so  that 
they  can  be  included  in  our  list. 

It  is  recognized  that  many  of  the  problems  we  explored  in  our  November, 
1971  meeting  remain  unresolved  and  are  of  even  greater  urgency  today  if  we 
hope  to  attain  a  favorable  competitive  position  before  we  experience  the  total 
loss  of  some  markets. 

Given  your  expressions  of  concern,  we  will  continue  to  work  towards  ex- 
peditious answers  to  our  most  compelling  needs. 


Exhibit  10. — Letter  From  Y  Center  of  Battle  Creek  {Mich.)  Re  Payment  of 
Pledge  by  Michigan  Bell 

[From  Grand  Rapids  Press,  July  18,  1974] 
Bell  Shouldn't  Be  Maligned 

euitok:  Regarding  Mr.  Robert  Lewis'  item  "Local  Supplier  Charges  Strong- 
Arming  by  Bell"  printed  in  your  Wednesday,  June  26  Grand  Rapids  Press,  I 
would  like  to  take  issue  with  Mr.  Ronald  B.  Fox  and  tell  you  what  the  facts 
are. 

As  president  of  the  Y  Center  of  Battle  Creek  I  have  had  contact  with  both 
the  T.P.I,  representative,  Tom  Rinehart,  (Kalamazoo)  and  with  Mr.  Val 
Bleech,  local  manager  of  Michigan  Bell. 

After  we  made  our  decision  to  go  with  T.P.I..  Mr.  Bleech  called  to  express 
disappointment,  feeling  that  we  had  not  given  Bell  an  opportunity  to  supply 
us  with  figures  and  to  learn  that  we  had  indeed  signed  with  T.P.I. 

We  had  in  fact,  checked  to  make  sure  that  T.P.I.'s  estimates  and  projections 
were  fair  and  accurate  and  had  talked  with  a  Bell  representative  by  phone. 
I  can  understand  that  Mr.  Bleech  was  disappointed  inasmuch  as  he  had  worked 
diligently  and  effectively  on  our  Pattern  Gifts  Committee  and  had  encouraged 
Michigan  Bell  to  pledge  $10,000  to  our  Capital  funds  drive. 

At  no  time  did  Michigan  Bell  nor  Mr.  Bleech  request  that  their  contribution 
be  returned  nor  refuse  to  pay  as  pledged.  In  fact,  pledged  amounts  were  paid 
on  time  and  in  1974  paid  ahead  of  time.  The  $10,000  pledge  has  been  paid  in 
full. 

In  my  conversation  with  Mr.  Bleech,  however,  and  in  the  face  of  our  de- 
cision to  buy  from  T.P.I.,  the  statement  was  made  that  it  could  possibly  place 
the  balance  of  the  pledge  by  Bell  in  jeopardy.  This  was  not  considered  a  threat 
we  had  already  committed  ourselves  to  T.P.I,  and  it  was  merely  a  personal 
conjecture  by  Mr.  Bleech  at  the  time.  My  reply  was  that  if  it  happed  we  would 
just  have  to  live  with  it. 

Sen,  Philip  Hart  was  certainly  in  order  when  he  questioned  Mr.  Fox  con- 
cerning Michigan  Bell  in  this  case. 

Michigan  Bell  has  done  everything  we  have  asked  them  to  do  as  well  as 
what  they  voluntarily  pledged  to  do  for  our  Building  Fund.  We  appreciate 
their  service  and  pay  from  $100  to  $150  per  month  to  Michigan  Bell  for  our 
five  lines  and  long  distance  calls. 

We  are  also  happy  with  our  relationship  with  T.P.I,  but  believe  Mr.  Fox 
testified  naming  our  case  without  knowing  the  facts. 

To  me.  Mr.  Fox  and  the  press  have  severely  malisued  Michigan  Bell,  a  fine 
utility  that  has  often  bent  over  backwards  to  provide  customer  service.  It 
may  be  that  independent  phone  sales  are  cutting  into  rental  revenue  and  some 
resistance  is  demonstrated  in  other  cases  but  in  our  case  certainly  not  to  the 
degree  which  I  read  into  your  article. 

Haeold  W.  Sundberq, 

President, 
Y  Center  of  Battle  Creek. 


39-887— 74— Pt. 
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Exhibit  11. — A.T.  &  T.  Listing  of  Officers  and  Directors  of  Associated  Companies 
of  the  Bell  System. 

American   Telephone  &  Telegraph  Co., 

Washington,  D.C.,  Septetnber  19,  1974. 
The  Hon.  Philip  A.  Hart 
Chairman,  Suhcommittee  on  Antitrust  and  Monopoly,  Committee  on  the  Judiciary, 

Room  253.  Russell  Senate  Office  Building,  Washington,  D.C. 
Dear  Senator  Hart  : 

During  the  course  of  the  hearings  on  S.  1167  pertaining  to  communications  by 
the  Subcommittee  on  Antitrust  and  Monopoly,  Mr.  Hellerman  caused  to  be  placed 
in  the  record  a  document  listing  the  Officers  and  Directors  of  American  Telephone 
and  Telegraph  Company  and  the  Associated  Companies  of  the  Bell  System. 
The  document  also  listed  the  Officers'  and  Directors'  affiliations. 

Attached  hereto  find  a  copy  which  corrects  the  errors  on  the  document  that 
was  placed  in  the  record  as  of  September  18,  1974.  I  would  appreciate  your  sub- 
stituting it  for  the  one  that  was  placed  in  the  record. 

The  list  contains  only  business  affiliations.  It  does  not  include  affiliations  with 
church,  school,  civic,  and  non-profit  organizations. 
Very  truly  yours, 

Douglas    B.  McFadden, 
Executive  Assistant  and  Attorney. 


Officer  or  director:  Title 


Other  corporate  affiliations 


AMERICAN  TELEPHONE  & 
TELEGRAPH  CO. 


Baird,  Jack  A.:  Officer... 
Batten,  William:  Director. 


Bell  Telephone  Laboratories, 
J.  C.  Penney  Co.,  Inc 


Billingsley,  James  R.:  Officer. 
Bolger,  Thomas  E.:  Officer... 


Brace,  Lloyd  D.:  Director 

Brown,  Charles  L.,  Jr.:  Officer. 


Carter,  Edward  W.:  Director. 


Clarke,  H.  Weston,  Jr.:  Officer. 
Cleary,  Catherine  B.:  Director. 


Cook,  George  V.:  Officer 

Crosland,  Edward  B.:  Officer. 


Davis,  Archie  K.:  Director. 


Inc Director. 

Chairman  of  the  board  and 

chief  executive  officer. 

Boeing  Co Director. 

First  National  City  Corp Do. 

First  National  City  Bank.. Do. 

New  York  Stock  Exchange,  Inc Do. 

Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Honorary  director. 
Director. 
Do. 
Do. 
Do. 
Do. 
Do. 
Chairman  of  the  board. 
Director. 
Do. 
Do. 
Do. 
Do. 
Do. 
President  and  director. 
Director. 
Do. 
Do. 
Trustee  and  member  execu- 
tive committee. 

Wisconsin  Telephone  Co Director. 

Federal  Home  Loan  Bank  of  New  York _  Do. 

South  Central  Bell  Telephone  Co Do. 

Chesapeake    &    Potomac   Telephone    Co.  of  Do. 

Virginia. 

Ameiican  Security  &  Trust  Co Do. 

Wachovia  Bank  &  Trust  Co.,  N.A.... Do. 

Chatham  Manufacturing  Co Do. 

Jordan  Spinning  Co. Do. 

Media  General,  Inc _ Do. 

Sellers  Manufacturing  Co Do. 

Southern  Railway  System Do. 

Royal  Cotton  Mills Do. 

Wachovia  Corp Do. 


Riggs  National  Bank  of  Washington,  D.C 

Garfinckel,  Brooks  Bros.,  Miller  &  Rhoads,  Inc. 

Government  Employees  Insurance  Co 

Criterion  Insurance  Co 

First  National  Bank  of  Boston. 

USMCorp 

First  National  Boston  Corp 

Inland  Steel  Co 

G  ATX  (General  AmericanTransportation  Corp.). 

Hart  Schaffner  &  Marx. 

Marcor,  Inc 

Chemical  New  York  Corp 

Chemical  Bank. 

Carter  Hawley  Hale  Stores,  Inc.. 

Del  Monte  Corp -_. 

Pacific  Mutual  Life  Insurance  Co.. 

Southern  California  Edison  Co___ 

Western  Bancorporation 

United  California  Bank 

New  Jersey  Bell  Telephone  Co 

First  Wisconsin  Trust  Co 

First  Wisconsin  Bankshares  Corp 

General  Motors  Corp 

Kraftco  Corp 

Northwestern  Mutual  Life  Insurance  Co 
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Officer  or  director:  Title 


Other  corporate  affiliations 


Position 


deButts,  John  D.:  Chairman  of  board  and  First  National  City  Corp Director. 


director. 


Flint,  Robert  N.:  Officer 

Fox,  John  George:  Officer 

Garlinghouse,  F.  Mark:  Officer. 


First  National  City  Bank. 

Kraftco  Corp 

United  States  Steel  Corp 

Northwestern  Bell  Telephone  Co. 


Greber,  Edward  G.:  Officer.. 
Hanify,  Edward  B.:  Director. 


Hewitt,  V^illiam  A.:  Director. 


Sun  Che.Tiical  Co Do. 

Chesapeake  &  Potomac  Telephone  Co Do. 

Ohio  Bell  Telephone  Co- Do. 

Wlichlgan  Bell  Telephone  Co. .  Do 

Ropes  &  Gray Partner.  . 

State  Street  Bank  &  Trust  Co.. _ Director. 

John  Hancock  Mutual  Life  Insurance  Co Do. 

Boston  Edison  Co Do. 

Deere  &  Co Chairman  and  chief  execu- 
tive officer. 

Continental  Illinois  Corp Director. 


Holland,  Jerome  H.:  Director. 


Continental  Illinois  National  Bank  &  Trust  Co, 
Chicago 

Continental  Oil  Co 

Chrysler  Corp 

Continental  Corp 

Continental  Insurance  Co... 

Federated  Department  Stores 

General  Cigar  Co 

General  Foods  Corp 

Manufacturers  Hanover  Corp 

Manufacturers  Hanover  Trust  Co. 

Union  Carbide  Corp. 

New  York  Stock  Exchange, 


Do. 

Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 

no. 

Do. 
Do. 
Public  director. 


Zurn  Industries,  Inc Director 

Hough,  Richard  R.:  Officer American  Can  Co __ Do. 

Alleghany  Corp Do! 

American  Telephone  &  Telegraph-Long  Lines     President 

Hutson,  Frank  A.,  Jr.:  Officer 

Johnson,  Belton  K.;  Director Chaparrosa  Ranch_^ Owner. 

King  Ranch,  Inc Director. 

First  City  National  Bank  of  Houston Do. 

National  Bank  of  Commerce  (San  Antonio)...  Do. 

National  Finance  Credit  Corp  Do 

Uhited  States  Trust  Co.  of  New  York Do' 

^^    uu^.     n«-  Chaparrosa  Agri-Service,  Inc Founder  and  chairman. 

Kertz,  Hubert    L.:  Officer Illinois  Bell  Telephone  Co Director 

Indiana  Bell  Telephone  Co [',         Do 

Killian,  James  R.,  Jr:  Director _.  Massachusetts  Institute  of  Technology  Corp...  Honorary  chairman 

Cabot  Corp Director. 

"  ■       "  Do. 

Do. 
Do, 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 


Liliey,  Robert  D.:  President  and  director. 


Lindholm,  William  L, 
director. 


General  Motors  Corp. 

Ingersoll-Rand  Co 

Polaroid  Corp... 

Mitre  Corp 

R.  H.  Macy  &  Co.,  Inc 

Fidelity  Union  Bancorporation 

Chase  Manhattan  Corp 

Chase  Manhattan  Bank,  N.A 

Continental  Corp 

Mutual  Benefit  Life  Insurance  Co 

Bell  Telephone  Laboratories,  Inc 

Pacific  Telephone  &  Telegraph  Co 

Pacific  Northwest  Bell  Telephone  Co 
Vice  chairman  and    Acacia  Mutual  Life  Ins.  Co 

Manufacturers  Hanover  Corp 

Manufacturers  Hanover  Trust  Co 

Bell  Telephone  Laboratories,  Inc 

New  York  Telephone  Co 

Southern  Bell  Telephone  Co 

Lund,  Paul  M.:  Officer.,.. Bell  Telephone  Co.  of  Pennsylvania  Do 

MacNaughton,  Donald  S.:  Director Exxon  Corp Do' 

Prudential  Insurance  Co.  of  Am'e'rica.".".'."."."."."  Chairman  of  the  bo3rd  and 

McGill,  William  J.:  Director... Columbia  Uni'^versity...  PresidenT^''"''"'  °^'"^' 

McGraw-Hill,  Inc. Director  ' 

Texaco,  Inc Do 

Miller,J.  Irwin:  Director Cummins  Engine  Co    Inc 1"  Chairman  of  the  board 

„,  ,      ,       ,.,„.       ,     „^                             Irwin  Union  Bank&TrustCo.of  Columbus Do.       . 

Mobraaten,  William  L.:  Officer Chesapeake  &  Potomac   Telephone   Co.   of  Director 

West  Virginia. 

Allegheny  Airlines,  Inc ___ Do 

An.erican  Republic  Insurance  Co ".".".  Director  and  incorporator 

Central  Sav.ngs  Bank Trustee  and'Member  execu- 

n       u  ..  ^       „  t've  committee. 

Campbell  Soup  Co Director 

Merck  &  Co.,  Inc Do 

International  Paper  Co .._'_  Do 


Mulheran,  John  R.:  Officer. 


Murphy,  William  B.:  Director. 
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Officer  or  director:  Title 


Ottier  corporate  affiliations 


Owens  Cornelius  W.:  Officer New  England  Telephone  and  Telegraph Director. 

Southwestern  Bell  Telephone  Co Do. 

Marine  Midland  Banks,  Inc Do. 

W.  R.  Grace&  Co Do. 

St.  Vincent's  Hospital  &  Medical  Center  of    Director,  vice  president  and 
New  York.  chairman-executive    com- 

mittee. 

New  York  Stock  Exchange. 

Republic  Steel  Corp Director. 


Patton,  Thomas  F.:  Director. 


Cleveland-Cliffs  Iron  Co. 

Liberia  Mining  Co.,  Ltd. 

Trustee  in  reorganization  of  the  Erie-Lacka- 
wanna R.i-i  Co. 


Reed,  Rex  R.:  Officer... 
von  Auw,  Alvin:  Officer. 


The  Chesapeake  &  Potomac  Telephone  Co.  of 

Maryland. 
Southern  New  England  Telephone  Co., 


Warner  Rawleigh  Jr  •  Director -  Mobil  Oil  Corp Chairman  of  the  board  and 

'  chief  executive  officer. 

American  Express  Co... Director. 


American  Express  International  Banking  Co. 

Caterpillar  Tractor  Co 

Chemical  New  York  Corp 

Chemical  Bank. 

Time,  Inc. 

Whalen  Kenneth  J.:  Officer Mountain  States  Telephone  &  Telegraph  Co... 

^^         '  Burroughs  Corp 

im  American  Motors  Corp 

^    A.T.  &T.CO.-LONG  LINES  DEPT. 

Barclay,  James  C:  Officer --- 

Cbrk'e.H.  Weston,  Jr.:  6"fficer."""."-'.'.".'.".'"New  Jersey  Bell  Telephone  Co 

Crabb.'Ernest  H.:  Officer - 

Deyo,  C.  Russell:  Officer --- -- 

Eastmond,  Leon  E.:  Officer. ..-.-..--- ----. 

Garlinghouse,  F.  Mark:  Director American  Telephone  &  Telegraph  Co 


.  Vice  president  and   general 
counsel. 

C.  &  P.  Telephone  Co Director. 

L.  F.  Gailinghouse  Co Chairman-board. 

M  C  Industries,  Inc Director. 

New  England  Telephone  Co Counsel. 


Ohio  Bell  Telephone  Co. 
Polo  Plastics  Inc. 
Sun  Chemical  Co. 


Director. 
Do. 


Gaynor,  Robert  H.:  Officer 

Gradle,  Robert  E.:  Officer ------- 

Hough,  Richard  R.:  Director  and  officer. 


Allegheny  Corp Do. 

American  Can  Co. Do. 

American  Telephone  &  Telegraph Vice  president. 

Huber,  Robert  E.:  Officer ---- 

Huse, Sylvester:  Officer - - 

Kellev  Walter  B.:  Director  and  officer ^.----r ;.-i.-: ,:v p. 

Ker^  Hubert  L  ■  Director    American  Telephone  &  Telegraph  Co Do. 

Kertz,  HUDert  l..  uneu                                ^^^.^^.^  ^^^  Telephone  Co... Director. 

Indiana  Bell  Telephone  Co Do. 

Lindholm,  William  L:  Director .—  Acacia  Mutual  Life  Ins.  Co.. Do. 


American  Telephone  &  Telegraph  Co Director  and  vice  chairman. 

Bell  Telephone  Laboratories 

Manufacturers  Hanover  Corp 

New  York  Telephone  Co 

Southern  Bell  Telephone  &  Telegraph  Co. 
Manufacturers  Hanover  Trust  Co 


Director. 
Do. 
Do. 
Do. 
Do. 


Levy,  Harolds.:  Officer. 
Myers,  Joseph  A.:  Office 
Nichols,  Richard  8.:  Officer 


S,  cSmLs  tf  Dk^r::::::::::::>e;icra  Executive  vice  president 


Grace  W.  R.  &  Co Director. 

Marine  Midland  Banks  Inc Do. 

N.Y.  Stock  Exchange Do. 

New  England  Telephone  &  Telegraph  Co Do. 

Southwestern  Bell  Telephone  Co Do. 

St.  Vincents  Hospital  and  Medical  Center Officer. 


Sageman,  RoberFE.:  Officer 

Stark,  Alexander  C,  Jr.:  Officer. 

Stecker,  Robert  B.:  Officer 

Watson,  Roy  D.:  Officer. 
Willcoxon,  r 


oy  u. 
,  Sam 


BELL  TELEPHONE  CO.  OF  NEVADA 


KQEO  (educational  television)... Vice  president  and  director. 


Cassidy,  Adrian  C:  Director. 

Hough,  Gordon  Lens,  uireuo.....  Pacific  American  Income  Shares  Inc Do. 

United  California  Bank Do. 
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Officer  or  director:  Title  Other  corporate  affiliations 


Hull,  Jerome  W,;  Director  and  president Crocker  National  Bank _ Director  and  member  execu- 
tive committee. 

Crocker  National  Corp Do. 

DiGiorgio  Corp.  (Fruit) Director. 

N.Y.  Life  Insurance  Co Director  and  member  execu- 
tive committee. 

Caldwell  Banker  &  Co Director. 

Pacific  Southwest  Airlines  (PSA)... Do. 


Pollard,  Dean  R.:  Director. 
Woods,  William:  Director.. 
Edwards,  Tom  G.:  Officer.. 


BELL  TELEPHONE  CO.  OF  PENNSYLVANIA 

Barnhorst,  Lawrence  J.:  Officer. Blue  Cross  of  Western  Pennsylvania Do. 

Regional  l;idustrial  Deveiopment Co-director. 

United  Fund  of  Allegheny  City _. Director. 

Equjbank Do. 

Boehn,  Kenneth  E.:  Officer... Diamond  State  Telephone  Co.  _. Officer. 

Bond,  Richard  C:  Director Insurance  Co.  of  North  America Director. 

INACorp Do. 

SCM  Corp _  Do. 

John  Wanamaker  Inc _.   President      of      beard      of 

tiustees. 

Kraftco  Corp.  (dairy  products) Director. 

Lenox  Inc Do. 

RorerAmchem  Inc Do. 

Smith  Corona  Corp Do. 

Cashel,  William  S.,  Jr.:  Director  and  presi-    Diamond  State  Telephone  Co. Director  and  officer. 

dent.  Penn  Mutual  Life  Insurance  Co Trustee. 

First  Pennsylvania  Banking  &  Trust  Co Director. 

RorerAmchem  Inc Do. 

Philadelphia  Saving  Fund  Society Trustee. 

Dunning,  Harrison  F.:  Director Nabisco  Inc....  Director 

Froehlich,  Hervey:  Officer. 

Hanley,  Edward  J.:  Director _  Allegheny  Ludlum  Industries,  \nc.''..'.'.V.'_'.'.  Chairman  —  finance    com- 
mittee. 

American  Standard  Inc Director. 

Duquesne  Light  Co Do. 

Mine  Safety  Appliances  Co... _  Do. 

National  Lead  (NL  Industries) Do. 

King,  John  Bedford:  Officer... Diamond  State  Telephone  Co Officer. 

Kline,  Sidney  D.:  Director American  Bank  &  Triist  Co.  of  Pennsylvania..  Chairman  of  the  board. 

American  Casualty  Co.,  Readings. Director. 

Berks  Title  Insurance  Co Chairman  of  the  board. 

Provident  Federal  Savings  &  Loan Director. 

Reading  Hospital __ Do. 

Valley  Forge  Insurance  Co Do. 

Valley  Forge  Life  Insurance  Co Do. 

Colonial  Berks  Real  Estate  Co Do. 

Frankhouser  Associates,  Inc Do. 

Lund,  Paul  M.:  Director _ American  Telephone  &  Telegraph Officer. 

Mathers,  William  P.:  Director  and  officer...  Diamond  State  Telephone  Co'. Director  and  officer 

Morrison,  George  L.,  Jr.:  Director Glen-Gery  Corp Director. 

UGI  Corp.  (gas  improvement).. Do. 

Commonwealth  National  Bank President  and  CED. 

American  Sentinel  Insurance  Co.. Director. 

Commonwealth  Communications  Services,  Inc.         Do. 

Potts,  Frederic  A.:  Director Crane  Co Do. 

Drexel  Bond  Debenture  Trading  Fund Do. 

Drexel  Utility  Shares  Inc.. _ Do. 

Kittaning  Coal  Co Director  and  officer. 

Penn  Mutual  Life  Insurance  Co Trustee. 

Philadelphia  Port  Corp _ Chairman  of  the  board. 

Philadelphia  National  Bank.. Director. 

PNBCorp Do. 

„ „„  Western  Saving  Fund  Society  of  Philadelphia-.  Board  of  managers. 

Robinson,  Ian  W.:  Officer... Diamond  State  Telephone  Co. Director  and  officer. 

Shaughnessy,  Robert  L.:  Officer do  Officer 

Tyson,  Charles  R.:  Director... CPC  InternationaL  \nc  ]y"\[[\\\\\"]][[[  Director. 

ESB  Inc.  (electric  storage  battery) Do. 

First  Pennsylvania  Banking  &  Trust  Co. Do. 

First  Pennsylvania  Corp... Do. 

Mutual  Assurance  Co Trustee. 

Otis  Elevator  Co Director. 

Budd  Co __ Do. 

Penn  Mutual  Life  Insurance  Co Chairman  of  the  board    of 

trustees. 

Stock  Insurance  Co.  of  the  Green  Tree.. Trustee. 

,.  ,    .    „     „,^  Western  Savings  Fund  Society  of  Philadelphia.  Board  manager. 

Zimmerman,  Irvm  G.:  Officer _.  Diamond  State  Telephone  Co., Officer. 

Central  Penn  National  Bank Director. 
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Griliand  Merle  E.:  Director Pittsburgh  National  Bank Chairman— CED. 

Federal  Reserve  Bank  of  Cleveland,  Pittsburgh     Director, 
branch. 

Pittsburgh  National  Corp _ Do. 

Kissell  Co - Do. 

Harrison  Robert  Drew;  Director -.  John  Wanamaker  of  Philadelphia President  and  CED. 

Provident  National  Bank - Director. 

Philadelphia  Electric  Co Do. 

Fidelity  Mutual  Life  Insurance  Co Do. 

Philadelphia  Mutual  Assurance  Co Do. 

Philadelphia  Saving  Fund  Society. Trustee. 

Wachman,  Marvin:  Director....' Temple  University -  President. 

Philadelphia  Saving  Fund  Society Trustee. 

Scully,  Raymond  F.:  Officer 

Scott,  Winfield:  Officer 

BELL  TELEPHONE  LABORATORIES 

Baird,  Jack  A.:  Director American  Telephone -.  Vice  president. 

Baker,  W.  0.:  Director  and  officer Babcock  &  Wilcox  Corp....     Director. 

Summit  and  Elizabeth  Trust  Co Do. 

LiUev^^RobertT-  Director' '.'.''.r.'.'.'.'American'telephone  &  telegraph President  and  director. 

Liiiey,  r^uuB  I    ..  -  R.  H.  Macy  &  Co.,  Inc Director. 

Fidelity  Union  Bancorporation Do. 

Chase  Manhattan  Corp Do. 

Chase  Manhattan  Bank,  N.A Do. 

Continental  Corp Do. 

Mutual  Beneht  Life  Ins.  Co Do. 

Pacihc  Telenhona  &  Telegraph  Co Do. 

Pacific  Northwast  Bell  Telephone  Co Do. 

Lindholm  William  L  ■  Director American  Telephone  &  Telegraph Vice  chairman  and  director. 

Acacia  Mutual  Life  Insurance  Co Director. 

Manufacturers  Hanover  Corp.. Do. 

Manufacturers  Hanover  Trust  Co... Do. 

New  York  Telephone  Co Do. 

Southern  Bell  Telephone  Co Do. 

McKay,  K.  G.:  Director  and  officer Keuffel  &  Esser  Co Do. 

'  SandiaCoip Do. 

Procknow,  Donald  E.:  Director Teletype  Corp.. Do. 

Sandia  Corp Do. 

J.  P.  Morgan  &  Co.,  Inc Do. 

Morgan  Gu.nranty  Trust  Co Do. 

National  Merit  Scholcrship  Corp Do. 

CPC  International,  Inc Do. 

Ingersoll-Rand  Co Do. 

Prudential  Insurance  Co.  of  America Do. 

Western  Electric  Co Director  and  president. 

Thomas   D.  W.:  Director  and  officer Sandia  Corp Director. 

West,  Joseph  T.:  Director Teletype  Corp Do. 

Sandia  Corp Do. 

Western  Electric  Co Director  and  executive  vice 

president. 


Zweier,  Paul:  Director  and  officer.. — - 

C.   &   P.  TELEPHONE  COS.— OFFICERS 

Anderson,  Howard  C C.  &  P.  Telephone  Co.. Officer 

C.  &  P.  Telephone  Co.  of  Maryland Do. 

C.  &  P.  Telephone  Co.  of  Virginia.. Do. 

C.  &  P.  Telephone  Co.  of  West  Virginia Do. 

Boykin  J.Wesley C.  &  P.  Telephone  Co Do. 

DoyKin,  I  y  ^^  p  Telephone  Co.  of  Maryland Do. 

C.  &  P.  Telephone  Co.  of  Virginia Do. 

C.  &  P.  Telephone  Co.  of  West  Virginia Do. 

Butta.J.  Henry C.  &  P.  Telephone  Co  . Do. 

C.  &  P.  Telephone  Co.  of  Maryland Do. 

C.  &  P.  Telephone  Co.  of  Virginia Do. 

C.  &  P.  Telephone  Co.  of  West  Virginia Do. 

Over  Llovd  E  --  C.  &  P.  Telephone  Co Do. 

'    '       '      "  C.  &  P.  Telephone  Co.  of  Maryland Do. 

C.  &  P.  Telephone  Co.  of  Virginia Do. 

C.  &  P.  Telephone  Co.  of  West  Virginia Do. 

Morgan,  Carroll  E C.  &  P.  Telephone  Co..  Do. 

C.  &  P.  Telephone  Co.  of  Maryland Do. 

C.  &  P.  Telephone  Co.  of  Virginia.. Do. 

C.  &  P.  Telephone  Co.  of  West  Virginia Do. 

Snyder,  Richard  B C.  &  P.  Telephone  Co..  Do. 

'  C.  &  P.  Telephone  Co.  of  Maryland Do. 

C.  &  P.  Telephone  Co.  of  Virginia.. Do. 

C.  &  P.  Telephone  Co.  of  West  Virginia Do. 

Tupper  Robert  R  0.  &  P.  Telephone  Co Do. 

^^    '  '  C.  &  P.  Telephone  Co.  of  Maryland Do. 

C.  &  P.  Telephone  Co.  of  Virginia Do. 

C.  &  P.  Telephone  Co.  of  West  Virginia Do. 
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Woods,  Fielding  K.... C.  &  P.  Telephone  Co Officer. 

C.  &  P.  Telephone  Co.  of  Maryland Do. 

C.  &  P.  Telephone  Co.  ot  Virginia Do. 

C.  &  P.  Telephone  Co.  ot  West  Virginia Do. 

Zahn,  J.  Hillman. C.  &  P.  Telephone  Co ._  Do. 

C.  &  P.  Telephone  Co.  of  Maryland Do. 

C.  &  P.  Telephone  Co.  of  Virginia .-  Do. 

C.  &  P.  Telephone  Co.  of  West  Virginia Do. 

Equitable  Life  Insurance Director. 

WETA _ Do. 

Medical  Services Do. 

Wolf  Trap  Associates .-.  Do.                           -• 

C  &  P  TELEPHONE  CO. 

Bonsack,  Samuel  E.:  Director  and  president.  C  &  P  Telephone  Co.  of  Maryland Director  and  president. 

C  &  P  Telephone  Co.  of  Virginia Do. 

C  &  P  Telephone  Co.  of  West  Virginia Do. 

Beekman   Downtown   Hospital  (f^ew  York  Director. 
City) 

Danzansky,  Joseph  B.;  Director. Giant  Food,  Inc _  President. 

Pepsi  Cola  Bottling  Co.— Washington,  D.C Director. 

National  Bank  of  Washington Do. 

Potomac  Electric  Power  Co Do. 

Perpetual  Building  Association Do. 

Dennard,  Dr.  Cleveland  L.:  Director Washington  Technical  Institute... President. 

Elliott,  Lloyd  H.;  Director... George  Washington  University Do. 

Acacia  Mutual  Life  Insurance  Co Director. 

Airlie  Foundation Do. 

American  Security  &  Trust  Co Do. 

Washington  Planetarium  &  Space  Center Do. 

Fisher,  W.  Earl.:   Director  and  Officer C  &  P  Telephone  Co.  of  Maryland Director  and  Officer. 

C  &  P  Telephone  Co.  of  Virginia.... Do. 

C  &  P  Telephone  Co.  of  West  Virginia Do. 

Frey,  Ralph  W.:  Director  and  Officer .- 

Garlinghouse,  F.  Mark:  Director American  Telephone  &  Telegraph  Co Vice  President  and  General 

Counsel. 

Ohio  Bell  Telephone  Co Director. 

Sun  Chemical  Corp Do. 

Grosvenor,  Gilbert  M.:  Director National  Geographic  Magazine... Editor. 

American  Security  &  Trust  Co Director. 

Riggs  National  Sank  (Advisory  Board) Do. 

Hoffman,  Edwin  K.:  Director Woodward  &  Lthrop President. 

Associated  Merchandising  Corp Director. 

American  Security  and  Trust  Co Do. 

Jennings,  Lewellyn  A.:  Director Riggs  National  Bank _.  Chairman,    Executive  Com- 
mittee. 

Metropolitan  Life  Insurance  Co.  of  New  York..  Director. 

Potomac  Electric  Power  Co Do. 

Garfmckel,  Brooks  Bros.,  Miller  &  Rhoads Do. 

Lawson,  Belford  V.,  Jr.:  Director Lawson,  Lawson,  Nesbitt,  Taylor  &  Phillips..  Attorney. 

Madison  National  Bank Director. 

Stadtler,  John  W.:  Director National  Permanent  Federal  Savings  &  Loan  Chairman    of    the    board. 

Association.  president. 

Fireman's  Insurance  Co.  of  Washington Director. 

National  Capital  Bank Do. 

Investors  Mortgage  Insurance  Co Do. 

Mortgage  Investors  of  Washington Do. 

International   Union   of    Build.  Societies   &  Deputy  President. 
Savings  Association. 

C  &  P  TELEPHONE  CO.  OF  MARYLAND 

Baker,  Frank,  Jr.:  Director.. Monumental  Life  Insurance  Co Chairman  of  the  board,  chief 

executive  officer. 

Monumental  Corp Chairman  of  the  Board. 

Volunteer  State  Life  Insurance  Co Director. 

Monumental  Properties,  Inc Do. 

Union  Trust  Co.  of  Maryland Do. 

Savings  Bank  of  Balitmore Incorporator. 

American  Life  Insurance  Association Director. 

Bonsack,  Samuel  E.:  Director  and  President.  C  &  P  Telephone  Co Director  and  President. 

C  &  P  Telephone  Co.  of  Virginia Do. 

C  &  P  Telephone  Co.  of  West  Virginia Do. 

Beekman  Downtown  Hospital  (New  York  City).  Director. 

Dorsey,  Dr.  Rhoda  M.:  Director Goucher  College President. 

Dowell,  J.  Carson:  Director Goodyear  Tire  &  Rubber  Co.  (Akron,  Ohio)...  Vice  President. 

First  National  Bank  &  Trust  Co.  of  Western  Director. 
Maryland. 

Queen  City  Brewing  Co Do. 

Fisher,  W.  Earl:  Director  and  Officer C  &  P  Telephone  Co Director  and  Officer. 

C  &  P  Telephone  Co.  of  Virginia.. Do. 

C  &  P  Telephone  Co.  of  West  Virginia Do. 
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Harvey,  F.  Barton,  Jr.:  Director Alex.  Brown  &  Sons Partner. 

Southern  Airways,  lnc___ Director. 

American  Fidelity  Life  Insurance  Co.. Do. 

P.  A.  &  S.  Small  Co.... Do. 

Baltimore  &  Anapolis  Railroad Do. 

Canton  Co Do. 

Savings  Bank  of  Baltimore Do. 

Baltimore  Ice  Sports,  Inc Do. 

Commercial  Credit  Co... Do. 

Chamber  of  Commerce  of  Metropolitan  Baiti-  Do. 

more. 

Saving    Bank  of  Baltimore Incorporator. 

Henry,  T.  Hughlett,  Jr.:  Director Henry,  Halrston  &  Price Attorney. 

Maryland  National  Bank,  Easton Vice  chairman  of  the  board. 

Jacobs,  James  J.:  Director  and  officer First  National  Bank  of  Maryland Director. 

United  States  Fidelity  &  Guaranty  Co Do. 

Kettler,  Milton  E.:  Director  Kettler  Bros.,  Inc. Chairman  of  the  board. 

Union  Trust  Co.  of  the  District  of  Columbia...  Director. 

Morrei,  W.  Griffin:  Director First  National  Bank  of  Maryland... Do. 

Peterson,  Howell  &  Heather,  Inc Do. 

Provident  Savings  Bank  of  Baltimore Do. 

Monumental  Life  Insurance  Co Do. 

Monumental  Corp Do. 

Savings  Bank  of  Baltimore Corporator. 

Sondheim,  Walter,  Jr.:  Director Charles  Center— Inner  Harbor  Management. .  Chairman  of  the  board. 

First  National  Bank  of  Baltimore Director. 

Provident  Savings  Bank  of  Baltimore Do. 

Baltimore  Gas  &  Electric  Co Do. 

Fair  Lanes,  Inc Do. 

Baltimore  Life  Insurance  Co Do. 

Hochschild,  Kohn  &  Co Do. 

Mercy  Hospital Do. 

Sinai  Hospital  of  Baltimore Do. 

von  Auw,  Alvin;  Director American  Telephone  &  Telegraph  Co Vice  president  and  assistant 

to  chairman. 

Wills,  J.  Blacklock:  Director Southern  Maryland  Oil  Co President. 

Del-Marva  Gil  Co.,  Salisbury,  Md President  and  director. 

Timmons  Oil  Co.,  Miilsboro,  Del President. 

Southern  Maryland  Tires President  and  director. 

Bank  of  Southern  Maryland Director. 

C.  &  P.  TELEPHONE  CO.  OF  VIRGINIA 

Andrews,  Mason  C:  Director Norfolk  General  Hospital Physician. 

First  Virginia  Bank  of  Tidewater Director. 

Armistead,  M.  William,  III:  Director Landmark  Communications,  Inc... President. 

First  National  Exchange  Bank  of  Virginia Director. 

Dominion  Bankshares  Corp Do. 

Nelson-Roanoke  Corp Do. 

Bonsack,  Samuel  E.:  Directorand  president.  C.  &  P.  Telephone  Co Director  and  president. 

C.  &  P.  Telephone  Co.  of  Maryland Do. 

C.  &  P.  Telephone  Co.  of  West  Virginia Do. 

Beekman  Downtown  Hospital  (NYC).. Director. 

Crosland,  Edward  B.:  Director. American  Telephone  &  Telegraph  Co Senior  vice  president. 

South  Central  Bell  Telephone  Co. Director. 

American  Security  &  Trust  Co Do. 

Federal  Home  Loan  Bank  of  New  York Do. 

Fisher,  W.  Earl:  Directorand  officer C.  &  P.  Telephone  Co Directorand  officer. 

C.  &  P.  Telephone  Co.  of  Maryland Do. 

C.  &  P.  Telephone  Co.  of  West  Virginia Do. 

Halpin,  Gerald  T.:  Director Westgate  Corp President. 

Alexandria  Amusement  Corp Do. 

Lost  Creek  Ranch,  Inc Do. 

Management  Associates,  Inc Do. 

Mount  Vernon  Motor  Lodge,  Inc... Do. 

United  Virginia  Bank— National. Director. 

Harris,  Edward  R.,'Jr.:  Director Fidelity  American  Bankshares,  Inc President. 

Virginia  Forests,  Inc Director. 

Sta-Kleen  Bakery,  Inc Do. 

Belgium  Tool  &  Die  Co... Do. 

Omni  Services  of  Culpeper Do. 

Craddock-Terry  Shoe  Corp Do. 

Carter  Glass  &  Sons  Publishers,  Inc Do. 

Hudson,  Dr  Roy  D.,  Director Hampton  Institute President 

Peninsula  Urited  Community  Services.. Director. 

United  Virginia  Bank— Citizens  &  Marine Do. 

Humelsine,  Carlisle  H.:  Director Colonial  Williamsburg  Foundation President. 

United  Virginia  Bankshares Director. 

fiarfinckel,  Brooks  Bros.,  Miller  &  Rhoads Do. 

New  York  Life  Insurance  Co Do 

Grand  Teton  Lodge  Co.. Do. 

Caneel  Bay  Plartation,  Inc Do. 

Miller,  Giles  H.,  Jr.:  Director Scott  &  Stringfellow Partner. 

Culpeper  National  Bank  (Honorary)... Director. 

Culpeper  Broadcasting  Corp. Do. 
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Modlin,  George  M.:  Directc: University  of  Richmond Chancellor. 

First  &  Merchants  National  Banl< Director. 

Richmond  Memorial  Hospital Do. 

Sebrell,  Thomas  E.,  III.:  Director United  Virginia  Bank— National. Chairman     of    the     board, 

chief  executive  officer. 

Washington  Gas  Light  Co Director. 

United  Virginia  Bankshares Director  and  Executive  com- 
mittee. 

Tait,  Lee  C:  Director  and  officer Southern  Bank  &  Trust  Co Director. 

Thalhimer,  William  B,  Jr.:  Director Thalhimer  Bros.,  Inc Chairman     of    the     board, 

chief  executive  officer. 

Central  National  Bank Director. 

Central  National  Corp Do. 

Associated  Merchandising  Corp.  of  New  York..         Do. 

Richmond  Memorial  Hospital Do. 

Fidelity  Bankers  Life  Insurance  Co Do. 

St.  Mary's  Hospital Do. 

C.  &  P.  TELEPHONE  CO.  OF  WEST 
VIRGINIA 

Armistead,  Charles  S.:  Director.. Baker  &  Armistead Partner. 

Bannerol,  Frederick  G.,  Jr.:  Director Elk  Refming  Co Chairman  of  the  board. 

Kanawha  Valley  Bank Director. 

Bonsack,  Samuel  E.:  Director  and  president.  C.  &  P.  Telephone  Co Director  and  president. 

C.  &  P.  Telephone  Co.  of  Maryland Do. 

C.  &  P.  Telephone  Co.  of  Virginia Do. 

Beekman  Downtovi/n  Hosptial  (NYC) Director. 

Caldwell,  Theodore  J.  S.:  Director _.  First  Huntington  National  Bank Chairman  of  the  board. 

Warfolk  Land  Co Director. 

First  Huntington  Co Do. 

Central  Realty  Co Do. 

Frederick  Hotel Do. 

J.L.Caldwell  Co. President  and  director. 

Dingess  Rum  Coal  Co Director  and  officer. 

Wayne  County  Land  &  Mineral  Co President  and  director. 

Big  Sandy  Coal  Co Director  and  officer. 

Eagle  Coal  Co Do. 

The  Realty  Co,  _ _.. President  and  director. 

C.  L.  Ritter  Lumber  Co Director  and  officer. 

Ben  Williamson  &  Co. Do. 

Fisher,  W.  Earl:  Director  and  officer C.  &  P.  Telephone  Co_ Do. 

C.  &  P.  Telephone  Cc.  of  Maryland. Do. 

C.  &  P.  Telephone  Co.  of  Virginia Do. 

Gresham,  Perry  E.:  Director Bethany  College Chairman  of  the  board  of 

trustees. 

Cooper  Tire  &  Rubber  Co. Director. 

Holiday  Inn,  Morgantown,  W.  Va Do. 

Wheeling  Dollar  Savings  &  Trust  Co Do. 

Hoffmann,  Frank  P.:  Director  and  officer...  Kanawha  Valley  Bank.... Do. 

Jones,  Wilburs.:  Director Stone  &  Thomas Chairman  of  the  board. 

Ohio  Valley  Business  &  Industrial  Develop-    Director. 
ment  Corp. 

Clarksburg  Drug  Co Chairman  and  director. 

Ohio  Valley  Drug  Co Do. 

West  Virginia  Hospital  Service Director  and  officer. 

Security  National  Bank  &  Trust Chairman  of  the  board. 

M.  Marsh  &  Sons Director. 

Long,  John  B.:  Director Marmon  Research President. 

Myers-Whaley  Co Director. 

Appalachian  Resources  Co Do. 

Riverton  Coal  Co Chairman  of  the  board. 

Bank  of  Mount  Hope Do. 

Mildren,  William  E.:  Director.. Commercial  Banking  &  Trust  Co Chairman. 

...      ^      ,.,.„.       ,     „.  Eureka  Pipe  Line  Co_-.„ Director. 

Mobraaten,  William  L.:  Director. American  Telephone  &  Telegraph  Co Vice  president. 

Thomas,  John  L:  Director Thomas,  Field  &  Co.... President 

Columbia  Gas  System Director. 

Columbia  Gas  of  West  Virginia Do. 

Columbia  Gas  of  Kentucky.  Do. 

CINCINNATI  BELL,  INC. 

Allen,  Robert  H.:  Officer 

Barrett,  Charles  M.:  Director Southern  Ohio  Bank.  .'."'"I.\"."".'.""".'Ii;i         Do. 

Eagle  Savings  Association.. Do. 

Eagle-Picher  Industries,  Inc Do. 

Western-Southern  Life  Insurance  Co President. 

Bonnick,  Albert  T.:  Director  and  officer. 

Christensen,  Paul  W.,Sr.:  Director  emeritus 

Dugan,  Richard  T.:  Director  and  president..  Central  Trust  Co  Director 

Forker  David  M.:  Director  emeritus William  Powell  Co _ .'.  Chairman  of  the  board. 

Geier.  Philip  0.,  Jr.:  Director Armco  Ste^l  Co Director. 

Cincinnati  Milacron,  Inc. Chairman  of  the  board 

Goodyear  Tire  &  Rubber  Co Director. 

Hobart  Manufacturing  Co Do. 

Procter  &  Gamble  Co .."         Do. 
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Hall,  Joseph  B.:  Director  emeritus.... Access  Corp Director. 

Champion  International  Corp Do. 

Nationwide  Real  Estate  Investment  Trust Trustee. 

Tenneco,  Inc Director  emeritus. 

Hibbard,  Dwight  H.:  Director  and  officer 

Kilgour,  Bayard  L.,  Jr.:  Director  emeritus..  Central  Trust  Co Do. 

Central  Bancorporation Director. 

Union  Central  Life  Insurance  Co... Do. 

Poetker,  Frances  J.:  Director Jones  the  Florist Owner. 

Thompson,  Morley  P.:  Director Central  Bank  &  Trust  Co Director. 

D.  H.  Baldwin  Co President. 

XOMOX  Corp Director. 

FIVICCorp Do. 

Anchor  Hocking  Corp Do. 

Midland  Co ._. Do. 

Stearns  &  Foster  Co Do. 

Cincinnati  Equitable  Insurance Do. 

Hess  &  Eisenhardt  Manufacturing  Co Do. 

Thomson,  Dwight  J.:  Director Champion  Internationa!  Corp Director,  special  asoistant  ♦o 

chairman. 

Victor,  William  W.:  Officer . 

Wagner,  Richard  E.:  Director Fifth  Third  Bank Director. 

Pepsi-Cola  Bottling  Co.  of  Cincinnati President. 

Security  Investment  Co.. Director. 

Whittaker,  William  J.:  Director Central  Bancorporation Do. 

Central  Trust  Co. Director  emeritus 

Cincinnati  Gas  &  Electric  Co Director. 

U.S.  Shoe  Corp Do. 

DIAMOND  STATE  TELEPHONE  CO. 

Brown,  Werner  C:  Director... Hercules  Inc... President. 

Delaware  Trust  Co Director. 

Delmarva  Power Do. 

Cashel,  William  S.,  Jr.:  Director  and  presi-    Bell  Telephone  Co.  of  Pennsylvania Director  and  officer. 

Penn  Mutual  Life  Insurance  Co Trustee. 

First  Pennsylvania  Banking  &  Trust  Co Director. 

Rorer-Amchem,  Inc Do. 

Philadelphia  Saving  Fund  Society Trustee. 

Copeland  William  G.:  Director Continental  American  Life  Insurance  Co President    and     chief     ex- 
ecutive officer. 

Bank  of  Delaware Director. 

Dawson  James  H.:  Director do .-. President  and  chairman    of 

the  board. 

Hulihan,  Joseph  F.:  Director  and  officer 

King,  John  Bedford:  Officer Bell  Telephone  Co  of  Pennsylvania Officer. 

Mathers,  William  P.:  Director  and  officer do Director  and  officer. 

McCoy  Charles  B.:  Director. E.  1   DuPont  DeNemours  &  Co Chairman    of    the    fmance 

committee. 

First  National  City  Corp Director. 

First  National  City  Bank. Do. 

Wilmington  Trust  Co.. Do. 

Robinson,  Ian  W.:  Officer Bell  Telephone  Co.  of  Pennsylvania Officer. 

Shaughnessy.  Robert  L:  Officer do Do. 

Townsend,  Preston  C:  Director Townsend's,  Inc President. 

Continental  American  Ins.  Co Director. 

Millers  Mutual  Insurance  Co Do. 

Beebe  Hospital Do. 

Zimmerman,  Irvin  G.:  Officer Bell  Telephone  Co.  of  Pennsylvania Officer. 

Central  Pennsylvania  National  Bank Director. 

Scully,  Raymond  F.:  Officer. 

ILLINOIS  BELL  TELEPHONE  CO. 

Block,  Edward  M.:  Officer - 

Bunn,  Willard,  Jr.:  Director. Springfield  Marine  Bank President. 

Bunn  Capitol  Co.... Director. 

Bunn-O-Matic  Corp.. -do 

Illinois  National  I  nsu ranee  Co do... 

Inland  National  Insurance  Co do 

Sangamo  Electric  Co do 

Ebersold,  Charles  W.:  Officer Hospital  Service  Corp do.. 

Franklin,  John  Hope:  Director University  of  Chicago Professor. 

Gable,  Jack  B.:  Officer... . 

Handley,  Jack  A.:  Director Ermanco.  Inc Director. 

Pullman  Bank  &  Trust  Co. Do. 

Societe  Francaise  Whiting  Ferment... Do. 

South   Suburban    Federal   Savings   &    Loan  Do. 

Association. 

Whiting  Corp President  and  Chief  Execu- 
tive Officer. 

Whiting  Equipment  Ltd Director. 

Whiting  International,  Inc Do. 
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Heineman,  Ben  W.:  Director First  8ani<  of  Chicago -. Director. 

First  National  Bank  of  Chicago,- Do. 

Metropolitan  Life  Insurance  Co Do. 

Notthwe«;t  Chemco,  Inc Do. 

Northwest  Industries  Inc President  and  chief   execu- 
tive officer. 

Northwest  Industries  Foundation  Inc Director. 

Chicago,   St.    Paul,    Minneapolis   &    Omaha  Do. 

Railway  Co. 

Lone  Star  Steel  Co - Do.  , 

Philadelphia  &  Reading  Corp... Do. 

Henry,  David  Dodds:  Director University  of  Illinois Professor. 

Holditch.StanleyN.:  Officer... Chicago  Maternity  Center _.  Director. 

Illinois  State  Chamber  of  Commerce Do. 

Intra  State  Telephone  Co Do. 

Hughes,  Earl  M.:  Director First  National  Bank --  Do. 

Hughes  Hybrids,  Inc -..  Do. 

Johnson,  Joseph  H.:  Officer  ._ National  Ben  Franklin  Insurance  Co Do. 

National  College  of  Education Chairman-Board 

Kertz,  Hubert  L:  Director American  Telephone  &  Telegraph  Co Vice  Presidents. 

Indiana  Bell  Telephone  Co.,  Inc Director. 

Kotteman,  Walter  C:  Officer.. _ 

Lanterman,  Joseph  B.:  Director _.  Amsted  Industries  Inc.    (American Steel) Chairman-Board  Executive 

Officer. 

Harris  Bankcorp  Inc ..-  Director. 

Harris  Trust  &  Savings  Bank Do. 

Illinois  Centra!  Industries. ._ Do. 

Illinois  Central  R.R.  Co Do. 

International  Harvester  Co Do. 

Kemperco  Inc Do. 

Peoples  Gas  Co Do. 

Peoples  Gas  Lights  Coke  Co Do. 

University  Patents  Inc Do. 

Latimer,  Hugh  A.: Officer    

Lunding,  Franklin  J.:  Director. Jewel  Con.panies  Inc Do. 

Thomas  Industries,  Inc Do. 

Marshall,  Charles:  Officer 

Morgn,  Graham  J.:  Director Acoustical  Products  (PTY)  Ltd Do. 

A.iieiican  Hospital  Supply  Corp Do. 

BPB  Industries  Ltd Do. 

Columbia  Corp -.  Do. 

Columbia  NvematicSvstems  Inc Do. 

Continental  Illinois  National  B&T Do. 

Continental  Illinois  Coip Do. 

AP  Green  Refractories  Co Do. 

Illinois  Central  Industries Do. 

IllinoisCentral  Rail  Road Do. 

S.A.  Gyproc-Benelux Do. 

International  Harvester  Co Do. 

Sqare  D  Co Do. 

U.S.  Gypsum  Co Chairman  of  the  board  and 

chief  executive  officer. 
Nevin,  John  J.:  Director American  National  Corp Director. 

American    National    Bank    &   Trust   Co.   of  Do. 

Chicago. 

FMCCorp Do. 

Zenith  Radio  Corp President  and  chief  execu- 
tive officer. 

Nicholson,  Elmer  L.:  Director CNA  Financial  Corp Chairman  of  the  board  and 

president  and  chief  execu- 
tive officer. 
Olson,  Bruce  F.:  Director American  National  Bank  &  Trust Director. 

Sundstrand  Corp Chairman  of  the  board  and 

chief  executive  officer. 

Falk  Corp Director. 

Olson,  James  E.:  Director  and  president Indiana  National  Corp Do. 

Statesman  Insurance  Co Do. 

Harris  Bankcor.p,  Inc Do. 

Harris  Trust  &  Savings  Bank Do. 


Prothero,  Robert  E.:  Officer 

Sharp,  Donald  H.:  Officer      

Sinks,  William  A,:  Officer 

Springer,  William  H.:  Officer __ _.. 

Staley,  Delbert  C:  Director  and  officer Intra-State  Telephone  Co. 

Trutter,  John  T.:  Officer... _ 


INDIANA  BELL  TELEPHONE  CO.,  INC. 

Allen,  Robert  E.:  Officer 

Arbuckle,  John  W.:  Director  and  president..  American  FIstcher  National  Bank  &  Trust  Co...  Do. 

Ayres,  Lyman  S.:  Director... Associated  Dry  Goods  Corp Do. 

Indianapolis  Water  Co Do. 

Wirth  &  Co Director  and  officer. 

L.  S.  Ayres  &  Co Honorary  chairman. 

Merchants  National  Corp.. Director. 
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Ball,  Edmund  F.:  Director. 


Barnes,  Charles  A.:  Director. 


American  Fletcher  Corp Director. 

American  National  Bank  &  Trust  Co.  of  Muncie.          Do. 
BallCorp Chairman,    executive    com- 
mittee. 

Ball  State  University  Foundation Director  and  president. 

Borg-Warner  Corp.  of  Chicago Director. 

Merchants  National  Bank  of  Muncie. Do. 

Muncie  Aviation  Corp Chairman  of  board. 

Kindel  Furniture  Co Do. 

Baterias  Mallory  de  Argentina Director. 

Contactos  y  Electrodos  Mallory. Do. 

Indiana  National  Corp Do. 

Industrias  P.  R.  Mallory Do. 

Jenn-Air  Corp Do. 

Liberty  Mutual  Insurance  Co Adv.  board. 

Mallory  Batteries,  Ltd Director. 


Mallory  Batteries  Pty.  Ltd. 
Mallory  Battery  Co.  of  Canada,  Ltd. 
Mallory  Metallorgical  Products,  Ltd. 

Mallory  Tiawan,  Ltd 

Mallory  Timers  Continental. 

Mallory  Timers,  Ltd 

N.  V.  Mallory  Batteries 

Johnson  Matthey  &  Mallory,  Ltd 

Indiana  Na'ional  Bank. 


R.  Mallory  &  Co.,  Inc President  and  chief  execu- 
tive officer. 


Berry,  Thomas  J.:  Officer 

Cracraft,  Bruce  N,:  Officer... 
Goodrich,  Henry  C:  Director. 


National  Mallory  Denchi  KK... 
P.  R.  Mallory  International  Inc. 
State  Life  Insurance  Co 


Director. 
Do. 
Do. 


chief    executive 


Kertz,  Hubert  L:  Director.. 
Lake,  Thomas  H.:  Director. 


Lloyd,  Frank  P.:  Director.... 

iVlacLean,  J.  Allan:  Director. 


Alabama  Great  Southern  RR Do. 

Georgia  Kraft  Co Do. 

Indiana  National  Bank Do. 

Indiana  National  Corp Do. 

Inland  Container  Corp President, 

officer. 

Property  Management  Services  Inc... Director. 

Protective  Life  Insurance  Co. Do. 

Southern  Natural  Gas  Co Do. 

Stokely  Van  Camp,  Inc Do. 

Rexford  Paper  Co Do. 

El  Moiro  Corrugated   BoxCoip. Do. 

Andeison  Box  Co Do. 

American  Telephone  &  Telegraph  Co Vice  president. 

Illinois  Bell  Telephone  Co Director. 

Eli  Lilly  &  Co President. 

Eli  Lilly  International  Corp Director. 

Eli  Lilly  Endowment,  Inc. Do. 

American  Fletcher  National  Bank  &  Trust  Co...         Do. 

Elizabeth  Arden,  Inc ---  Director  and  chairman  of  the 

board. 

Elanco  Products  Co Do. 

Medical  Research  Methodist  Hospital  of  In-    Vice  president. 

diana.  ,    ^, 

Midwest  National  Bank Director,    chairman    of   the 


McKinney,  Frank  E.,  Jr.:  Director. 


Reinken,  Paul  E.:  Officer. 
Risk,  J.  Fred:  Director... 


Associates  Corp.  of  No.  America 

First  Bank  &  Trust  Co 

Reliance  Electric  Co -. 

ARC  Corp 

North  American  Sign,  Inc -. 

FBT  Corp 

Gladding  Corp 

Hickey  Construction  Co.,  Inc 

Nortnern  Indiana  Public  Service  Co.. 

American  Fletcher  Corp 

American  Fletcher  National  Bank  &  Trust  Co. 

Allied  International 

Southwest  Savings  &  Loan  Association 

Blue  Shield  of  Indiana 

Stark,  Wetzel  Food  Inc 

Indianapolis  Power  &  Light  Co 


Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 
Chairman  of  the  board. 

Do. 
Director. 

Do. 

Do. 

Do. 

Do. 


'Indiana  National  Bank.".'!".' Chairman  of  the  board  and 

chief  officer. 

Indiana  National  Corp Chairman  of  the 

president. 
Franklin  C-rp Director. 


and 


Hamilton  Cosco,  Inc. 

RansburgCorp  

Inland  Container  Corp. 

Ste^k   n'Shake 

Ho-^k  Drugs,  Inc 

Mutz  Corp. 


London  Interstate  Bank  Ltd Alternate  director. 
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Ryan,  John  W.:  Director Indiana  University.. ._ President 

Steffen,  E.  Andrew:  Officer 

Stokely,  Alfred  J.:  Director. American  Retcher  Cor()\\][[]][[]"]["l[[]  Director. 

American  United  Life  Insurance Do. 

Hawaii  Fruit  Packers,  Inc.. '"  Do' 

Indianapolis  Power  &  Light  Co Do' 

Stokely-Van  Camp  Inc. President  and  chief  execu 


^  ,  ^.     ^         ,  „    „.  American  Fletcher  National  Banks  Trust  Co...  Do. 

Sutphm,  Samuel  R.;  Director Crane  Co ._  qq 

Indiana  NationalCorp  "  Do 

P.  R.  Mallory  &  Co.  Inc Do' 

Scott  Paper  Co.. Do' 

Norfolk  &  Western  Railway  Co. ^  Do' 

Indiana  National  Bank Do. 

DerJIo,  Inc '  nn' 

Ward,  Joseph  D.:  Officer.... -".".."III.'I'III 

MICHIGAN  BELL  TELEPHONE  CO. 

Bixby,  H.  Glenn:  Director Ex-Cell-O  Corp Do. 

Detrex  Chemical  industries,  Inc Do 

Detroit  Edison  Co Do' 

Ex-Cell-0  Aircraft  &  Tool  Corp ".".".".  Directo'r  and  officer. 

Manufacturers  National  Bank,  Detroit Director. 

Michigan  Chrome  &  Chemical  Co  Do 

RnHmon  Hon     T    Ro.tnr                          X  LD  Parker  Co.  (Division  Ex-Cell-0) Chairman  of  thelboard, 

Bodman,  Henry  T.:  Director S.  S.  Kresge  Co ..  Director 

National  Bank  of  Detroit  NDC...     ....'.  Do' 

National  Steel  Corp  nn' 

Boekeloo,  Kenneth  J.:  Officer... """ 

Easlick,  David  K.:  Director  and  president...  American  United  Life  Insurance  Co  Do 

Circle  Income  Shares  Inc '"  Do 

National  Detroit  Corp.   .  Dn 

Ebben,  William  E.:  Officer. 

Ferguson,  William  C:  Officer 

Fisher,  Max  M.:  Director. Dayco  Corp -".!-'""^"  "     "  Do 

Fruehauf  Corp ..[[[\\\\[[  Do' 

Michigan  Consolidated  Gas  Co  Do' 

Owens  Illinois  Inc.  (Glass  Co.)                     "'"  Do' 

Safran  Printing  Co...  Chairman  of  the  board. 

Detroit  Renaissance,  Inc  Do 

o,,..  D-u    ^.,     n-      .  Manufacturers  National  Bank  of  Detroit..""."  Director. 

Gillett,  Richard  M.:  Director American  Seating  Co Do 

Consumers  Power  Co Do' 

Grand  Hotel T. .'."!""""  Do' 

Old  Kent  Financial  Corp Do' 

Stekette  Department  Stores     ..                  "  Do' 

Citation  Cos...  Do' 

Old  Kent  Bank  &  Trust  Co l"::]"":::  Chairman  of  the  board 

Wolverme  Industries. Director 

Greber,  Edward  G.:;,Director American  Telephone  &  Telegraph   Vice  ore'sident 

Harrington,  G.  Robert:  Officer i  c  pi«iueiii. 

Haynes,  Lloyd  J.:  Officer "' 

Hudson,  Joseph  L.,  Jr.:  Director Associated  Merchand'ising'Corp" Director 

J.  L.  Hudson  Co ...".".::".".  Chairman. 

Detroit  Edison  Co Director 

National  Bank  of  Detroit. Do. 

National  Detroit  Corp . Director  and  officer 

MacDonald,  Ray  W.:  Director Burrough  Information  Systems,  Ltd    Director 

Burroughs  De  Chile,  South  America....        "'  Do' 

Burroughs  De  Columbia  South  America Do' 

Burroughs  Del  Peru  South  America  Do 

Burroughs  A.  B Do' 

Burroughs  Business  Machines  Ltd.I^I'"  Do' 

Burroughs  C.  A. Do 

Burroughs  Caribbean  Limited Do 

Burroughs  Cor[K President. 

Burroughs  Data  Systemerlis Director 

Burroughs  Eletronica  Ltda. Do" 

Burroughs,  Inc "  Qq 

Burroughs  Inter-America  Limited...."""""  Do' 

Burroughs  International  Co.  Do" 

Burroughs  Leasing  Co.,  Ltd.... Do" 

Burroughs,  Limited Do 

Burroughs  Machines  Limited Do" 

Burroughs  B.  V. "  qq 

Burroughs  Overseas  Limited '..'..'...'.'."  Do' 

Companid  Burroughs  de  Venezeula,  Inc..  Do" 

Cumpagnie  Gelge  Burroughs Do 

Industrias  Mexicana  Burroughs Do' 

Societe  Anonyme  Burroughs... Do' 

Detroit  Renaissance,  Inc '"  Qq 

Diamond  Crystal  Salt  Co '  Do' 
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First  National  Financial  Corp 

First  National  Bank  &  Trust 

..  Director. 
Do 

Gilmore  Brothers 

Do. 
Do. 

Plumley  A  Verir  Officer 

Upjohn  Co 

..  Chairman  of  the  board. 

Schwartz,  Alan  E.:  Director 

Burroughs  Corp 

Cunningham  Drugstores,  Inc.. 

Cyphernetics  Corp 

Detroit  Edison  Co _.._ 

Handleman  Co 

Honigman,  Millar,  Schwartz  &  Cohn 

Howel!  Industries  Inc 

SOS  Consolidated  Inc. _.. 

..  Director. 

Do. 
..  Chairman  of  the  board. 
..  Director. 

Do. 
-.  Partner. 
..  Director. 

Do. 

Do. 

Smitfi  Dan  F  ■  Director  and  Officer 

Townsend,  Lynn  A.:  Director „_ 

...  Chrysler  Corp 

Chrysler  Financial  Corp 

Chrysler  Realty  Corp 

..  Chairman  of  the  board. 
..  Director. 
Do 

Do. 

Do. 

Wharton,  Dolores  D.  (Mrs.):  Director... 

MOUNTAIN  BELL 
Babbitt,  John  G.:  Director 

._.  Babbitt  Bros.  Trading  Co 

..  President. 
Do. 

Biggs,  Clinton  A.:  Director 

Braucht  George  W  •  Officer 

Valley  National  Bank,  Phoenix 

First  Federal  Savings  &  Loan  Association... 
...  C.  A.  Biggs  Associates,  Inc 

..  Director. 
Do. 
..  President. 

Breckenridge,  John  H.:  Director 

...  L.  L.  Breckanricige  Co 

..  President. 

Cannon  J  Walton:  Officer 

DeMuth  Laurence  W  •  Officer 

Farr,  William  D.:  Director. 

...  Farr  Farms  Co 

Affiliated  Bankshares  of  Colorado 

..  President. 

Greeley  National  Bai-k... 

West  Greeley  National  Bank 

..  Director. 
Do 

Do. 

Hall  Charles  F  •  Officer 

Do. 

Do. 

Jacobs  W  0  ■  Director  and  officer 

First  National  Bank  of  Denver 

Do 

Do. 

Killorin  James  E  ■  Officer 

Silver  State  Savings  &  Loan  Association.... 

Do. 

Maher  James  F  ■  Officer 

McDonald,  Jack  P.:  Officer 

Miller,  James  H.:  Officer 

...  First  National  Bank  &  Trust  Co 

Montana  Physicians  Service 

...  United  Skyline  Bank 

...  Walter  S.  Chessman  Realty  Co.. 

..  Director. 
..  Trustee. 
-.  Director. 

Do. 

Evans  Investment  Co 

..  Vice  president  and  director. 

Morris  Robert  V  •  Officer 

First  National  Bank  of  Denver 

..  Director. 

Owens'  Sebastian:  Director 

Parmelee,  Robert  L.:  Officer 

...  Urban  League  of  Colorado,  Inc 

..  Executive  director. 

Price,  Howard  W.:  Director 

Pringle,  Robert  J.  Officer 

Provost  Donald  E.:  Director 

...  Turf  Equipment  Co 

Salt  Lake  City  Union  Depot  &  Railroad  Co.. 

....  Colorado  National  Bank... 

Stearns-Roger  Corp 

..  President. 

..  Board  member. 

..  Director. 

President  and  chairman  of 

the  board. 
Do. 

Steams-Roger  de  Mexico  South  America 

Rio  Grande  Industries,  Inc 

General  Iron  Works  Co 

..  Director  and  chairman  of  the 

board. 
-.  Director. 
Do 

Denver  &  Rio  Grande  Western  Railroad  Co.. 
First  National  Bank  of  Denver 

Do. 
Do. 

First  National  Bancorporation,  Inc 

Do 

Lutheran  Hospital  &  Medical  Center 

Do 

Stofft,  Frederick  R.:  Director 

Arizona  Bank 

American  Estates  Life  Insurance  Co 

PBSW-Corp 

..  Director, 
Do. 
Do. 
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Timothy,  Robert  K.:  Director  and  president.  United  Bank  of  Denver Director. 

United  Banks  of  Colorado,  Inc _.  Do. 

Toole,  John  H.:  Director Toole  &  Easter,  Inc Chairman  of  the  board. 

First  Nalional  Bank,  Missoula Director. 

True,  Henry  A.,  Jr.:  Director True  Drilling  Co Partner. 

True  Ranches Owner. 

True  Oil  Co _.  Partner. 

Belle  Forche  Pipeline  Co President. 

Camp  Creek  Gas  Co Do. 

Reserve  Oil  Purchasing  Co__. Do. 

First  National  Bank  of  Casper Director. 

Tutt,  Wm.  Thayer:  Director.. Broadmoor  Hotel,  Inc _  President.  / 

Wlanitou  &  Pikes  Peak  Railway  Co President  and  Director. 

Wit.  Manitou  Park  &  Incline  Railway  Co Do. 

El  Pomar  Investment  Co Vice  President  and  Director. 

San  Juan  Tours ._, _ Do. 

Affiliated  Bankshares  of  Colorado,  Inc Director. 

Kennicott  Copper  Corp Do. 

Braden  Copper  Co Do. 

Denver  &  Rio  Grande  Western  Railway Do. 

Garden  City  Co.&  Affiliated  Cos _. Do. 

First  National  Bank  of  Colorado  Springs Do. 

Whalen,  Kenneth  J.:  Director American  Telephone  &  Telegraph  Co Vice  President. 

American  Motors  Corp __  Director. 

Burroughs  Corp Do. 

Parke,  Davis  &  Co... Do. 

Williams,  Judson  F.:  Director Uptrends,  Inc President. 

White  House  Department  Stores Director. 

First  Savings  &  Loan  Association.. Do. 

Southern  Union  Gas  Co _ Do. 

Arkansas  Western  Gas  Co Do. 

Wood,  Edward  R.:  Director Santa  Fe  Motor  Co President      and      General 

Manager. 

Wood  &  Hill  Corp Vice  president  and  director. 

Quality  Pontiac,  Inc Do. 

First  New  Mexico  Small  Business  Investment  Do. 

Corp. 

First  National  Bank  of  Santa  Fe ..Director  and  Chairman   of 

the  Board. 

Public  Service  Co.  of  New  Mexico Director. 

NEW  ENGLAND  TELEPHONE  CO. 

Aldrich,  C.  Duane:  Officer 

Barker,  James  S.:  Director.. Indian  Head  National  Bank  of  Concord Chairman  of  the  board. 

Richard  I.  Brew  &  Co.,  Inc Director. 

John  Swenson  Granite  Co Do. 

Concord  General  Insurance  Co Do. 

Barry,  Allen  G.:  Director Boston  Old  Colony  Insurance  Co. Do. 

Lu  ilow  Corp Do. 

New  England  Mutual  Life  Insurance  Co. Do. 

First  National  Bank  of  Boston Honorary  director. 

First  National  Boston  Corp. _ Do. 

Suffolk  Savings  Bank... Trustee. 

Towie  Manufacturing  Co...: Director. 

Cabot,  Louis  W.:  Director. Cabot  Argentina  S.A.  Inc Chairman  of  the  board. 

Cabot  Carbon  of  Canada  Ltd Director  and  Officer. 

Cabot  Carbon  Ltd.  (England) Director. 

Cabot  Columbina  S.A Do. 

Cabot  Corp.  ani  subsidiaries Chairman  of  the  board. 

Cabot  Engineering  Co Director  and  officer. 

Cabot  Foundation Do. 

Cabot  France  S.A Director. 

Cabot  GMBH Adv.  Cn. 

Cabot  Italiana  SPA Director. 

CabotSA Director  and  officer. 

Distrigas  Corp _ Director. 

Donnelley,  R.  R.  &  Sons Do. 

Owens-Corning  Fiberglas  Corp Do. 

Federal  Reserve  Bank  of  Boston Do. 

Collier,  Abram  T.:  Director New  Englarrd  Mutual  Life  Insurance  Co President. 

Houghton  Mih'lin  Co Director. 

LoomisSayles  &  Co.  Inc Do. 

New  England  Merchants  National  Bank Director-Advisory. 

Dann,  Harold  R.:  Officer. 

Frost,  Raymond  H.:  Officer _. 

Fellows,  HaynesH,,  Jr.:  Director  and  officer ..  State  Street  Boston  Financial  Corp Director. 

State  Street  Bank  &  Trust  Co Do. 

Goddard,  Robert  H.  I.:  Director Providence  Investors  Co Do. 

Brown  &  Ives Do. 

Merchants  Cold  Storage  &  Warehouse  Co Do. 

Rhode  Island  Hospital  Trust  National  Bank...         Do. 

Rhode  Island  Hospital  Trust  Corp Do. 

Providence  Washington  Insurance  Co Do. 

Providence  Investors  Co Do, 

Warwick  Land  Co President  and  treasurer. 
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Gordon,  Elliott  M.:  Director. 


Liberty  Mutual  Insurance  Co Director. 

IVlillipore  Corp Do. 

National  Shawmut  Bank  of  Boston. Do- 

Shawmut  Association  Inc ^  P°-     .        . 

Towie  Manufacturing  Co - Chairman-board. 


Harriman,  Bruce:  Officer.... 
Hjggins,  Milton  P.:  Director. 


Hill,  Richard  C:  Director. 


"Ark'wVight  Boston  Manufacturers  Mutual  Fire    Director. 
Insurance  Co. 

Mutual  Boiler  &  Machinery  Insurance  Co Do. 

Norton  Co ---, ,     Do. 

Liberty  Mutual  Insurance  Co Honorary  director. 

Worcester  County  National  Bank. .-  Do. 

Bank  of  Boston  International.. Director. 

Boston  Overseas  Financial  Corp ^u        '      . ..,    d      a 

First  National  Boston  Corp -  Chairtiian  of  the  Board. 

Chief  Executive  Officer. 
Director. 


Firstbank  Financial  Corp 

John  Hancock  Mutual  Life  liisurance — 

Liberty  Mutual  Insurance  Co 

Polaroid  Corp .----.--"  v " 

First  National  Bank  of  Boston  (also  director 
of  a  number  of  subsidiaries). 


Do. 

Do. 
Chairman  of  the  Board. 
Chief  Executive  Officer. 


Hogan,  William  M.  Jr.:  Officer.     .... 
Hugel,  Charles  E.:  Director  and  Officer. 

Landry,  Robert  F.:  Officer - 

Lazarus,  Maurice:  Director. 


Raytheon  Co Director. 

New  JeVseyBelYTelephone  Co.'!''"!" Director  and  Officer. 


'  Federated  "De'part'ment's'tores',' inc.- ..-  Chairman    of    the    Finance 

Committee. 


Director. 
Do. 


Mercer,  William  C:  Director  and  President. 
Olmsted,  George  Jr.:  Director. 


wens,  Cornelius  W.:  Director. 


ITEKCorp 

Mass.  Mutual  Life  Insurance  Co 

First  National  Boston  Carp ""• 

First  National  Bank  cf  Boston Do. 

John  Hancock  Mutual  Life  Insurance  Co Do. 

Boston  Co ---  Do. 

Boston  Safe  Deposit  &  Trust  Co Do. 

Copper  RangeCo Do. 

Financial  General  Bankshares  Inc Officer. 

New  England  Mutual  Life  Insurance  Co. Director. 

The  Provident  Instituticn  for  Savings ..Trustee. 

American  Telephone  &  Telegraph  Co Executive  vice  president 

Grace  W.R.  &  Co Director. 

Marine  Midland  Banks  Inc Do. 

New  York  Stock  Exchange. ---  Do. 

Southwestern  Bell  Telephone  Co Do. 

St.  Vincents  Hospital  &  Medical  Center Do. 


Prendiville.John  F.:  Officer. 
Saunders,  Hugh  C:  Director. 


Smith,  Frederick  P.:  Director. 


President. 
Director. 
Do. 
Do. 
Do. 
Do. 
Chairman  of  the  board  and 
chief  executive  officer. 

Mount  Mansfield  Co.  Inc ..--  .Director. 

National  Life  Insurance  Co .-  Do. 

Union  Mutual  Fire  Insurance  Co Do. 


Saunders  Bros.  Inc 

Canal  National  Bank 

Coca-Cola  Bottling  Plants,  Inc 

Guy  Gannett  Broadcasting  Service 

Lumber  Mutual  Insurance  of  Massachusetts.. 

United  Bankcorp 

Burlington  Savings  Bank ..- 


Torres,  Rodney  M.:  Officer 

Urban  Joseph  J.:  Officer.. ....--------- 

Washburn,  Henry  Bradford  Jr.:  Director.. 

NEW  JERSEY  BELL  TELEPHONE  CO. 


' Museum  of  Science. Director. 

John  Hancock  Mutual  Life  Insurance  Co Do. 


Brunson,  J.  L.:  Officer — 

Campbell,  P.  A.:  Officer.  ..-- 

Campanella,  Anton   .:  Officer  ..— 
Clarke,  H.Weston,  Jr.:  Director 

Davidson,  W.  F- 0^!'^^^--:-  — '"     Merck  &  Co.,  Inc 

Gadsden,  Henry  W..  Director „, ,.,•_,  „ 


Chairman  of  the  board. 

iPharmaceutical  Manufacturing  Association —  Director. 

Campbell  Soup  Co Do. 

FordMotorCo -  .^  .Do-   ^      ^ 

„  ^  .  nffirpr  --  Chatham  Trust  Co i^^'^^'l^''^  ''°'^''- 

Henderson  D.MOmce Pitney  Hardin  &  Kipp..... -  Member. 

Kipp,  Donald  B..  Director -  American  Can  Co Director. 


Public  Service  Electric  &  Gas 

Midlantic  National  Bank ._-- 

Firemen's  Fund  Insurance  Co.  &  Firemen  s 
Fund  Life  Insurance  Co. 

Midlantic  Bank,  Inc 

American  Insurance  Co 

Mystic  Seaport  Co 


Ki rchner  William  L  .  Jr- =  gf^^;,- " -eVid'e'nV.' "Bamb'erge'r's" nVw  j'eriey!! ! ! : 

Kleinert,  Robert  W..  Director  onuH  Fidelity  Union  Trust  Co 

Fidelity  Union  Bancorporation 


Howard  Savings  Bank Board  of  managers. 
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Looioian,  J.  K.:  Officer 

..  Buddies  of  Young  Sportsmen,  Inc 

Science  Management  Corp 

..  Treasurer. 
..  Director. 

WlcBride,  Frank  V.:  Director 

..  Frank  A.  McBride  Co 

First  National  Bank  of  New  Jersey 

.  Chairman     of    the     board, 

chief  executive  officer. 
..  Director. 
Do. 

New  Jersey  Manufacturers  Insurance  Co 

New  Jersey  Manufacturers  Association. 

..  Peerless  Tube  Co 

Howard  Savings  Bank 

Colonial  Life  Insurance  Co 

Mytag  Co 

Do. 
.  Chairman  of  the  Board. 

Do. 
Do. 
Do                           ' 

Fidelity  Union  Trust  Co 

Do 

Penn  Walt  Corp 

Do. 

O'Neil  M  J  •  Officer 

LF.E.Corp... 

Do. 

Riley,  J.  J.:  Officer.. 

Rozman,  Charles  G.:  Director 

..  Employers'  Association  of  New  Jersey.. 

..  Grand  Union  Co. 

Peoples  Trust  of  New  Jersey 

.  Board  of  directors. 
_  Chairman  of  the  board. 
-  Director. 
Do. 

Seabrook,  John  M.:  Director... 

..  liVl  International 

South  Jersey  Industries,  Inc 

McCord  Corp 

.  Chairman     of    the     board, 

chief  executive  officer. 
.  Director. 
Do 

Seegal,  Herbert  L.:  Director... 

C.  Brewer  &  Co.,  Ltd 

Power  Corp.  of  Canada,  Ltd 

Toronto  &  London  Investment  Co.,  Ltd 

.  Midlantic  National  Bank 

Do. 
Do. 
Do. 
Do. 

R.  H.  Macy,  Inc 

.  President. 

National  Association  of  Manufacturers 
Scott  Paper,  Ltd 

Penderel  Corp 

executive  officer. 
.  Director. 

Do. 
Do 

Reliance  Group,  Inc 

New  Jersey  Machine  Corp. 

five  officer. 
.  Director. 
Do. 

Reliance  Insurance  Co.,  Philadelphia... 

New  Jersey  State  Development  Corp 

Do. 
Do 

Wodehouse,  C.  J.  0.:  Officer 

NEW  YORK  TELEPHONE  CO. 

Leasco  Corp 

.  Americans   for   the   Competitive    Enterprise 
System,  Inc. 
Broad  Street  National  Bank  of  Trenton 

Do. 
Board  of  directors. 

.  Director. 

Burke,' Robert  M.:  Officer.. 

Carmichael  George  J  '  Officer 

.  South  Brooklyn  Savings  Bank 

.  Trustee. 

Emerson  Daniel  E  '  Officer 

Ellinghaus,    William    M.:    D'irector    and 
president. 

Ball  Corp. 

Director. 
Do. 

Bristol  Myers  Co 

Do 

J.  C.  Penney,  Co.,  Inc.. 

Do. 

Getz  Colin  W  ■  Officer 

State  Bank  of  Albany 

Director  and  executive  com- 

Hall, Floyd  D.:  Director.... 

.  Cluett  Peabody  &  Co.,  Inc.. 

Eastern  Airlines,  Inc , 

Royal  Bank  of  Canada 

mittee. 
.  Director. 
.  President  and  chairman  of 

the  board. 
.  Director. 
Do 

Hamilton   Fowler'  Director     .     

.  Cleary,  Gottlieb,  Steen  &  Hamilton 

Senior  partner. 

Hanes,  Eldon  C;  Officer 

Hauge,  Gabriel:  Director 

Mutual  Life  Insurance  Co.  of  New  York 

.  Bankers  Fe^deral  Savings  &  Loan  Association.. 
.  American  Home  Products  Corp 

.  Trustee. 

.  Director. 

Do 

American  Metal  Climax  Inc 

Do. 
Do 

Chrysler  Corp 

Do 

Do. 

Manufacturers  Hanover  Corp 

Manufacturers  Hanover  International  Bank- 
ing Corp. 

Manufacturers  Hanover  International  Finan- 
cial Corp. 

New  York  Life  Insurance  Co _ 

Manufacturers  Hanover  Trust  Co 

Chairman  of  the  board. 
Director. 

Do. 

Do. 
Chairman  of  the  board. 
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Hinman,  George  L.:  Director. 


Houghton,  Amory,  Jr.:  Director. 


Keenan,  Arthur  J.:  Officer. 
Levy,  Gustave:  Director... 


Lindholm,  William  L:  Director. 


Mathews,  Richard  A.:  Officer  ., 
McDermott,  Franl<  A.,  Jr.:  Officer. 
Mortola,  Edward  J.:  Director 


Moses  .Francis  J.:  Officer. 
Myers,  Donalds.:  Officer. 


Arlington  Hotel,  Inc.. Director 

Lincoln  First  Banks,  Inc Do. 

First  City  National  Bank  of  Binghamton Do. 

Hinman  Howard  &  Kattell... Partner 


Director. 
Do. 
Do. 
Do. 
Do. 


IBM  Gorp._ 

Russell  Reynolds  Associates  Inc 

Security  Mutual  Life  Insurance  Co.  New  York. 

Corhart  Refractories  Co 

Corning  Glass  Internationals. A .... 

Corning  Glass  Works •— -  Chairman     of     the     board, 

^  chief  executive  office. 

Corning  Glass  Works  of  Canada  Ltd... Director. 

Corning  International  Corp 

Dow  Corning  Corp -- 

First  National  City  Bank  of  New  York. 

IBM  Corp 

Signetics  Corp 

Pittsburgh  Corning  Corp 


Do. 
Mbr.  Co. 
Director. 

Do. 

Do. 

Do. 


Bowery  Savings  Bank Trustee. 

Braniff  Airways  Inc Director. 

Deltec  International  Ltd Uo. 

Deltec  Panametica  S.A__ ^.    4°. 

Diebold,  Inc - D'^ector  and  officer. 

Foster  Grant  Co.. -.- - —  Director. 

Goldman  Sachs  &  Co... - --- Partner. 

Gulf  Life  Holding  Co DirerAor. 

LCACorp 

LCA  Corp.  Arnex  Industrial  Merger 

LTV  Corp.  (Ling  TemcoVought,  Inc.) 

KeeblerCo 

May  Department  Stores - 

New  York  Stock  Exchange 

Norton  Simon,  Inc 


Patagonia  Corp. _....-..- 

Samsonite  Corp.  (SC  Liquidating) 

Studebaker  Worthington,  Inc 

Talcott  National  Corp 

Technicon  Corp ......-..--.- 

Trans-World  Life  Insurance  Co.  of  New  York... 

Weis  Markets  Inc - --- 

Witco  Chemical  Corp - 

Acacia  Mutual  Life  Insurance  Co 

Amreican  Telephone  &  Telegraph 

Bell  Telephone  Laboratories 

Manufactuiers  Hanover  Corp.... - - 

Southern  Bell  Telephone  &  Telegraph  Co 

Manufacturers  Hanover  Trust  Co... --- 


Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 
Director  and  vice  chairman. 
Director. 

Do, 

Do. 

Do. 


Bank  of  New  York  Co.,  Inc... -         Do. 

County  Trust  Co Do. 

Beekman  Downtown  Hospital yo- 

Pace  University -  President. 

Franklin  Society  Savings  &  Loan Director. 


executive 


Oberst.  Leopold  P.:  Officer 

Schuster,  Howard  L.:  Officer ... 

Segall,  John  L.:  Director  and  executive 

president.  „.     ^  , 

Sharwell,  William   G.:   Director  and 

ecutive  vice  president. 


".^rLincoTn  Firs'tBanks'lnc 0°; 

National  Bank  of  Westchester Director      am 

committee. 

Port  Chester  Rye  Savings  Bank Trustee.  „^„.,   „, 

Empire  City  Subway  Co ....Director   and    member   ex- 

^  ecutive  committee. 

Franklin  General  Hospital Director. 

vice    United  Bank  Corp.  of  NevK  York Do. 


Ex-     Brooklyn  Savings  Bank 

County  T:ust  Co 

Empire  City  Subway  Co 


Do. 
Do. 
Director  and  officer. 


Thomas,  Franklin  A.:  Director. 


U.S.  Life  Insurance  Co Director. 

Allied  Stores,  Inc 

Columbia  Broadcasting  Systems,  Inc... 

Cummins  Engine  Co - 

First  National  City  Bank 

New  York  Life  Insurance  Co 

First  National  City  Corp 

Bedf ord-Stuy vesant  Restoration 


Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
President. 


Villiere.'Paul  M.:  Officer 

Wagner.tPhilip:  OiTicer 

Wallace.JMartha  R.:  Director. 


HenVy'LuceFoundation,  Inc... Vice  president  and  executive 

'  director. 

Bowery  Savings  Bank - —  Trustee. 

Bristol  Myers  Co.__ Director. 

Scudder  Duo-Vest  Exchange  Fund,  Inc Do. 

Scudder  Duo-Vest,  Inc. Do. 
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Walsh,  Jotin  M.:  Officer 

Wendel,  William  H.:  Director. 


Yunich,  David  L.:  Director. 


eny  Ludlum  Industries,  Inc. 

American  Researcti  &  Development  Corp. 

Carborundum  Co 

Dunlop  Tire  &  Rubber  Co.. 

iVlarine  (Midland  Banks,  Inc 

Metropolitan  Transportation  Authority... 

Diners  Club,  Inc 

East  River  Savings  Bank 

Harwood  Cos 

Londontown  Manufacturing  Co 

U.S.  Industries,  Inc. 

Prudential  Life  Insurance  Co.  of  America. 


NORTHWESTERN  BELL  TELEPHONE  DO. 
Singer,  James  H.:  Director.. 


Chase  IVIanhattan  Bank,  N.A. 

Chase  IVIanhattan  Corp 

Honeywell  Inc 


Director. 

Do. 
President. 
Director. 

Do. 
Chairman. 
Director. 

Do. 

Do. 

Do. 

Do. 

Do. 


Butler,  James  A.:  Officer. 
Cross,  Berts.:  Director.. 


Northwest  Airlines,  Inc _.. 

Northwest  Bancorporation 

Minnesota  Mining  &  Maaufacturing  Co. 


D'Audney,  W.  Noel:  Officer. 
Daly,  Leo  A.:  Director 


Dow  Jones  &  Co.,  Inc ,. 

First  National  Bank  St.  Paul. 
Morgan  Guaranty  Trust  Co... 

St.  Paul  Companies,  Inc 

3  M  Co 


Exxon  Corp. 


Dennis,  Carter  W. 


Leo  A.  Daly  Co 

U.S.  National  Bank  of  Omaha 

Central  National  Insurance  Group.. 

Daudney,  W.  Noel:  Agent,  ser 

Dayton,  Donald  C:  Director Burlin^ion  Nortiiern,  Inc 

Dayton  Hudson  Corp 

N orthwest  Bancorporation 

Director Racon,  Inc 

Dennis  Supply  Co 

Home  Federal  Savings  &  Loan 

First  National  Bank 

Sioux-Preme  Packing  Co 

KTIV  TV  Station 

Doerr,  Howard  P.:  Officer 

Duchen,  Charles:  Director Younkee  Brothers  Inc 

Younkers  Department  Store... 

Central  National  Bank,  Des  Moines. 

Bankers  Life  Co 

Financial  Security  Insurance  Group. 

Iowa  Power  &  Light  Co 

Microma  Watch  Co 

Hosford,  Willard  D.,  Jr.:  Director. H.  H.  Leasing  Co _. 

Hubbs,  Ronald  M.:  Director St.  Paul  Co.,  Inc.  (insurance) 

Burlington  Northern,  Inc 

First  Bank  System 

Economics  Laboratory,  Inc 

Toro  Co 

Jordan,  Arthur  J.,  J r:  Director. First  Bank  System  Inc 

Jordon  Millwork  Co _ 


National  Bank  of  South  Dakota 

Keogh,  Brooks  J.:  Director Keogh  Land  &  Cattle  Co 

MacAllister,  Jack  A.:  Officer 

Morris,  Ben  R.:  Officer 

Flint,  Robert  N.:  Director ._ American  Telephone  &  Telegraph. 

McFarland,  James  P.:  Director.. General  Mills,  Inc.. 


Prudential  InsuranceCo.  of  America.. 

Toro-Co 

Federal  Reserve  Bank,  Minneapolis.. 

Shenandoah  Oil  Corp 

Hulse,  John  E.:  Officer 

Hargitt,  R.  Jerry:  Officer 

Nurnberger,  Thomas  S.:  Director  president.  Bankers  Life  Co 

Northern  Natural  Gas  Co _. 

Northwest  Bancorporation 

U.S.  National  Bank  of  Omaha 

Nyrop,  Donald  W.:  Director First  Bank  System,  Inc 

Gould,  Inc 

Honeywell,  Inc 

Minnesota  Mutual  Life  Insurance  Co. 

Northwest  Airlines,  Inc... 

Parks,  W.  Robert:  Director Iowa  State  University 

Central  Life  Assurance  Co 


.  Chairman  of  the  board  and 
chief  executive  officer. 
Director. 
Do. 
Do. 

Do. 

Do. 
Member  international. 
Director. 

Chairman   of  finance   com- 
mittee. 
Director. 

President. 
Director. 
Do. 

Do. 

Do. 

Do. 

Do. 
President. 
Director. 

Do. 

Do. 

Do. 

President. 
Director. 

Do. 

Do. 

Do. 

Do.    . 

Do. 
President  and  director. 
Chairman. 
Director. 

Do. 

Do. 

Do. 

Do. 
Chairman  of  the  board  and 

chief  executive  officer. 
Director. 
Owner  and  operator. 


Vice  president. 

Chairman  of  the  board  and 

chief  executive  officer. 
Director. 

Do. 

Do. 

Do. 


Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 
President. 

Do. 
Director. 
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Plllsbury,  John  S.,  Jr.:  Director 

....  Farmers  &  Mechanics  Savings  Bank 

Notth  Atlantic  Life  Insurance  Co 

Northwestern  National  Bank  of  Minneanolis. 

..  Trustee. 

..  Chairman  of  the  board. 
.  Director. 
Do. 

Boise  Cascade  Corp 

Do. 

Power  Kenneth  D  ■  Officer 

Minnesota  Title  Finance  Insurance  Co 

Northwest  Bancorporation__ 

Northwestern  National  Lire  Insurance  Co 

Pillsbury  Co 

Sargent  Management  Co 

Do. 

Do. 
..  Chairman  and  chief  execu- 
tive officer. 
..  Director. 
..  Director  and  officer. 

Quinlan,  IVIelvin  R.:  Couns.  ISS... 

Ruan,  John:  Director 

.'"'  Rua'n  Tra nVpo'rt "Co'r'pV.V.V.V.V.V. .'/.'' ".".'.'." 
Ruan  Leasing  Co 

'.  President. 
President  and  director 

Do. 

Ruan  Aviation  Corp     .  .. 

Do. 

Carriers  Insurance  Co 

United  Canada  Insurance  Co 

Do. 
Do. 

Iowa  Power  &  Light  Co 

Equitable  Life  Insurance  of  Iowa 

utive  committee. 
,.  Director. 
Do 

Northwestern  States  Portland  Cement  Co.... 

Do. 

Schwartz  Bruce  G  ■  Officer 

.  Chairman  and  president. 
Director 

Omaha  Natir'nal  Corp 

Ward,  L.  Emmerson:  Director 

Waterman,  Larned  A.:  Director 

OHIO  BELL  TELEPHONE  CO. 

Boyer,  Robert  0.:  Officer -... 

Cornell,  William  A.:  Officer... 

De  Lancey.William  J.:  Director 

Mayo  Clinic... 

Lane  &  Waterman 

Davenport  Bank  &  Trust  Co. 

DRI  &  NW  Railway  Co. 

...  Champaign  Telephone  Co 

Blue  Cross  of  Northeast  Ohio 

...  Cleveland  Builders  Supply 

Huron  Road  Hospital... 

...  Republic  Steel  Corp 

The  Cleveland  Trust  Co 

Standard  Oil  Co. 

.  Chairman   of  the   board   ot 

governors. 
.  Partner. 
.  Director. 
Do. 

Do. 
.  Trustee. 
.  Director. 
.  Trustee. 

.  President  and  chief  execu- 
tive officer. 
.  Director. 

Do. 

Sherwin-Williams  Co  . 

Do 

Reserve  Mining  Co 

Liberia  Mining  Co.,  Ltd 

Beatrice  Pocahontas  Co.. 

Marymount  Hospital 

Do. 
.  Director  and  chairman 
.  Director. 

Do 

K.  &  S.  Metal  Supply  Co 

Do. 

Cleveland  Trust  Corp 

Do 

Donnrr-Hawna  Coke  Corp 

Do 

A   Finkl  &  Sons,  Ltd . 

Iron  Ore  Co.  of  Canada 

Mooney  Aircraft  Corp 

.  Chairman  and  director. 
.  Director. 
Do 

Northern  Land  Co 

Do. 

Republic  Steel  Enterprises,  Inc 

Republic  Steel  International 

Do. 
Do 

Republic  Supply  Co 

R-N  Corp 

.  Chairman  and  director. 

St.  Paul  Iron  Mining  Co 

Director  and  president 

Tankore  Corp 

.  Director. 

Ester,  Charles  K.:  OfTrcer 

Vance  Iron  &  Steel  Co 

...  Champaign  Telephone  Co 

Winters  Bank  &  Trust  Co 

.  Director. 

.  Director    and    member    of 
executive  committee. 

Winters  National  Corp    . 

Do 

de  Windt.  E.  Mandell:  Director 

...  Eaton  Corp... 

American  Can  Co 

.  Chairman  and  chief  execu- 
tive officer. 
Director 

Cleveland  Trust  Co 

Do 

Detroit  Edison  Co 

Do. 

Mogul  Corp.  . 

Do 

Dodd,  Edwin  D.:  Director 

...  Owens-Illinois,  Inc 

Goodyear  Tire  &  Rubber  Co 

National  Petro  Chemical  Corp 

President  and  director. 
.  Director. 
Do 

Northwest  Ohio  Bancshares,  Inc 

Do. 
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Eckley,  Fredericl<  R.:  President  and  director. 

Central  National  Bank  of  Cleveland 

Director. 
Do. 

Eaton  Corp                                                   .  . 

Do. 

Fawcett,  Novice  G.:  Director 

Galbreath  First  Morgage  Investments 

Republic  Steel  Corp 

,  Ohio  State  University 

Buckeye  FeJeral  Savings  &  Loin  Association. 

Galbreath  First  Mortgage  Investments 

Mutual  Investing  Foundation 

.  Trustee. 
.  Director. 
President  emeritus. 

Director. 

.  Trustee. 

Do. 

Galbreath,  Daniel  M.:  Director 

Garlinghouse,  F.  Marl<:  Director 

Ohio  State  Life  Insurance  Co 

.  City  National  Bank  &  Trust  Co.,  of  Columbus... 
Galbreath  First  Mortgage  Investments 

Galbreath-RuffinCorp.  (New  York) 

John  W.  Galbreath  &  Co.  (Pittsburgh) 

Pittsburgh  Pirates  Baseball  Club 

Marcor  In 

.  American  Telephone  &  Telegraph 

Chesapeake  &  Potomac  Telephone  Co.,  Wash- 
ington. 

.  Director. 
Do. 
.  Trustee  and  member&f 
executive  committee. 
.  Executive  vice  president. 
Associates. 

President  and  director. 
Director. 
Vice  president  and  general 

counsel. 
Director. 

Do. 

Keener,  J.  Ward:  Director 

Campbell  Soup  Co 

Do 

Do. 

Federal  Reserve  Ba.ik  of  Cleveland 

Do. 

Kline,  Hayden  B.:  Director., _... 

MacDonald,  William  E.:  Director  and  officei 

.  Van  Straaten  Chemical  Co.,  Chicago 

'.  Newark  Telephone  Co 

BancOhio  Corp 

Ohio  National  Bank  of  Columbus 

.  Director    and    member    of 

executive  committee. 
.  Director. 

Do. 

Do. 

.  National  Cash  Register  Co.. 

First  National  City  Bank,  New  York 

Ford  Motor  Co.,  Detroit 

Koppers  Co.,  Inc.,  Pittsburgh... 

Procter  &  Gamble  Co.,  Cincinnati 

Winters  National  Bank  &  Trust  Co      

.  Director. 
Do. 
Do. 
Do. 
Do. 

Winters  National  Corp 

Do. 

Do. 

.  Standard  Oil  Co.,  Ohio 

Cleveland  Electric  Illuminating  Co 

Harris-lntertype  Corp 

live  officer. 
.  Director. 
Do. 

National  City  Bank,  Cleveland 

Republic  Steel  Corp 

Do. 
Do. 

White  Motor  Co 

Do 

Walker,  Ned  L.:  Officer 

Do. 

Cogan,  Robert  E.:  Officer 

Lewis,  Carl  C,  Jr.:  Officer 

McCoy,  Elmore  K.:  Officer 

Morrison,  Donald  W  :  Oificer 

Reed,  Josepfi  D.:Offi:er 

PACIFIC  NORTHWEST  BELL 
Bunn,  Wallace  R.:  Director  and  president 

National  Bank  of  Commerce 

Do. 

Cannon,  Garnett  E.:  Director 

Washington  Mutual  Savings  Bank 

Marin?  Transportation 

.  Standard  Management,  Inc 

Standard  Insurance  Co 

Northwest  Data  Systems 

.  Trustee. 
.  Director. 
.  President. 
.  Director. 
Do. 

Gundersen,  Donald  L.:  Officer 

Hayner  Herman  H.' Director 

U.S.  Bancorp  Realty  &  Mortgage  Trust 

.  Pacific  First  Federal  Savings  &  Loan  Associa- 
tion. 
Monro  &  William  Low-Cost  Drug 

_  Trustee. 
Director. 

Director  and  secretary. 

Hollo/vav,  Harry  H.:  Oficer 

Minnick  &  Hayner 

.  Counsel. 

Hult,  Nils  B  :  Director 

Jenkins,  William  IVl.:  Director 

.  Nils  B.  Hult  &  Associates 

Citizens  Bank  of  Eugene 

Town  &  Travel,  Inc.. 

.  Seattls--First  National  Bank 

Scott  Paper  Co 

SAFECO  Corp 

.  Owner. 
.  Director. 

Do. 
.  Chairman  of  the  board. 
.  Director. 

Do. 

Rothschild  International  Bank,  Ltd.,  London. 

Western  Gear  Co 

United  Airlines  and  UAL.  Inc. 

Do. 
Do. 
Do. 
Do. 

Kreager,  H.  Dewayne:  Director 

.  Pacific  First  National  Savings  &  Loan  Associa- 
tion. 
Washington  Natural  Gas  Co.... 

Chairman  and  president 
.  Director. 

Rainier  Cos.,  Inc 

Univar  Corp 

Do. 
Do. 
Do. 

Scientific  Advances,  'nc 

Petroleum  Exploration  &  Development  Funds 

Inc. 
VWR  United  Corp ._ 

Do. 
Do. 

Do. 
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Lane,  C.  Howard:  Director. 


Lilley,  Robert  D.:  Director. 


Lord,  George  R.:  Officer 

Mickelwait,  Lowell  P.:  Director. 


O'Brien,  Robert  D.:  Director. 


Read,  Eliot  C:  Officer.... 
Robbins,  Don  J.:  Officer. 
Rupp,  John  N.:  Officer.. 


St.  Vincent  Hospital.. 

Mount  Hood  Radio  &  Television  Broadcasting 
Corp. 

First  National  Bank  of  Oregon 

Pacific  Power  &  Light _ 

Standard  Insurance  Co 

Astoria  Broadcasting  Co _. 

American  Telephone  &  Telegraph.. 

Pacific  Telephone  &  Telegraph  Co... 

Bell  Telephone  Laboratories,  Inc 

Continental  Corp 

Mutual  Benefit  Life  Insurance  Co 

Chase  Manhattan  Corp _ 

Chase  Manhattan  Bank,  N.A__ 

Fidelity  Union  Bancorporation 

R.  H.  Macy  &  Co.,  Inc 


Perkins,  Coe,  Stone,  Disen  &  Williams. 

Puget  Sound  Power  &  Light  Co 

Boeing  Co 

PACCAR  Inc.. 

Weyerhaeuser  Co 

Puget  Sound  Power  &  Light  Co 

Univar  Corp 

Washington  Metal  Trades,  Inc 

VWR  United  Corp 


SandJbeck,  Knut:  Officer 

Skinner,  David  E.:  Director. 


Safeco  Growth  Fund.. 
Safeco  Income  Fund. 
Safeco  Equity  Fund.. 
Safeco  Western  Fund. 


Director. 
President. 

Director. 

Do. 

Do. 

Do. 
President  and  director. 
Director. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

Counsel. 

Director. 

Director  emeritus. 

Chairman  of  the  board. 

Director. 

Do. 

Do. 

Do. 

Do. 


Smith,  Andrew  V.:  Director  and  officer. 
Street,  William  S.:  Director 


Stubner,  James  W.:  Officer.. 
TJIford,  Charles  A.:  Director. 


Skinner  Corp Director  and  president. 

Pacific  Marine  Schwabacher,  Inc Chairman  and  director. 

Boeing  Co Director. 

Safeco  Corp Do. 

AlpacCorp Do. 

Pentagram  Corp Do. 

Crows  Nest  Industries,  Ltd Do. 

Bank  of  California,  N.A Do. 

Alaska  Trainship  Corp Chairman  and  director. 

Sterling  Vineyards.. Director. 

U.S.  National  Bank  of  Oregon Do. 

United  States  Bancorp Do. 

Univar  Corp Chairman  of  the  board. 

New  England  Fish  Co Director. 

Seattle-First  National  Bank Do. 

National  Airlines,  Inc Do. 

Washington  Mutual  Savings  Bank.. Do. 

VWR  United  Corp Do. 


Weatherford,  Marion  T.:  Director. 


Bitco,  Inc President. 

Comet  Corp Member. 

Seattle  First  National  Bank Spokane  advisory  board. 

United  States  National  Bank  of  Oregon Director. 

Arlington  Builders' Corp. Vice    president   and    secre- 
tary. 


PACIFIC  TELEPHONE  &  TELEGRAPH  CO. 


Bell,  Hewes  A.:  Officer 

Bryant,  Daniel  P.:  Director. 


Cassidy,  Adrian  C:  Officer. 


DeBois,  James  A.:  Officer 

DfiGiiiene.  Christian,  III:  Director. 


Bank  of  America  NT  &  SA Director. 

Bankamerica  Corp Do. 

Beklns  Co.  (Van  and  Storage)... Honorable  chairman  of  the 

board. 

Forest  Lawn  Co Regent. 

Iverson,  Yoakum,  Papiano  &  Hatch,  Law Counsel. 

Olga  Co Director. 

Pacific  Lighting  Corp Do. 

Bell  Telephone  Co.  of  Nevada Do. 

KQED  (Educational  Television). Vice  president  &  director. 


Dial,  Ben  W.:  Officer 

DiGiorgio,  Robert:  Director. 


Bancal  Tri  State  Corp Director. 

Bank  of  C8lifornia Do. 

Stauffer  Chemical  Co Chairman  of  the  board. 

Mills  Memorial  Hospital Director. 


Bank  of  American  NT  &  SA Director. 

Bankamerica  Corp Do. 

Carter,  Hawley,  Hale  Stores,  Inc Do. 

DiGiorgio  Corp Chairman  of  the  board. 

Newhall  Land  &  Farming  Co Director. 

Union  Oil  Co.  of  California Do. 
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Ducommun,  Charles  E.:  Director -  Dillingham  Corp - ^'ifjl'nt 

Ducommun,  Inc -  rresiaeni 

Investment  Co.  of  America.- Advisory  director. 

Security  Pacific  Corp Director. 

Security  Pacific  National  Bank Do. 

Fenlon,  Roberta  F.;  Director - Crocl<er  National  Bank ----         Do. 

Gerrish,  Harold  A.;  Officer. A----,v,---r" n;,^M„r 

Godfrey,  Samuel  A.:  Officer.. Bell  Telphone  Co.  of  Nevada. Director. 

Gordon,  James  E.:  Officer w;;v ""  n:  „,-*„, 

Haas,  Walter  A.,  Jr.:  Director Bankamerica,  NT  &  SA_.   .-....---..  Director. 

Great    Western    Garment    Co.,     Edmonton,  Do. 

Canada 

IrisSecuiities ..Officer. 

Levi  Stiauss  &  Co Chairman  of  the  board  and 

chief  executive  officer. 

Hale  Stanton  G  •  Director    Association  of  California  Life  Insurance  Cos...  Director. 

Carter,  Hawlev.  Hale  Stores.  Incoipotated Do.       ^  ,^     ^       .       . 

Pacific  Mutual  Life  Insurance  Co... Chairman  of  the  board  and 

chief  executive  officer. 

Southern  California  Edison  Co.. Director. 

United  California  Bank Do- 

Western  Bancorpoiation Do. 

Harding,  Edviiard  P.:  Officer - 

Haught,  Harold  B.:  Officer vvv.- ■ '  n-  o.t„r 

Hawley  Philip  M.;  Director Bank  of  America,  NT  &  SA.   S  LtiHon* 

''         ^  Caiter,  Havifley,  Hale  Stoies,  Inc ....President. 

Olga  Company ----  Director. 

Houeh  Gordon  Letts- Director  and  officer...  Ameion  Inc.  (Pipe  &  Construction  Co.) Do. 

Bell  Telephone  Co.  of  Nevada.. Do. 

Pacific  American  Income  Shares  Inc Do. 

United  California  Bank -.  Do. 

Hull  Jerome  v;.:  Director  and  president...  Bell  Telephone  Co.  of  Nevada Do.  „„,„.„,    „, 

'  ^  Crocker  National  Bank.. Director    and    member    of 

Executive  Committee. 

Crocker  National  Corp Do. 

DiGiorgio  Corporation  (Fruit). ...Director. 

New,' York  Life  Insurance  Co. Director    and    member    of 

Executive  Committee. 

Pacific  Southwest  Airlines  (PSA).. Director. 

Coldwell,  Banker  &  Co Do. 

Joses,  Robert  M.:  Officer ....... --- 

Kenney  James  E.:  Officer.... Beneficial  Standard  Corporation Do. 

Capital  Guardian  Trust  Co... Do. 

Lfllev'  Robert  D.':  DiVector^.'^.\'".-l-"r.-".-"AmeriMVteie"phone'&  telegraph Director  and  President. 

Bell  Telephone  Laboratories Director. 

Chase  Manhattan  Bank  NA Do. 

Chase  Manhattan  Corp -  Do. 

Continental  Corp Do- 

Fidelity  Union  Bancorporation Do. 

R.  H.  Macy  &  Co Do. 

Mutual  Benefit  Life  Insurance  Co.. Do. 

Pacific  Northwest  Bell  Telephone  Co Do. 

Luttgens,  Leslie  L:  Director UBAC ---  President. 

McEnerney,  Garret  II:  Director... Bank  of  America  NT  &SA.. Director. 

Macy's  California Do. 

Pollard,  Dean  R.:  Officer Bell  Telephone  Co.  of  Nevada . Do. 

Quirk  William  E.:  Officer Central  Federal  Savings  &  Loan  Association...         Do. 

Sheffield,  Gilbert  L.:  Officer.... 

Skibinski,  Robert  U.:  Officer .,;----,.- n  ,»  „. 

Smith,  William  French:  Director.. Gibson,  Dunn  &  Crutcher Partner. 

Crocker  National  Bank Director. 

Pacific  Lighting  Corp Do. 

Pacific  Mutual  Life  Insurance  Co Do. 

Solomon,  EmmettG.:  Director.... Almaden  Vineyards  Inc Do.  „„K<>r  F,or 

Clorox  Co  Director  and  member.  Exec- 

utive Committee. 

Crocker  National  Bank Chairman  of  the  Executive 

Committee. 

Crocker  National  Corp Director  and  officer. 

Fibreboard  Corp Director  and  finance  com- 
mittee member. 

Metropolitan  Life  Insurance  Co Director. 

Mills  Memorial  Hospital President  of  the  board. 

Pacific  Gas  &  Electric  (Transmiss)... Director. 

Union  Sugar  Co Do. 

Stubenrauch,  Carl  W.:  Officer First  National  Bank  of  San  Jose Do. 

Waters,  L.  Reed:  Officer... 

Woods,  William:  Officer. Bell  Telephone  Co.  o*  Nevada. Do. 

Ziegler.  Glenn  M.:  Officer 

SOUTH  CENTRAL  BELL  TELEPHONE  CO. 

Bauer,  W.  Cecil:  Director  and  president American  Air  Filter  Co.,  Inc Do. 

FeHoral  Reserve  Bank  of  Atlanta,  Birmingham.  Do. 

Liberty  National  Life  Insurance  Co Do. 
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Beaird,  J.  Pat:  Director. 


Broadbent,  Smith  D.,  Jr.:  Director. 


Brown,  Ben  B.:  Officer.. 

Carter,  W.  Reginald:  Officer... 
Crosland,  Edward  B.:  Director. 


Beaird  Oil  Corp President. 

Coml.  National  Bank  Shreveport Director. 

Kansas  City  Southern  Industries  Inc Do. 

Louisiana  &  Arkansas  RR Do. 

Kansas  City  Southern  Railway Do. 

Life  Ins.  Co.  of  Kentucky. Director  and  officer. 

Broadbent  Hybrids,  Inc Owner. 

Federal  Reserve  Bank,  St.  Louis Director  and  deputy  chair- 
man. 

West  Kentucky  Liquid  Fertilizer  Co Director. 

Cedar  Bluff  Land  Co Do. 

Broadbent-Bingham  Food  Products,  Inc President. 

Farmsco,  Inc Do. 


Eaves,  Hettie  D.  (Mrs.):  Director. 


Fincher,  Murray  C:  Officer.. 

Frost,  Norman  C:  Officer 

Gentle,  Edgar  C,  Jr.:  Officer. 
Hearin,  Robert  M.:  Director.. 


American  Security  &  Trust  Co.  (Washington,  Director. 
D.C.). 

American  Telephone  &  Telegraph Officer. 

C.  &  P.  Telephone  Co.  of  Virginia. Director. 

Federal  Home  Loan  Bank  of  NY Do. 

Avondale  Shipyards,  Inc Executive  vice  president. 

Powers,  Carpenter  &  Hall.. Director. 

ICB  Corp Do. 


First  National  Bank  of  Jackson Chairman  of  the  board  and 

chief  executive  officer. 
Amerada  Corp.  (Hess). 


Director. 


First  Capital  Corp Director  and  president. 


Intersystems 


Chairman  of  the  board  and 

president. 
Director. 

Do. 

Do. 
Chairman  of  the  board. 


Holt,  Andrew  D.:  Director 

McCandless,  Paul  0.:  Officer. 


Lamar  Life  Corp 

Mississippi  Power  &  Light  Co 

School  Pictures  Inc 

WJDX  Inc 

Mississippi  Valley  Title  Insurance  Co... Director. 

United  Gas,  Inc Do. 

University  of  Tenness9e  System... President  emeritus, 

Provident  Life  &  Accident  Insurance  Co Director. 

Hamilton  International  Corp. Do. 

Hamilton  National  Bank Do. 

Kentucky  Independent  College  Foundation Officer. 

Louisville  Automobile  Club Director. 

Louisville  Chamber  of  Commerce... Officer. 


Mobley,  John  M.:  Officer 

Monaghan,  Bernard  A.:  Director. 


Louisville  Trust  Co.. 

Norton  Children's  Hospital. 

First  Capital  Corp 

Beatrice  Foods  Co 

Birmingham  Trust  National  Bank. 

Protective  Life  Insurance  Co 

Vulcan  Materials  Co 


Morgan,  Allen:  Director. 


New,  Virgil  E.:  Officer 

Purvis,  George  Frank,  Jr.:  Director. 


....  Director. 
Do. 
Do. 
Do. 
Do. 
Do. 
President  and  chief  execu- 
tive officer. 

Federal  Co Director. 

First  National  Bank  Memphis Honorary  director  and  officer. 

First  Tennessee  National  Corp Chairman  of  the  board  and 

chief  executive  officer. 

Holiday  Inns  Inc Director. 

Mohasco  Industries  Inc.. Do. 

Muiphy  Oil  Corp Do. 

First  Memphis  Realty  Trust Chairman   of  the  board  of 

trustees. 


Samford,  Frank  P.,  Jr.:  Director. 


Self,  William  K.:  Director 

Shaver,  Jesse  M.,  Jr.:  Director. 


Compania  deSerguros  Panamericana Director  and  president. 

First  National  Bank  of  Commerce. Director. 

Pan     American     de     Mexico     Companiade  Do. 

Seguros. 

Pan  American  de  Venezula Director  and  president. 

Pan  American  Life  Insurance  Co. ...Chairman     of    the     board, 

president  and  chief  execu- 
tive officer. 

Southern  Airways  Inc. Director. 

Golden  Flake  Inc Do. 

Liberty  National  Life  Insurance  Co Chairman  of  the  board. 

Saunders  Leasing  System  Inc Director. 

Southern  Co. Do. 

West  Point  Pepperell  Inc.. Do. 

Alabama  Great  Southern  RR  Co Do. 

Hackney  Corp Do. 

Pacific  B'lildin.gs,  Inc President. 

Federal  Home  Loan  Bank  of  Little  Rock Director. 

American  Air  Filter  Co.,  Inc Chairman  of  the  board  and 

president. 

Louisville  Trust  Co Director. 

Reliance  Universal  Inc Do. 

Commonwealth  Life  Insurance  Co Do. 
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Smith,  Frank  T.:  Officer.. 
Smith,  J.  Craig:  Director. 


Tuttle,  John  C:  Officer _ 

Williamson,  Clifton  R.:  Director  and  officer. 


SOUTHERN    BELL   TELEPHONE 
GRAPH  CO. 


Avondale  Mills__   Chairman  of  the  board 

Birmingham  Trust  National  Bank Director, 

First  Federal  Savings  &  Loan  Association 

Illinois  Central  RR 

Illinois  Central  Industries 

Protective  Life  Insurance  Co 

Kow/ikee  Mills 


Chairman  of  the  board. 
Director. 

Do. 

Do. 

Do. 


Allen,  Wan,  Jr.:  Director. 


Brow/n,  James  M.:  Officer 

Cameron,  C.  Clifford:  Director. 


Atlanta  Braves,  Inc 

Cox  Broadcasting  Corp _ 

Equitable  Life  Assurance  Society 

Ivan  Allen  Co _ 

Mead  Corp.. _ 

Rich's,  Inc 

Southern  Airw/ays 

First  National  Bank  of  Miami. 

Association  of  Registered  Bank  Holding  Com- 
panies. 

Cameron-Brown  Co.,  Raleigh,  North  Carolina. 

Cameron  Financial  Corp.,  Charlotte,  North 
Carolina. 

First  Union  National  Bank  of  North  Carolina.. 


Criser,  Marshall  M.:  Director. 


Crouch,  Zach  T.,  Ill:  Officer. 
Davis,  A.  Darius:  Director... 
Dial,  William  H.:  Director... 


Charlotte  Branch  Federal  Reserve  Bank  of 

Richmond. 
Columbia  Life  Insurance  Co.  of  Florida 


Columbia  National  Corporation 

First  National  Bank,  Palm  Beach,  Florida 

Gunster,  Yoakley,  Criser,  Steward  &  Hersey.. 
Home  Federal  Savings  &  Loan  Association, 
Palm  Beach. 


Do. 

Do. 

Do. 
Chairman  of  the  board. 
Director. 

Do. 

Do. 

Do. 

Do. 

Do. 

Chairman  of  the  board  and 
president. 

Chairman  of  the  board,  presi- 
dent and  chief  executive 
officer. 

Director. 

Director  and  general  coun- 
sel. 

Director. 

Vice  president  and  resident 
counsel. 

Partner  (attorney). 

Director  and  general  coun- 
sel. 


Winn-Dixie  Stores,  Inc Vice  chairman  of  the  board. 

Florida  Gas  Co _ Director. 


Florida  Gas  Utilities  Co. 

Florida  Gas  Transmission  Co 

Granada  Groves  Corp 

Seaboard  Coast  Line  RR  &  SCL  Industries.. 

Sun  Bank  of  Gainesville. 

Sun  Bank  of  Ocala 

Sun  Banks  of  Florida,  Inc 


Dobbs,  R.  Howard,  Jr.:  Director. 


Dorsey,  Jasper  N.:  Officer. 

Evans,  John  P.:  Officer 

Hemingway,  Glen  A.:  Officer 

Jennette,  Sidney  E.,  Jr.:  Officer. 
Johnson,  Nathaniel  R.:  Officer.. 
Lindholm,  William  L.:  Director.. 


Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Chairman  of  the  Executive 
Committee.  ^  _ 

Sun  First  National  Bank  of  Leesburg Director. 

Sun  First  National  Bank  of  Orlando Chairman  of  the  Board  of 

Directors. 

First  Pt.  Orlando  Corp Chairman  of  the  Board  and 

chief  Executive  officer. 

Atlanta  Gas  Light  Co Director. 

Life  Insurance  Co.  of  Georgia Chairman  of  the  board. 

Rich's,  Inc Director. 

Trust  Co.  of  Georgia... Chairman    trust   committee 

and  director. 

Fulton  National  Bank Director. 

Fulton  National  Corp Do. 


Miami  Beach  First  National  Bank Director. 


Mclntyre,  John  E.:  Officer 

Marsh,  Harry  R.:  Officer 

O'Herron,  Edward  M.,  Jr.:  Director- 


Acacia  Mutual  Life  Insurance  Co Director. 

American  Telephone  &  Telegraph Director  and  vice  chairman 

of  board. 

Bell  Telephone  Laboratories. Director. 

Manufacturers  Hanover  Corp Do. ' 

New  York  Telephone  Co Do. 

Manufacturers  Hanover  Trust  Co. Do. 


South  Carolina  National  Bank Advisory  board. 

Akzona.  Inc.. Director. 

Eckerd  Drugs,  Inc... Chairman  of  the  board. 

Metropolitan  Savings  &  Loan  Association Director  and  treasurer. 

Piedmont  Aviation Director. 

Piedmont  Natural  Gas  Co. Do. 

Wachovia  Bank  &  Trust  Co.,  N.A Do. 

Synalloy  Corp Do. 
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Rast,  L  Edmund:  Director  and  president... 


Skinner,  B.  Franklin:  Officer. 
Small,  Roberts.:  Director... 


First  National  Bank  of  Atlanta.. 

First  National  Holding  Corp 

Metropolitan  Life  Insurance  Co. 

Cameron  Financial  Corp 

First  Union  National  Bank 

Dan  River,  Inc.. 


Smith,  Edward  D.:  Director. 


Liberty  Life  Insurance  Co 

Morton-Norwich  Products,  Inc., 
Pifidmont  Natural  Gas  Co 

Testile  Hall  Corp 

Eastern  Air  Lines,  Inc.. 

First  National  Bank  of  Atlanta. 


Smith,  O.Stanley,  Jr.:  Director. 

Stanford,  Henry  King:  Director., 
Tarver,  Jackson  W.:  Director... 


Travis,  J.  Wm.:  Director  and  officer. 
Trice,  Reginald  R.:  Director 


First  National  Bank  of  Dalton 

Georgia  Power  Co 

Retail  Credit  Co_ 

Kroger  Co... 

Constan,  Inc --- --■ 

Exxon  Co .- 

Standard  Savings  &  Loan  Association 

University  of  Miami 

Sunbeam  Television  Corp 

American  Motors  Corp 

Associated  Press 

Atlanta  Newsoaoers  and  Cox  Enterprises,  Inc 

Citizens  and  Southern  Realty  Investors 

Maccabees  Mutual  Life  Insurance  Co 

Newspaper  Advertising  Bureau 


Director. 

Do. 

Do. 

Do. 

Do. 
President  and  chief  execu- 
tive officer. 
Director. 

Do. 

Do. 

Do. 

Do. 
Chairman  of  the  board  and 

president. 
Director. 

Do. 

Do. 

Do. 
Chairman  of  the  board. 
Commission  agent 
Director. 
President. 
Director. 

Do. 

Do. 
President. 
Director. 

Do. 

Do. 


Walker,  A.  Max:  Officer 


SOUTHERN   NEW  ENGLAND  TELEPHONE 
Coles,  Albert  L:  Director 


First  National  Bank's  trust  Co Director,  executive  com- 
mittee and  trust  com- 
mittee chairman. 

Georgia  Southern  and  Florida  Railway  Co. Director. 

Land  Developers,  Inc President. 

Georgia  Motor  Club  (AAA) Director. 

Georgia  TpIco  Credit  Union --  Do. 

Hatteras  Income  Securities,  Inc Do. 


United  Illuminating  Co 

Eastern  Electric  Construction  Co.,  Inc. 


Do. 

Do. 

Park  City  Hospital „      D"- 

Coles,  O'Connell,  Dolan  &  McDonald  P.  C Partner. 

People's  Saving  Bank Director-trustee 

^  porator. 


Craig,  John  H. :  Officer 

Diefenderfer,  William  E.:  Director. 


Davis,  Abbott  H.,  Jr.:  Officer.... 
Etherington,  Edwin  D  :  Director. 


Fagal,  Frederick  F.:  Officer 

Hansen,  Carl  N.:  Director  and  Officer. 


Huebner,  Robert  W.:  Director  and  Officer. 


C.  G.  Fund,  Inc Director. 

Hartford  National  Bank  &  Trust  Co Advisory  board. 

United  Aircraft  Corp Group  vice  president. 

Connecticut  Savings  Bank.. .-  Trustee. 

American  Can  Co Director. 

American  Express  Co Do. 

American  Stock  Exchange ^o. 

Automatic  Data  Processing,  Inc DO- 

Connecticut  General  Life  Insurance  Co Do. 

LoctiteCorp ----  Do. 

Norton  Co "O- 

United  States  Trust  Co.  of  New  York Do. 

Ried  and  Riege,  P.  C ---  Cpunsel. 

Woodbury  Telephone  Co -  Director. 

CBTCorp - ----  Do. 

Connecticut  Bank  &  Trust  Co Do- 

Middlesex  Mutual  Assurance  Co Do. 

pSI-s  savff  B^ni;:::::::::::::::::::::  irusl^  and  Member  exec- 


utive  committee. 


johnsen,  Paul  J.:  Officer 

Gradwell,  John  D.:  Officer... 
Gustavson,  Evald  C:  Officer. 
Koopman,  Richard:  Director. 


Miller,  John  P.:Director- 


Monteith,  Walter  H.,  Jr.:  Officer. 
McBean,  Alan:  Officer 


G.  Fox  &  Co Vice  chairman. 

Aetna  Life  &  Casualty  Co.... Director. 

Hartford  Nat'l  Bank  &  Trust  Trust  Co.. Do. 

Mount  Sinai  Hospital Do. 

Yale  University Professor. 

Smyth  Manufacturing  Co Dl rector. 

Tec.  Group,  Inc.- „. .  ,  o 

Campaign  for  Yale  Univers-ity Chief  executive  officer. 

Aetna  Life  &  Casualty  Co .--  Director. 

Aetna  Fund,  Inc Do. 

Aetna  Income  Shares,  Inc „      Do 

Yale  University Professor. 

Second  New  Haven  Bank Director. 

Connecticut  Devel,  Credit  Corp Do. 
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Nicklis,  John  0.:  Director --  Pitney-Bowes,  Inc Director. 

Baldwin  Gegenlieimer  Corp.. Do. 

Barnes  Engineering  Co Do. 

Stamford  Water  Co Do. 

State  National  Bank  of  Connecticut- Do. 

Owens,  0.  Haydn,  Jr.:  Officer. --- 

Paolella,  Philip:  Director PlasticreteCorp President. 

Life  Insurance  Co.  of  Connecticut. .-  Director. 

New  Haven  Savings  Bank Do. 

Southern  Connecticut  Gas  Co.. Do. 

St.  Raphael's  Hospital.... Do. 

Pierce,  Henry  H.,  Jr.:  Director Northeast  Bankcorp,  Inc.. Chairman  of  the  boarfl,  di- 
rector. 

Union  Trust  Co Do. 

Roberts,  Heniy  R.;  Director Connecticut  General  Insurance  Corp President. 

Aetna  Insurance  Co Chairman  of  the  board,  di- 
rector. 

Connecticut  General  Life  Insurance  Co President  and  director. 

Emhart  Corp Director. 

General  Foods  Corp Do. 

Sims,  Ruth  L.:  Director League  of  Women  voters  of  the  United  States.         Do. 

Smith,  Harold  W.,  Director First  Federal  Savings  &  Loan  Association  of      Officer. 

Waterbury. 

Canadian  International  Power  Co.  Ltd Director. 

Colonial  Bancorp  Inc Do. 

Heminway  Corp Do. 

United  Corp.  of  Delaware Do. 

United  investors  Corp.  of  Conn Do. 

Schlesinger,  'rv.ng  H.,  Jr.:  Officer... 

Ulman,  Lewis  H.:  Officer 

Van   Sinderen,   Alfred   W.:   Director   and     Federal  Reserve  Bank  of  Boston.... ...Director. 

president.  ,        ,   , 

Stanley  Works. Director  and  member  of  the 

executive  committee. 

United  Aircraft  Corp Do. 

Newington  Children's  Hospital.. Director  and  president. 

von  Auw,  Alviii:  Director... American  Telephone  &  Telegraph  Co Vice  president  and  assistant 

to  chairman. 

C  &  P  Telephone  Co.  of  Maryland Director. 

SOUTHWESTERN  BELL 

Acker,  Ray  A.:  Officer 

Alston,  Angus  S.:  Chairman  of  the  board    Alton  Box  Board  Co Do. 

and  director.  First  National  Bank  in  St.  Louis Do. 

First  Union,  Inc Do. 

General  American  Life  Insurance  Co Do. 

Wlississipiii  River  Corp Do. 

PepsiCo.  Inc     _.   Do. 

St.  Louis  Union  Trust  Co... Do. 

Babler,  Wayne  E.:  Officer -- 

Bailey,  Louis  C:  Officer  and  director Boatmen's  Bancshares,  Inc Director. 

Boatmen's  National  Bank  in  St.  Louis Do. 

Barnes,  Zane  E.:  President  and  director St.  Louis-San  Francisco  Railway Director. 

First  National  Baik  in  St.  Louis Member  of  the  administra- 
tive board. 

Pet,  Inc .-  Director. 

Barron,  Randall  D.:  Officer 

Bates,  John  W.,  Jr.:  Director First  National  Bank  and  Trust  Co.  of  Tulsa...  Director. 

Reading  &  Bates  Offshore  Drilling  Co Chairman  of  the  board. 

Bosold,  Louis  A.:  Officer - 

Bowen,  W.  Heroert,  Jr.:  Officer 

Bowles,  Lloyd  S.:  Director Allied  Finaice  Co Director. 

Dallas  Federal  Savings  &  Loan  Association....  Chairman     of    the     board, 
president,  chief  executive 
'•  officer. 

Dallas  Power  &  Light  Co Director. 

Republic  Fi  an  ial  Services,  Inc.. Do. 

Republic  National  Bank  of  Dallas Do. 

A.  H.  Belo  C-rp.  (Dallas  Morning  News) Do. 

Brookfield,  Dutton:  Director American  Can  Co Do. 

First  National  Bank  of  Kansas  City,  Mo Do. 

First  National  Charter  Corp Do. 

Interstate  Brands  Corp Do. 

Kansas  City  Power  &  Light  Co Do. 

Northwestern  Mutual  Life  Insurance  Co Trustee. 

Unitog  Co President. 

Vendo  Co Director. 

Capps,  George  H.:  Director.. Alton  Box  Board  Co Do. 

Boatmen's  National  Bank  of  St.  Louis Do. 

Capitol  Coal  &  Coke  Co President. 

Capitol  Land  Co Chairman. 

General  American  Life  Insurance  Co Director. 

McDonnell  Douglas  Corp.. Do. 

Petrolite  Corp Do. 

VICO  Insurance  Co Do. 

Volkswagen  Mid-America,  Inc President. 
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Chambers,  Maurice  R.:  Director 

Angelica  Corp 

Anheuser-Busch,  inc_ 

Dillard  Department  Stores,  Inc.. 

Emerson  Electric  Co 

.   Director. 
Do. 
Do. 
Do. 

General  American  Life  Insurance  Co 

General  Steel  Industries,  Inc 

INTERCO  Inc. _ 

Do. 
Do. 
.  Chemical    board    and    chief 
executive  officer. 

Mercantile  Bancorporation 

Mercantile  Trust  Co,  N.A 

Do. 
Do. 
Do. 

Seven-Up  Co                                            

Do. 

Barnes  Ho'^pital 

Do. 

Clow,  Stanley  H.:  Officer 

Frost,  Tom  C,  Jr.:  Director 

First  National  Bank  of  Topeka 

Do. 

D.  Ansley  Company,  Inc 

Elsinore  Cattle  Co 

Do. 
Do. 

Do. 

Frost  National  Bank 

Chairman  of  the  board. 
Do. 

Handy  Andy,  Inc 

LaQuinta  Motor  Inns                           

.  Director. 
Do. 

Furr,  Roy:  Director 

Caprock  Shopping  Center,  Inc 

Crone  Oil  Co               

.  President. 
Do. 

Farm  Pac.  Kitchens,  Inc 

First  National  Bank  of  Lubbock ._ 

Furr's  Cafeterias,  Inc -. 

Furr's  Inc 

Chairman  of  the  board. 
.  Director. 

.  Chairman  of  the  board. 
Do. 

Do. 

Lubbock  Packing  Co              

Do. 

Gessiey,  Norman:  Officer 

Gravitt,  T.  0.:  Officer 

Haake,  James  F.:  Officer 

Rore  Realty  Co 

Methodist  Hocr,i;al 

.  President. 
Director. 
Do. 

First  National  Bank  in  Dallas 

Metropolitan  Loan  and  Savings  Association.. 

Southwestern  Life  Insurance  Co 

Capital  Federal  Savings 

Do. 
Do. 
Do. 
Do. 

Do. 

Unitog 

Do. 

Hoverstocit,  Newton  K.:  Officer 

Hoy  Justin  E  ■  Officer 

Tenneco 

Do. 

Jones,  Edwin  S.:  Director 

Allied  Bank  International 

Do. 

Alton  Box  Board  Co 

Angelica  Corp 

Federal  Reserve  Bank  of  St.  Louis.. 

First  National  Bank  In  St.  Louis 

First  Union,  Inc 

General  American  Life  Insurance  Co 

General  Steel  Industries 

Do. 
Do. 
Do. 
Chairman  of  the  board  and 
chief  executive  officer. 
.  Chairman  of  the  board  and 

director. 
.  Director. 
Do. 
Do. 

Do. 

Pet  Inc                                               

Do. 

St.  Louis  Union  Trust  Co 

Union  Electric  Co 

VICO  Corp      

.  Member    of    the    advisory 

board. 

.  Director. 

Do. 

Kibler  J   Byron'  Officer 

Kniglit,  Charles  F.:  Director 

Martin  William  W  •  Director 

Emerson  Electric  Co 

First  National  Bank  in  St.  Louis 

Miner  Enterprises,  Inc.  Chicago 

Universal  Castings  Corp.,  Chicago 

First  National  Bank  of  Topeka 

.  Vice    chairman    and    chief 

executive  officer. 
.  Director  and  member  of  the 

advisory  board. 
.  Director. 
Do. 
Do. 

Nichols,  James  B.:  Officer... 

Ohiendorf,  Harold  F.:  Director 

Martin  Tractor  Co.,  Inc 

Martin  Co.,  Inc 

, Union  National  Bank 

, Delta  Products  Co 

Farmers  Gin  Co.,  Inc 

First  National  Bank,  Osceola 

First  National  Bank,  West  Memphis,  Arkansas 

Osceola  Memorial  HosiJtal..- 

St.  Louis-San  Francisco  Ry.  Co. 

Chickasawda  Hospital 

.   President. 

.  Chairman     of    the     board. 

.  Director. 

.  Director  and  officer. 

.  Director. 

.  Chairman    of    the     board. 

Do. 
.  Director. 

Do. 

Do. 

Midway  Farms,  Inc 

.Do. 

Ohiendorf  Corp 

Onlendorf  Farms 

.  Director. 
.  Owner. 

Onlendorf  Investment  Co 

Do. 

Ohiendorf  Milling  Co 

Do. 
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Owens  Cornelius  W.:  Director St.  Vincent's  Hospital  &  Medical  Center  of  Director. 

New  York. 

Marine  Midland  Banks,  Inc Do. 

New  England  Telephone  &  Telegraph  Co Do. 

New  York  Stock  Exchange Public  director. 

W.  R.  Grace  &  Co Director. 

American  Telephone  and  Telegraph  Co Executive  vice  president. 

Liberty  National  Bank  &  Trust  Co Director. 

Univeisity  of  Texas  System Chancellor  emeritus. 


Parsons,  John  P.,  Jr.:  Officer 

Ransom,  Harry  H.:  Director 

Rogers,  Doyle  E.:  Officer St.  Louis  National  Bank .- Director. 


Schodde,  Henry  D.:  Officer. 
Shockley,  R.  Ray:  Officer... 


County  National  Bancorporation. 
Corcan  Equities  Corp. 


Smith,  Don  L:  Officer 

Spicer,  Ross  H.:  Officer... 

Tellepsen,  Howard  T.:  Director. 


First  National  Bank  of  Kansas  City.. 
Bank  of  St.  Louis 

General  Bancshares  Corp 

Commerce  Bank  of  Kansas  City 

First  City  National  Bank 

Cardinal  Construction  Co 

First  Freeport  Texas  National  Bank. 

First  Passadena  State  Bank.„ 

Houston  First  Savings  Association.. 
Southwestern  Life  Insurance  Co. 


Do. 
Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 
Director  ; 
Director 

Do. 


Tellepsen  Construction  Co Chairman    of  the   board  of 

directors. 

Houston  Citizens  Bank  &  Trust  Co Director. 

Tom  Hicks  Transfer  Co Owner. 

Thayer,  Harold  E.:  Director Alvey,  Inc Director. 

American  Air  Filter  Co.,  Inc Do. 

Carboline  Co Do. 

Curlee  Clothing  Co. ^- Do 

First  National  Bank  in  St.  Louis Do. 

FirstUnion,  Inc Do. 

General  American  Life  Insurance  Co Do. 

LacledeGas  Co Do. 

Mallinckrodt  Chemical  Works _.  Chairman  of  the  board  and 

chief  executive  officer. 

Missouri  Pacific  Railroad  Co Director. 

St.  Louis  Union  Trust  Go Do. 

The  Seven-Up  Co.. Do. 

Barnes  Hospital Do. 


Todd,  Chester  L.:  Officer 

Trottmann,  Stuart  R.,  Jr.:  Officer 

WESTERN  ELECTRIC  CO.,  INC. 
Accettura,  Guy:  Officer 


Bergmann,  Charles  R.:  Officer. 
Bickmore,  LeeS.:  Director 


Teletype  Corp. 


Director  and   chairman   of 
executive  committee. 


Nabisco,  Inc Do. 

International  Educational  Broadcasting  Corp..  Director. 

Carrier  Corp __ - Do. 

Mutual  Life  Insurance  Co.  of  New  York Do. 

Bankers  Trust  Co Do. 

Hart  Schaffner  &  Marx...' Do. 

Bankers  Trust  Co.  of  New  York  Corp.- Do. 


Brown,  John  M.:  Officer 

Burcham,  Lester  A.:  Director... 


F.  W.  Woolworth  Co Chairman  and  chief  execu- 
tive officer. 
Kinney  Shoe  Corp Director. 


Chinlund,  Daniel  K.:  Officer 

Doherty,  James  J.,  Jr.:  Officer 

Eckel,  Eugene  J.:  Officer.. 

Ehinger,  Robert  F.:  Officer 

Fick,  Armin   F.:   Director  and   executive    Teletype torp 

vice  president. 
Fletcher,  Stephan  H.:  Director  and  vice 

president  and  general  contractor. 
Foster,  Arthur  G.:  Officer 


F.  W.  Woolworth  &  Co.,  Ltd.  (England) 

Charter  New  York  Corp 

Richman  Brothers  Co... 

F.  W.  Woolworth  Co.,  Ltd.  (Canada) 

F.  W.  Woolworth  Co.,  S.A.  de  C.V.  (Mexico). 
Woolworth  Espanola,  S.A.  (Spain) 


Nassau  Smelting  &  Refining  Co.,  Inc. 
Manufacturer's  Junction  Railway  Co.. 


Garrett,  David  C,  Jr.:  Director. 


Western  Electric  Co.,  Ltd..  London  Teletype  Do. 
Corp. 

Nassau  Smelting  &  Refining  Co.,  Inc_ Do. 

United  States  Fidelity  and  Guaranty  Co Do. 

F  &  G  Life  Insurancp Do. 

Johns  Hopkins  Univsrsity Trustee. 

Delta  Air  Lines,  Inc President. 

Travelers  Corp Director. 

National  Bank  of  Georgia Do. 
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Gas  Transport,  Inc 

Anchor  Cap  &  Closure  Corp.  of  Canada, 

F.  W.  Woolworth  Co __. 

Keyes  Fibre  Co 

"Ltd"."; 

chief  executive  officer. 
Chairman  of  the  board. 

Do. 
Director. 

Do. 

Do. 

National  Ceter  for  Solid  Waste  Disposal, 
Huntington  Bancshares  Ihc 

Inc... 

Do. 
Do. 

Harder,  Howard  C:  Director... 

CPC  International,  Inc 

Do. 
Do. 

Carrier  Corp 

Associated  Dry  Goods  Corp 

Do. 
Do. 
Do. 

Chemical  New  York  Corp  (Holding  Co.). 
United  Jersey  Banks  (Holding  Co  ) 

Do. 

Do. 

Hendrickson,  Robert  W.:  Officer 

Herbert,  James  S.:  Director  and  executive 

vice  president. 
Hogin,  Pliilip  E.:  Director  and  executive 

vice  president. 

Peoples  Trust  Co.  of  New  Jersey 

Lord  &  Taylor 

Nassau  Smelting  &  Refining  Co.,  Inc 

Sandia  Corp 

Teletype  Corp 

Phoenix  Mutual  Life  Insurance  Co 

Do. 
Do. 
Do. 
Do. 

Do. 
Do. 
Do. 

Phoenix  Fund  Inc 

Do. 

Hosford,  James  A.:  Officer 

Phoenix  Capital  Fund,  Inc 

Do. 

Kreps[  Juanita  IVl.:  Director 

New  York  Stock  Exchange 

Do. 

J.  C.  Penney  Co.  Inc.... 

North  Carolina  National  Bank  Corp 

Do. 
Do. 

North  Carolina  National  Bank 

Do. 

Lawrence,  Jolin:  Director. 

.  Dresser  Industries,  Inc 

Santa  Fe  Industries,  Inc. 

Keebler  Co 

.  Chairman  of  the  board. 
.  Director. 
Do. 

Mehlhouse,  Harvey  G.:  Director 

IVlorgan,  John  A.:  Director 

Federal  Reserve  Bank  of  Dallas 

National  Life  Ins.  Co.  of  Vermont 

.  Uniroyal,  Inc 

Allendale  Mutual  Insurance  Co 

Sycor,  Inc 

.  Butler  Manufacturing  Co ._ 

Commerce  Bancshares,  Inc. 

C.  J.  Patterson  Co 

.  Chairman  and  director. 
Director. 

Do. 

Do. 

Do. 
.  Chairman  of  the  board. 
.  Director. 

Do. 

Woolf  Brothers 

Do. 

Kansas  City  Association  of  Trust  &  Founda- 
tions. 

Director  and  vice  president 

Procknow,  Donald  E.:  Director  and  presi- 
dent 

Bell  Telephone  Laboratories,  Inc 

Teletype  Corp 

.  Director. 
Do 

Do. 

J.  P.  IVlorgan  &  Co.,  Inc 

IVlorgan  Guaranty  Trust  Co 

Do. 
Do. 

Do. 

CPC  International,  Inc 

1  ngersoll- Rand  Co 

Do. 
Do. 
Do. 

Reltaiiata  John  T  •  Director 

.  Banco  di  Roma  (Chicago) 

Amsted  Industries,  Inc 

Brunswick  Corporation 

First  Federal  Savings  &  Loan  Association  of 
Chicago. 

Desotn,  lnc.__ 

American  Motorists  Insurance  Co 

International  Harvester  Co 

Chairman  of  the  board. 

.  Director. 
Do. 
Do. 

Do. 
Do. 
Do. 

Do. 

Federal  Mutual  Insurance  Co 

American  Manufacturers  T/lutual  Insurance  Co 
Kemperco,  Inc 

Santa  Fe  Industries  Inc 

Do. 
Do. 
Do. 
Do 

Admiral  Corp 

Do. 

Sparks,  IVlorgan:  Officer 

..  Sandia  Laboratories 

.  Director  and  officer. 

West,  Joseph  T.:  Director  and  executive     Bell  Telephone  Laboratories,  Inc 

vice  president                                             Teletvne  Coru 

-  Director. 
Do 

Do. 

Zweier,  Paul:  Officer 

Deuts'~hle  Emil  C  ■  Officer 

..  Bell  Telephone  Laboratories,  Inc 

Do. 

Hill.  Harrell  B.:  Officer 
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WISCONSIN  TELEPHONE  CO. 

Allis,  John  W.:  Director,. Marine  Corp..  -.-- - Director. 

Marine  National  Exchange  Bank Do. 

Briet,  A.  Thomas:  Officer.. .- 

Cook  George  V.:  Director."."."""""".'.].  American  telephone  &  felepgraph'Co.. Officer. 

Falk 'Harold  F.;  Director Employers  Insurance  of  Wausau Director. 

Canal  Street  Corp Officer. 

Heil  Co_ Director. 

Matshall-llsley  Corp Do. 

Northwestern  Mutual  Life  Insurance  Co Trustee.  , 

OilgearCo Director. 

The   Falk   Corp.  (Subsidiary  of  Sundstrand     Chairman   of  the  executive 
Corp.).  committee. 

Wisconsin  Electiic  Power Director. 

Kurtis  R.  Froedtert  Memoria  Luthern  Hospital.  Do. 

Ferguson,  Robert  W.;  Director  and  officer..  College  of  St.  Elizabeth Do. 

^  St.  Mary's  Hospital,  Milwaukee Do. 

Groh  Harold  B.:  Director First  Wisconsin  Bankshares  Corp. Do. 

First  Wisconsin  National  Bank Do. 

First  Wisconsin  Trust  Co Do. 

Kassner,  Milton  A.:  Officer - 

Kef'Sa- Di;^r^"":"":"""bVcarMayer&-covr^::::::::::::::::::"  chairman  ot  the  executive 

'    '  committee. 

Northwestern  Mutual  Life  Insurance Trustee. 

Federal  Reserve  Bank  of  Chicago Director. 

Moede  Gustave  H..  Jr.:  Director  and  presi-    Milwaukee  Children's  Hospital Do. 


dent. 


First  Wisconsin  Bankshares Do. 

Milwaukee  Redevelopment  Corp Do. 

Oscar  Mayer  &  Co Do. 


Nelson,  David  F.:  Officer --. - 

Packard,  Howard  Merrill:  Director.. Marshall  Field  &  Co.,  Chicago Do. 

Joseph,  Schlitz  Brewing  Co.. Do. 

Kemper  Insurance  Group,  Chicago Do. 

Universal  Foods  Corp.,  Milwaukee.. Do. 

Heritage  Bank,  Milwaukee Do. 

S.  C.  Johnson  &  Son,  Inc.  (Johnson  Wax) Vice  chairman. 

Federal  Reserve  Bank  of  Chicago Do. 


Ten  Broek,  Otto  A:  Officer -.- 

Tracy,  Robert  E.:  Director.. Tracy  &  Son  Farms,  Inc. 


Exhibit  12. — A.T.  &  T.  Memo  Re  Leasing  Versus  Oxcnersliip  of  Capital  Assets 

American  Telephone  &  Telegraph  Co., 

New  York,  N.Y.,  January  20,  1971. 
Subject :  Leasing  versus  Ownership  of  Capital  Assets. 
To :  Operating  Vice  Presidents  and  Comptrollers. 
From:   Vice   President— Operations.   Vice   President— Construction   Plans,   Vice 

President — Service  Costs,  and  Vice  President  and  Comptroller. 
Synopsis :  Discusses  the  question  of  leasing  versus  ownership  of  capital  assets, 
such  as  buildings,  motor  vehicles  and  equipment. 

The  question  of  leasing  versus  ownership  of  capital  assets  continues  to  con- 
front the  Bell  System,  especially  during  periods  of  projected  high  growth 
requiring  large  capital  expenditures.  Basically  this  question  is  of  a  financial 
nature  and  decisions  to  lease  should  be  made  only  after  thorough  economic 
analysis. 

Numerous  economic  studies  have  been  made  relating  to  the  feasibility  of 
leasing  versus  ownership  of  various  capital  assets  and,  as  a  general  rule,  own- 
ership has  been  determined  to  be  economically  advantageous.  Leasing  is  a 
valuable  tool  when  dealing  with  temporary  or  unsettled  conditions,  but  owning 
generally  is  economically  preferable  when  the  asset  is  to  be  retained  throughout 
the  major  portion  of  its  useful  life.  In  the  light  of  this  experience,  the  following 
general  gtiidelines  have  been  developed  and  are  offered  for  consideration : 

1.  Buildings — Equipment  buildings  should  be  owned  except  in  very  unusual 
circumstances.  Headquarters  buildings  normally  should  be  owned  if  occupancy 
is  expected  for  a  reasonable  period  of  time  or  if  expansion  is  contemplated. 
Garages,  work  centers,  small  headquarters  buildings,  space  for  remote  TSPS 
switchboard  installations,  accounting  centers,  and  business  offices,  etc.  may  be 
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appropriate  for  leasing  where  the  permanence  of  the  location,  occupancy  with 
other  tenants,  or  urgent  early  requirements  for  space  are  factors. 

2.  Motor  Vehicles — Motor  vehicles  should  be  owned  except  when  leasing  is 
justified  by  an  economic  analysis.  Short  term  leasing  and  occasional  rentals 
might  be  used  for  temporary  peak  demands. 

3.  Equipment — Equipment  should  be  owned  except  for  unusual  conditions 
such  as  those  relating  to  business  machines. 

The  liabilities  incurred  as  a  result  of  entering  into  a  financial  lease  are  essen- 
tially equivalent  in  their  nature  to  those  incurred  by  outright  purchase  with 
debt  financing.  The  lease  commits  the  business  to  make  a  series  of  payments 
over  a  future  period  of  time,  and  these  promised  payments  are  as  much  a  fixed 
obligation  as  the  interest  and  funding  requirements  of  a  debenture  issue.  The 
lease  costs  should  be  compared  with  cost  of  long  term  money  which  System 
companies  can  obtain  from  other  sources,  and  such  a  comparison  should  include 
consideration  of  ability  to  refinance  at  more  favorable  interest  rates,  a  privi- 
lege we  usually  provide  for  in  debt  securities  offerings. 

The  Securities  and  Exchange  Commission  considers  certain  leases  in  the 
same  light  as  debt.  Under  the  registration  requirements  of  the  SEC,  interest 
coverage  is  measured  in  terms  which  treat  appropriate  portions  of  rentals 
under  long  term  leases  as  fixed  charges.  The  SEC  also  requires  the  disclosure 
of  leases  in  registration  statements  if  the  commitment  is  material  in  amount. 
The  Accounting  Principles  Board  of  the  American  Institute  of  Certified  Public 
Accountants  in  its  Opinion  No.  5  has  specified  that  generally  accepted  account- 
ing principles  require  that  certain  leases  be  reported  on  the  balance  sheet  of  the 
corporation  as  assets  and  liabilities.  These  financing  aspects,  together  with 
the  economic  considerations,  substantiate  the  need  for  close  study  prior  to 
entering  into  any  lease  agreement. 

It  is  recognized  that  the  question  of  leasing  versus  ownership  must  be 
answered  with  respect  to  circumstances  surrounding  specific  cases.  It  is  possible 
to  structure  leases  on  various  bases,  some  of  which  may  be  more  economical 
than  debt  financing.  Therefore,  if  a  situation  arises  in  which  it  would  appear 
advantageous  in  your  company  to  enter  into  a  lease  agreement  that  does  not 
conform  to  the  general  guidelines  expressed  above,  we  would  appreciate  the 
opportunity  of  reviewing  the  economic  and  other  considerations  involved. 

Should  your  people  have  any  questions  regarding  the  above,  they  may  con- 
tact Mr.  Lish's  people  (Mr.  H.  E.  Crampton)  on  the  matter  of  economic  anal- 
ysis. As  to  other  considerations,  Mr.  Hunt's  people  (Mr.  C.  E.  Bruggeman)  are 
interested  in  leases  for  motor  vehicles,  garages  and  service  centers,  Mr.  Cave's 
people  (Mr.  D.  F.  Jones)  in  large  buildings  and  equipment  and  Mr.  Macln- 
tyre's  people  (Mr.  R.  A.  White)  in  computer  equipment.  Mr.  Mason's  people 
(Mr.  A.  y.  Plumley)  are  interested  in  the  financial  and  accounting  aspect  of 
all  leases. 
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Exhibit  13. — Illinois  Bell  Memo  Re  Program  To  Detect  Unauthorized  Er/uipmcnt 

Michigan  Bell, 
Detroit,  Mich.,  June  27,  1973. 
To  All  MBT  Employees  : 

You've  probably  seen  some  ads  which  may  have  puzzled  you  as  much  as  they 
do  many  of  our  customers. 

To  me,  the  ads  say  that  you  can  buy  phones  and  just  plug  them  in.  That 
simply  is  not  correct  under  tariffs  filed  with  the  aiichigan  Public  Service  Com- 
mi.ssion  and  Federal  Communications  Commission — and  we  want  customers  and 
employees  to  l^now  that.  We  are  sending  customers  a  bill  insert  on  this  subject. 
And  Iwant  to  remind  you  that  the  rules  for  Bell  people  are  clear  that  employees 
may  not  make  unauthorized  installations  and  may  not  have  unauthorized 
equipment. 

Under  the  law  we  are  required  to  enforce  telephone  tariff  provisions.  Those 
provisions  prohibit  the  connection  of  unauthorized  equipment  by  anyone. 
Vv'e're  responsible  for  the  quality  of  service  our  customers  receive.  Only  by 
using  properly  installed  and  maintained  equipment  can  we  ensure  this  quality. 
We're  also  concerned  over  possible  safety  hazards  to  customers  and  employees 
from  improperly  installed  or  poorly  wired  equipment.  Another  reason  we  are 
concerned  is  that  revenue  is  lost  when  customers  connect  unauthorized  equip- 
ment and  thereby  obtain  additional  service  without  paying  for  it.  This  is  not 
fair  to  other  customers  who  are  paying  for  service  received. 

For  all  these  reasons,  we're  accelerating  our  program  to  detect  unauthorized 
equipment.  Customers'  lines,  including  those  of  employees,  will  be  checked  to 
verify  that  a  subscriber  has  the  equipment  that  our  records  show  he  is  paying 
for.  Where  the  checks  turn  up  a  (luestiouable  situation,  a  premise  visit  will 
establish  the  facts. 

If  a  customer  has  unauthorized  equipment  and  refuses  to  comply  with  the 
tariff  provisions,  then  it  will  be  necessary  for  us  to  susi>end  phone  service  for 
that  customer.  If  an  employee  has  unauthorized  equipment,  then  appropriate 
disciplinary  actiim  will  be  taken.  I  believe  our  customers  and  employees  will 
continue  to  cooperate  fully  with  this  program  because  it  is  clearly  in  the  inter 
est  of  fairness  to  all  concerned. 

We  are  not  going  to  condone  the  use  of  unauthorized  equipment.  We  must 
be  certain  of  the  facts  before  we  act,  and  we  must  act  when  we  are  certain.  Only 
by  our  insistence  on  full  compliance  with  tariff  provisions  can  we  honestly 
protect  the  quality  of  our  service. 

You  will  attend  a  meeting  in  the  near  future  at  which  time  you  can  ask  any 
questions  that  you  may  have  about  this  program. 
Sincerely, 

D.  F.  Smith. 


39-887   O  -  74  -  pt.    5  -  49 
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^)  Pacific  telephone 

COMPETmON  ALERr 


c 


SPECIAL  EMPLOYEE  BULLETIN 

SEPTEMBER,  1973 

COMPETITION  ALERT  IS  HERE! 


Where  will  our  competiiofs  .ippeiir  iie>i'  Ttie  < ,«  denier^  Th»^  moiel  across  the  street'  Your  favorite 
depannieni  store  where  <i  reliitive  is  employed'  We  tlon'i  know  for  sure    -  but  you  mighti 

We're  asking  for  your  help  in  pfeveniiiu)  revenue  losses  to  competition 

Many  employees  and  their  friends  h.ive  been  tiw.ire  ,ill  along  ol  business  customers  who  were  considering 
non  Pticifu;  Company  communications  systems  DnlDriunalely.  most  employees  never  passed  on  this  vital 
information  simply  because  ihuy  didn't  know  h. kv  -  or  if  ihey  did,  usually  never  found  out  the  result 
of  Iheir  sales  lead 

Thai's  all  changed  now  Itianks  lu  ihe  previously  announced  COMPETITION  HOTLINE,  as  well  .i<;  ,i 
biand  new  two-way  repoflintj  system  lalled  COMPETITION  ALERT 


11 


HERE'S  HOW  BOTH  WORK 


COMPETITION  HOT  LINE 


As  leporled  earlier  in  "The  Weekly,'  a  spec  i.il  toll  free  INWATS  "Hotline"  was  recently  installed  .it 
Competition  Headquarters  in  San  Fr.incisco  for  cisr;  by  all  Northern  Region  employees  It  was  designed 
()rim<inly  so  any  employee  could  ccjnvenienlly  turn  in  any  sales  lead,  no  matter  how  insignilicini  ii 
might  seem    And  at  any  time  ol  day,  too.  sunt  automatic  answering  sets  provide  24  hour  serviie 

To  use,  simply  dial  (8001  (.b2  1090  (Or  froni  ,.iin  phones  or  non  ODD  lo.  alions,  place  you.  Huihne 
■  all  Ihrough  your   PT&T  opei.iloi  ) 
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COMPETITION  HOT  LINE  (cont'd) 

That's  all  there  is  to  it  During  normal  business  houis,  u  fellow  PT&Ter  will  take  down  all  pertinent  in 
(ormation  If  you  call  after  normal  business  houis,  |ust  le.we  your  name,  city  and  telephone  number 
We'll  get  back  to  you  as  soon  as  possible 

Speaking  of  sales  leads,  here  is  a  list  of  specilic  siiuaiions  to  watch  foi  tliat  would  best  help  us 

•  Where  customer  comments  about  competition  lead  yon  to  believe  they  are  consider 
ing  a  non  Pacific  Company  system  or  service 

•  Where  you  physically  see  or  hear  aboul  Lompelilive  broclniies,  business  cards,  or 
letters  in  the  hands  of  oui  ciistomeis 

•  Where  you  obse.ve  a  compelilively  marked  tiuck  oi  car  at  a  specific  customer's 
location. 

•  Leads  on  cuslomei  moves,  additions,  o.  changes  where  you  feel  competition  will  be 
making  a  conlacl  (Oui  competition  ollen  mdkes  n  a  point  lo  contact  persons  ex- 
periencing a  change  ) 

•  Leads  on  new  yiowih    -  new  conslnu  lion 

•  Information  from  friends  and  relatives  about  competitive  activity 

To  help  you  remember  the  Competition  Hotline  number,  we've  attached  a  calendar  card  for  your  purse 
or  wallet  with  a  memoty  loyger  of  the  above  situations  lo  watch  for,  as  well  as  an  easily-removed  Hotline 
sticker  for  your  telephone  oi  Company  car  dashboard. 


COMPETITION  ALERT 


To  luither  help  meet  ihe  compelilion  more  elleclivcly,  we've  added  COIVIPETITION  ALERT,  a  two-way 
repoiling  system  that  will  alerl  our  managers  about  business  customers  who  are  presently  considering 
service  from  competition.  Periodically,  these  seleci  managers  in  the  Northern  Region  will  receive  a  copy 
of  COMPETITION  ALERT,  which  will  list  those  customers  IVIanagers  should,  in  turn  discuss  this  infor- 
mation with  their  employees  And  any  mformalion  which  could  be  helpful  in  preventing  a  lost  customer 
should  be  reported  IfVIMEDIATELY  lo  COMPETITION  HEADQUARTERS  via  the  HOTLINE 
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And  we  make  two  promises:  One  -  your  lead  will  be  acted  upon  immediately,  and.  two  -  you'll  be 
notified  of  the  results  as  soon  as  possible 


So  please  call  with  your  information 


REMEMBER  .  .  . 

Competition  is  Everyone's  Business 


COMPETITION  MEnr 


COMPETITION  ALERT 
BULLETIN  TO  BE 
DISTRIBUTED  TO 
SELECT 
MANAGEMENT 
PERSONNEL 


^     *Ck>   PBOVIDIMG  iA  " 

^^     ^    <.     ;;i,TC01««TITIOII 


\V%  -:■■ 


«2-10W  (Zl-Hour  No  Charae  Number) 


POCKET 
CALENDAR 
CARD  AND 
DASH  BOARD 
OR  TELEPHONE 
STICKER 


COMPETITION  - 

IS  EVERYONE'S  BUSINESS! 
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Q  THE  BIG  FIGHT! 


New  York  Telephone 

VERSUS  ; 

i 

Brand  X j 


3498 


f^- the  arena  is  aU  lit-up  and  the  contestants 

are  ready.. tosquare  off :. the  "Old Pro" 

versus  the  relative  new-comer!  The  newcomer  is 
hungry,  well-honed  and  always  shooting  for  the 
quick  knock-out  I  But  the  "Old  Pro"  has  a  lot  going 
for  him  too;  experience,  a  good  manager^  backers 
and  lots  of  loyal  fans.  And  he's  in  terrific  shape  to 
do  battle,  for  a  few  short  rounds\  or  th^  full 
distance.  However,  he  can  use  a  little  help  in  his 
corner  both  before  or  during  the  contest.  Also,  it 
would  be  well  to  remember  that  he  can't  hold  his 
own  in  the  ring  with  an  opponent  if  every  time  he 
goes  back  to  his  corner  he  gets  into  a  hassle  with 
his  own  people!  And  if  the  people  behind  the 
"man-out- front"  get  in  the  habit  of  spotting  the 
competitive  danger-signals  as  they  appear,  and  do 
something  about  it,  they  can  give  the  "Old  Pro" 
that  little  competitive  edge  that  will  enable  him  to 
anticipate  sneak  punches,  illegal  blows,  counter 
punches  or  just  good  clean  shots  that  may  hurt. 

And  the  *'Old  Pro" is  not  about  to  retire 

far  from  it!  Instead  he's  about  to  emerge  as  a  new 
heavyweight  knock-out  threat!  But  he  can't  do  it 
without  our  help. 


'CATALYST  FOR  FURTHER  ACTIONI' 
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Exhibit  14.— A.T.  d  T.  Letter  to  Mr.  Ricks  Re  Policy  on  Selling  Equipment  to 
Outside  Parties 

American  Telephone  &  Telegraph  Co., 

New  York,  N.Y.,  March  26,  1971. 
Mr.  Jay  E.  Ricks, 
Ilogan  d  Hartson, 
Washington,  D.C. 

Dear  Jay  :  This  is  in  response  to  your  letter  of  March  19,  1971,  which  en- 
closed copies  of  correspondence  between  your  client  and  ^Nlr.  Griffith  and  Mr. 
Springer  and  the  Illinois  Bell  Telephone  Company.  It  is  important  to  note  that 
the  Bell  operating  companies  are  not  in  the  supply  business,  and  normally 
would  not  sell  e(iuipments.  materials,  or  supplies  to  outside  parties.  However,  in 
the  case  of  internal  wiring  and  other  associated  plant  facilities  where  it  may 
be  decided  to  sell,  it  was  felt  that  a  uniform  approach  throughout  the  Bell 
System  might  be  desirable,  although  certainly  not  mandatory,  because  many  of 
the  parties  involved  in  these  situations  have  nationwide  interests.  Guidelines 
were,  therefore,  suggested  to  the  Bell  operating  companies  that  the  asking 
price  for  such  facilities  should  be  determined  in  accordance  with  structural 
value.  This  would  ordinarily  be  reproduction  cost  new,  determined  or  estimated 
on  the  basis  of  equipment,  material,  and  installation  cost,  less  the  allowance 
for  the  physical  and  functional  depreciation  which  may  have  occurred  in  the 
plant  offered  for  sale. 

I  trust  this  adequately  answers  your  question. 
Very  truly  yours, 

Raymond  F.  Burke. 

Enclosure : 

Memorandum 

Sales  of  terminal  wiring,  associated  connecting  blocks  and  terminal  strips 
occur  sporadically  and  relatively  infrequently  when  a  customer  chooses  to  con- 
vert his  telephone  service.  For  example,  the  conversion  typically  is  from 
private  branch  exchange  (PBX)  service  wholly  provided  by  the  telephone 
company  to  a  service  whereby  the  telephone  company  provides  only  private 
branch  exchange  access  trunks  and  connecting  arrangements  and  the  customer 
provides  his  own  on-premises  communications  system  or  equipment.  Presently, 
such  sales  are  not  solicited.  They  are  made  solely  for  the  accommodation  of 
the  customers  who  request  them.  A  question  has  been  presented  as  to  whether 
these  sales  are  within  the  purview  of  Section  214  of  the  Communications  Act 
of  1934,  as  amended. 

To  sell  terminal  wire  and  associated  terminal  equipment  installed  within  a 
customer  occupied  building  is  not.  we  believe,  to  "discontinue  .  .  :  service  to  a 
community,  or  part  of  a  community"  within  the  meaning  of  Section  214  of  the 
Act.  Such  sales,  when  they  do  occur,  do  not  result  in  the  discontinuance  of 
service.  Rather,  the  result  is  merely  a  change  in  the  manner  of  providing  serv- 
ice. As  viewed  by  the  customer,  he  will  be  obtaining  the  same  type  of  service 
after  the  sale  as  before,  albeit  he  or  others  will  then  be  providing  a  portion 
of  the  equipment  needed  therefor.  As  viewed  by  the  carrier,  the  type  of  service 
(and  related  responsibilities)  have  changed;  nevertheless  service  continues  to 
be  rendered  by  the  carrier  to  that  customer.  At  most,  the  sale  may  be  conceived 
to  affect  the  means  of  rendering  service  to  a  customer.  In  fact,  the  final  pro- 
viso to  Section  214(a),  which  also  precludes  the  need  for  a  discontinuance 
certificate  in  such  casesfi  reflects  this  interpretation.  That  provision  provides 
in  pertinent  part  that  nothing  in  Section  214(a)  "shall  be  construed  to  require 
a  certificate  or  other  authorization  from  the  Commission  for  any  installation, 
replacement,  or  other  changes  in  plant,  operation,  or  equipment,  other  than  new 
construction,  which  will  not  impair  the  adequacy  or  quality  of  service  pro- 
vided." 

A  discontinuance  of  ser%ice  to  a  community  or  part  of  a  community  implies 
an  abandonment  or  withdrawal,  thereby  depriving  the  public  (the  community) 
of  service  which  it  has  theretofore  enjoyed.  That  clearly  is  not  the  case  pre- 
sented here.  What  occurs  in  this  instance  is  closely  akin  to  what  occurs  when 
a  particular  customer  cancels  his  service  and  the  carrier  for  various  reasons 
decides  to  dismantle  the  terminal  facilities  which  were  used  to  provide  that 
service.  The  telephone  company's  tariff  for  rendering  service  to  that  customer, 
and  all  other  customers,  remains  in  effect.  Such  company  holds  itself  out  to 
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the  public  as  ready  to  provide,  upon  reasonable  notice,  the  service  which  was 
rendered  prior  to  the  customer's  requested  change  just  as  fully  as  if  that  par- 
ticular customer  had  not  previously  taken  service.  Quite  simply,  there  is  no 
discontinuance  of  service  while  a  tariff  offering  the  service  is  in  effect  and 
the  carrier  stands  ready  and  able  to  provide  such  service.  McGrody  v.  Balti- 
more d  0.  R.R.,  217  F.  Supp.  252  (1963). 

The  legislative  history  supports  the  foregoing  conclusions.  The  amendment  to 
Section  214  relating  to  the  discontinuance  of  service  by  a  carrier  was  added 
during  a  period  when  our  country  was  at  war.  Congress  quite  properly  ex- 
pressed its  concern  over  discontinuance  of  service  as  it  might  affect  the  military 
effort.  Nonetheless,  it  is  equally  clear  that  the  Congress  was  concerned  with 
the  discontinuance  of  service  to  a  community  as  opposed  to  the  abandonment 
of  a  particular  line.  Indeed,  the  initially  proposed  amendment  to  Section  214 
(based  on  Section  1(18)  of  the  Interstate  Commerce  Act  (required  that  "no 
carrier  shall  abandon  all  or  any  portion  of  a  line,  unless  and  until  there  shall 
first  have  been  obtained  from  the  Commission  a  certificate"  of  public  con- 
venience and  necessity.  See,  S.  2445,  77th  Cong.,  2d  Sess.  (introduced  April  9, 
1942).  Thereafter,  in  hearings  it  was  pointed  out  that  no  purpose  would  be 
served  by  requiring  certification  for  the  abandonment  of  a  communication  line, 
for  in  communications  there  could  be  an  abandonment  of  a  communcation.s  line 
with  no  impairment  of  service  to  a  community.  Hence  the  provision  was  revised 
to  require  certificaticm  only  for  discontinuance  of  service  to  a  community  or 
part  of  a  community.*  Accordingly,  for  these  as  well  as  other  reasons,  it  must 
be  concluded  that  the  sale  of  terminal  wire  in  the  cases  described  are  within 
neither  the  letter  nor  the  intent  of  the  discontinuance  clause  of  Section  214. 

In  view  of  the  foregoing,  it  seems  clear  that  the  Commission's  ruling  in  the 
Warrcnshurg  Cable  case  (27  F.C.C.  2d  727  (1971))  is  inapposite.  In  the  War- 
renshurg  Cable  case,  it  appears  that  United  or  its  affiliate  sold  all  their  CATV 
channel  facilities  in  the  community  of  Warrensburg  to  the  Harriscope  Broad- 
casting Corporation.  Factually,  there  is  no  parallelism  when  terminal  wire  is 
sold  by  a  carrier  to  a  particular  customer  at  his  reiiuest,  and  the  carrier  con- 
tinues to  provide  service  to  that  customer,  and  no  others  are  adversely  affected. 

In  any  event  these  sales  of  terminal  wire  seem  to  present  transactions  with 
which  the  Commission  should  not  concern  itself  as  a  practical  matter.  No 
apparent  public  interest  would  be  served  by  the  costly  and  burdensome  task 
of  filing  for  such  discontinuance  certificates  even  assioniing,  arguendo,  that  such 
interpretation  could  be  given  to  Section  214.  This  situation  again  presents  a 
matter  where  the  rationale  set  forth  by  the  Commission  in  its  Final  Decision 
and  Order  in  Docket  16979  at  para.  31  is  appropriate.  Therein  the  Commission 
stated  "We  believe  that  we  are  granted  discretionary  latitude,  under  the  Com- 
munications Act  and  relevant  judicial  interpretation  thereof,  to  refrain  from 
subjecting  a  marginal  activity  to  our  regulatory  process  where  it  is  clear  that 
the  public  interest  will  be  served  by  such  a  course." 


Exhibit  15. — Letter  From  W.  H.  Springer  to  FCC  Re  Sale  Price  of  Ed'isting 
Telephone  Facilities  in  Chicago 

February  19,  1911. 
Mr.  Kelley  E.  Griffith, 
Chief,  Domestic  Rates  Division, 
Federal  Communications  Commission, 
Washington,  D.C. 

Dear  Mr.  (Griffith  :  This  refers  to  your  letter  of  January  7,  1971,  Reference 
9310,  which  enclosed  a  copy  of  a  letter  the  Commission  received  from  Mr. 
Thomas  A.  McGowan  of  Areata   Communications,   Inc.   Mr.   McGowan's  letter 


•  Hearings  on  S.  2445  before  the  Senate  Subcommittee  of  the  Committee  on  Inter- 
state Commerce,  71-75,  10.3,  248  (1942)  ;  Hearings  on  S.  2508  before  a  Subcommittee 
of  the  House  Committee  on  Interstate  and  Foreign  Commerce,  42-44,  51-53,  71-73 
(1042)  ;  H.  Rep.  No.  2664  77th  Cong.,  2d  Sess.  11  (to  accompany  S.  2508)  (1943)  ; 
S.  158,  78th  Cong.,  1st  Sess.,  introduced  .Tan.  7,  194.3;  S.  Rep.  No.  1;.3,  78th  Cong., 
1st  Sess.  1  (1943)  :  H.  Rep.  No.  60,  7Sth  Cong.,  1st  Sess.  10  (to  accompany  S.  158) 
(1943)  ;  H.  Rep.  No.  142,  78th  Cong.,  1st  Sess.  14  (Conference  Report  to  accompany 
S.  158)    (1943)  ;  89  Cong.  Rec.  777,  786-87   (1943). 
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concerns  the  sale  price  set  by  our  company  for  certain  exis'ting  telephone  facili- 
ties located  in  a  building  in  Chicago. 

The  sale  of  the  plant  facilities  in  question  was  initiated  in  response  to  a 
specific  request  by  our  subscriber,  Corbett  Clinic.  The  sale  price  of  $1,435.00  was 
determined  on  the  basis  of  the  value  of  such  plant.  Basically,  this  amounts  to 
the  estimated  reproduction  cost  new,  including  installation,  less  an  allowance 
for  the  physical  and  functional  depreciation  which  may  have  occurred. 

The  procedures  used  in  computing  these  charges  were  in  accordance  with 
guidelines  set  forth  by  the  American  Telephone  and  Telegraph  Company  which 
were  recommended  to  all  Associated  Bell  System  Companies  in  March  of  1970. 
If  you  have  any  questions  regarding  these  systemwide  procedures  we  have  been 
advised  that  representatives  of  the  American  Company  will  be  pleased  te  dis- 
cuss them  with  you  at  your  convenience. 

We  believe  that  the  (luoted  sale  price  is  fair  and  equitable  to  all  parties 
concerned. 

Very  truly  yours, 

W.  H.  Springer, 

Vice  President. 

Exhibit  16. — Letter  from  Mr.  McKcrsie  Re  Michigan  BelVs  Denial  Regarding 
Acta  of  Reciprocity  Involving  TPI  and  Van  Ess  Co. 

TPI,  Inc., 

Grand  Rapids,  Mich.,  July  25,  1974. 
Mr.  Cekalu  Hellerman, 

Kpccidl  Fiiuincial  Adviser,  Antitrust  and  Monopoly  Subcofmnittec,  U.S.  Senate, 
Washington,    D.C. 

Dear  Mr.  Hellerman  :  This  is  in  response  to  Mr.  Ron  Fox's  testimony  at  the 
Senate  hearings  and  the  subsequent  denial  by  Michigan  Bell  regarding  their  act 
of  reciprocity  involving  TPI,  incorporated  and  Van  Ess  Company  in  Grand  Rapids, 
Michigan. 

In  June  1972,  I  met  with  my  salesman,  Mr.  Roger  W.  Goossen  and  Mr.  Russell 
Kniff,  Treasurer  of  Van  Ess  Company  in  iNIr.  Kniff's  office.  The  meeting  was  held 
at  Mr.  Kniff's  request  for  the  purpose  of  determining  what  action  TPI  was  going 
to  take  since  Van  Ess  wanted  to  cancel  our  contract  to  install  a  new  telephone 
system  for  them. 

Mr.  Kniit"  explained  to  me  that  they  had  agreed,  previously,  to  buy  their  new 
telephone  system  on  tlie  merits  of  economics.  However,  after  they  signed  the 
contract,  they  were  contacted  by  the  Michigan  Bell  Telephone  Company  and 
informed  that  they  probal)ly  would  not  receive  any  more  construction  worli  from 
Bell  because  they  chose  to  buy  telephones  from  their  competition.  Mr.  KnifE 
would  not  say  who  had  called  from  Michigan  Bell. 

Because  over  30%  and  approximately  $350,000  of  business  was  involved.  Mr. 
Kniff  felt  he  could  not  justify  the  rather  insignificant  savings  from  owning  his 
own  telephone  svstem  at  the  sacrifice  of  losing  so  much  worlv  from  Bell. 

I  personally  assured  :Mr.  Kniff  that  it  was  not  our  intent  to  put  any  customer 
in  that  kind"  of  predicament  and  that  Tl'I  would  not  attempt  to  enforce  the 
validitv  of  our  contract.  He  was  very  grateful  and  offered  to  intercede  on  our 
behalf  in  selling  a  system  to  their  Florida  office  if  we  had  maintenance  capability 
in  that  area.  ,     ,    ^. 

After  we  left  Mr.  Kniff's  office,  I  called  Mr.  E.  F.  Gietzen,  district  Marketing 
Manager  for  Michigan  Bell  in  Grand  Rapids  to  com,plain  about  this  act  of 
reciprocity.  Mr.  Gietzen  assured  me  he  would  investigate  and  get  back  to  me  as 
soon  as  possible. 

Within  a  few  days  Mr.  Gietzen  called  me  and  advised  me  that  although  it 
was  not  their  policy,  this  incident  did  in  fact  take  place  and  that  Mr.  Gerald  J. 
Til'ema,  district  Plant  Manager,  was  the  telephone  employee  involved.  Mr. 
Gietzen  apologized  and  advised  me  that  it  would  not  happen  again. 

If  you  require  any  further  details,  please  do  not  hesitate  to  call  on  me. 
Sincerely, 

Donald  V.   McKersie, 

President. 
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Exhibit  17  —Affidavits  of  Mr.  Gictzcn  and  Mr.  Tillema  Re  Cancellation  of  Van 
Ess  Co.  Contract  With  TPI 

Affidavit 
State  of  Michigan, 
County  of  Kent,  ss : 
Now  Comes,  Elmer  F.  Gietzen  and,  being  first  duly  sworn  deposes  and  says : 

1.  That  he  is  District  Sales  Manager— Grand  Rapids  for  Michigan  Bell  Tele- 
phone Company. 

2.  That  he  has  read  a  copy  of  a  letter  dated  July  25,  1974  from  Mr.  Donald 
V.  McKersie,  President  of  TPI,  Incorporated  to  Mr.  Gerald  Hellerman,  Special 
Financial  Adviser,  Anti-Trust  and  Monopoly  Sub-Committee  United  States  Sen- 
ate, which  letter  was  introduced  into  the  record  during  hearings  before  the  Sub- 
Committee  on  July  30,  1974. 

3.  That  said  letter  refers  to  two  telephone  conversations  between  Mr.  McKersie 
and  himself  regarding  the  cancellation  by  the  Van  Ess  Company  of  Grand  Rapids 
of  a  contract  for  a  telephone  system  with  TPI,  Incorporated. 

4.  That  the  facts  regarding  those  two  conver-sations  are  : 

(a)  That  sometime  in  June  of  1972  he  received  a  call  from  Mr.  McKersie  in- 
forming him  that  the  Van  Ess  Company  had  cancelled  its  contract  with  TPI 
after  a  Michigan  Bell  Telephone  Company  Construction  Department  employee 
had  talked  to  Mr.  Russell  Kniff,  Treasurer  of  the  Van  Ess  Company  ; 

(b)  That  upon  inquiry  he  learned  Mr.  Gerald  J.  Tillema,  District  Construc- 
tion Manager,  had  had  a  recent  conversation  with  Mr.  Kniff  during  which  the 
subject  of  the  possibility  of  the  Van  Ess  Company  purchasing  its  own  telephone 
system  had  been  discussed  ; 

(c)  That  he  discussed  this  conversation  with  Mr.  Tillema,  who  advised  him 
that  Mr.  Kniff  had  indicated  at  that  time  that  the  Van  Ess  Company  did  not 
have  a  contract  with  TPI  and  that  he  (Mr.  Kniff)  had  been  led  to  believe  that 
Michigan  Bell  did  not  care  whether  customers  purchased  private  telephone  sys- 
tems and  was  principally  interested  in  supplying  Central  Office  lines,  and  that, 
in  response  to  Mr.  Kniff",  Mr.  Tillema  had  replied  that  Michigan  Bell  "did  care" 
and  had  stated  'We  consider  all  our  services  revenue  producing" ; 

(d)  That  Dei)onent  then  called  Mr.  McKersie,  advised  him  of  the  facts  as  set 
forth  above  and  apologized  for  the  fact  that  the  discussion  had  occurred  after  a 
contract  had  been  signed  even  though  Mr.  Tillema  had  understood  that  there  was 
no  contract.  At  that  time  Mr.  McKersie  stated  that  while  TPI  did  have  a  signed 
contract,  he  did  not  intend  to  force  the  issue. 

4.  That  at  lao  time  in  his  conversations  with  Mr.  McKer.-ie  did  Deponent  indi- 
cate that  he  had  found  that  Mr.  Tillema  had  made  any  threat  to  withdraw 
Michigan  Bell  business,  nor  did  he  apologize  for  any  such  threat,  as  Mr.  Mc- 
Kersie's  letter  implies. 

Further  deponent  sayeth  not. 

Elmer  F.  Gietzen. 

Subscribed  and  sv^orn  to  before  me  this  14th  day  of  August,  Notary  Public  for 
Kent  County,  Carol  A.  Skelton. 

My  commission  expires  May  25,  1976. 

Affidavit 
State  of  Michigan 
County  of  Kent,  ss: 
Now  Comes,  Gerald  J.  Tillema  and,  being  first  duly  sworn,  deposes  and  says : 

1.  That  he  is  District  Construction  Manager — Grand  Rapids  for  Michigan  Bell 
Telephone  Company. 

2.  That  sometime  in  June  of  1972  he  had  a  telephone  conversation  with  Mr. 
Russell  Kniff,  Treasurer  of  the  Van  Ess  Company,  Grand  Rapids,  Michigan, 
regarding  the  possibility  of  the  Van  Ess  Company  contracting  for  telephone 
equipment  with  TPI,  Incorix)rated. 

3.  That  the  substance  of  that  conversation  was  as  follows : 

(a)  He  asked  IMr.  Kniff  if  a  formal  contract  had  been  signed  and  Mr.  Kniff 
said  "No,"  but  that  they  were  considering  it. 

(ft)  Mr.  Kniff  asked  why  he  was  concerned,  and  he  stated  that  the  telephone 
company,  like  any  other  company,  was  concerned  about  loss  of  business. 
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(c)  Mr.  Knife  said  that  lie  did  not  realize  that  Michigan  Bell  put  much  value 
on  "office  type"  equipment  and  that  he  thought  Michigan  Bell  cared  more  about 
Central  Office  lines,  to  which  Deponent  responded  that  "Michigan  Bell  considers 
alllts  services  revenue  producing." 

3.  That  he  made  no  threat,  direct  or  indirect,  that  Michigan  Bell  would  with- 
draw its  business  from  the  Van  Ess  Company  if  it  purchased  telephone  equipment 

4  That  shortly  thereafter  he  was  asked  about  this  conversation  by  Mr.  E.  F. 
Gietzen,  District  Sales  Manager— Grand  Rapids  for  Michigan  Bell  Telephone 
Company,  at  which  time  he  advised  Mr.  Gietzen  of  the  facts  essentially  as  set 
forth  above. 

Further  deponent  sayeth  not.  ^^^^^^  ^  ^^^^^^^ 

Subscribed  and  sworn  to  before  me  this  14th  day  of  August,  1974.  Notary 
Public  for  Kent  County  Carol  A.  Shelton. 
My  commission  expires  May  25, 1976. 

AFTERNOON  SESSION 

Senator  Hart.  The  committee  will  be  in  order.  t.  ,    ^  t 

This  afternoon  we  will  receive  the  testimony  of  Mr.  Kobert  L.. 
Feiner. 

STATEMENT  OF  ROBERT  L.  FEINER,  PRESIDENT,  PHONETELE,  INC., 
VAN  NUYS,  CALIF. 

Senator  Hart.  As  was  the  case  this  morning,  let  me  order  printed 
in  the  record  your  entire  statement  and  its  attachments.  You  may 
proceed  as  you  want.  i  -i  •    -,  r^         a 

[Mr.  Feiner's  prepared  statement  appears  as  exhibit  1  at  the  end 
of  his  testimony.]  ^  .,      .       j        ^ 

Mr.  Feiner.  I  am  Eobert  L.  Feiner,  president  and  the  founder  ot 
Phonetele,  Inc.,  of  Va^  Nuys,  Calif. 

We  conceived,  prototyped,  designed,  and  presently  sell,  manu- 
facture, and  maintain  a  piece  of  equipment  known  as  the  Phone- 
master  which  is  a  special  purpose  mini-computer  of  solid  state  con- 
figuration that  attaches  to  the  telephone  facility  of  the  customer  for 
the  purpose  of  reducing  the  usage  portion  of  his  telephone  bill. 

Bearing  in  mind  that  the  telephone  bill  is  approximately  one- 
third  hardware  and  two-thirds  usage,  we  address  the  usage  portion 
of  that  bill;  and  that  is  what  sets  us  aside  from  most  other  inter- 
connect companies  competing  with  the  telephone  company. 

The  equipment  monitors  the  outgoing  telephone  calls  by  looking 
at  the  first  three  digits  dialed,  and  in  many  cases  the  first  six  digits 
dialed,  and  will  thereafter  allow  or  disallow  those  calls,  determining 
whether  or  not  they  are  placed  on  the  proper  outgoing  trunks.  Our 
equipment  will  program  any  number  of  types  of  trunk  groups  such 
as  tie  lines,  WATS  lines,  and  foreign  exchange  trunks. 

A  rather  dramatic  example  of  the  application  of  our  equipment 
is  contained  in  an  exhibit  that  T  have  submitted,  which  exhibit  is 
a  reprint  of  an  article  done  by  a  leading  telecommunications  journal, 
which  relates  the  story  of  how  a  $50,000  Phonemaster  system  in- 
stalled at  the  Los  Angeles  County  U.S.C.  Medical  Center  saved  that 
county  $30,000  per  month. 
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[See  attachments  to  exhibit  1  at  the  end  of  Mr.  Feiner's  oral 
testimony.] 

Mr.  Feiner.  Therefore,  the  Phonemaster  was  paid  for  by  savings 
in  approximately  50  days  of  use. 

As  the  article  will  relate,  the  telephone  company  had  one  type  of 
trmik  group,  just  local  trunks;  with  the  availability  of  our  equip- 
ment they  were  able  to  analyze  their  telephone  usage  as  to  the 
volume  of  calls,  the  locale  of  calls;  and  thereafter  added  seven  for- 
eign exchange  trunk  groups  to  embrace  the  Los  Angeles  calling  area. 

After  paying  those  additional  trunk  charges  their  multimessage 
unit  charge's  dropped  by  a  net  $13,000  per  month. 

Prior  to  that  time  the  multimessage  unit  bill  was  $43,000.  There- 
fore, that  drop  represents  approximately,  a  38-percent  drop  in  their 
multimessage  unit  charges. 

I  might  add  to  that  that  those  multimessage  unit  charges  pre- 
sumably are  somewhat  cost  related;  and  thereby,  they  also  affected, 
one  can  presume,  an  approximate  38-percent  reduction  in  the  burden 
on  the  central  office  equipment  of  the  telephone  company. 

If  we  look  at  approximate  rates  of  return,  we  might  say  on  the 
$13,000  per  month,  the  telephone  company  might  have  netted  $1,000 
and  saved  $12,000  in  costs.  In  fact,  in  order  to  gain  that  thousand 
dollars  it  cost  the  county  of  Los  Angeles  $13,000. 

In  addition  to  that  $13,000  a  month  savings  the  equipment  was 
able  to  foreclose  the  accessibility  to  the  telephone  system  some  3,500 
instruments,  to  unauthorized  callers  who  were  incurring  an  addi- 
tional $17,000  per  month  in  unauthorized  long  distance  calls.  That 
coupled  with  the  $13,000  a  month  in  multimessage  units  charges  is 
$30,000. 

Along  with  that  article  is  another  article  that  I  paid  for  and  put 
in  that  same  publication  which  is  a  rather  scathing  indictment  of 
the  practice  of  the  telephone  company  allowing  this  type  of  thing 
to  happen. 

Please  bear  in  mind  it  is,  and  has  been,  the  marketing  practices 
of  the  telephone  utilities  to  pro^'ide  such  restriction  equipment  as 
the  Phonemaster,  or  its  ilk,  on  a  demand  basis  only. 

Therefore,  the  telephone  company  has  wrongfully  and  willfully, 
and  in  my  view,  by  its  stated  policy  failed  to  adequately  develop 
the  type  of  hardware  that  would  be  necessary  to  effect  these  type 
of  savings  to  the  subscribers,  because  in  fact  it  has  been  their  policy 
to  allow  free  access  to  the  network,  lest  their  total  network  charges 
be  reduced. 

I  think  this  is  unconscionable.  I  believe  the  carriers  have  incurred 
a  substantial  liability  to  the  telephone  subscribers  that  could  take 
the  form  of  a  class  action  lawsuit  for  rebate  of  all  misuse  that  has 
been  incurred  over  past  x  number  of  years  since  this  technology  has 
been  available;  5  years,  7  years,  or  something  of  that  time. 

Bear  in  mind  that  the  telephone  company  in  this  particular  in- 
stance did  not  have  anything  they  could  offer.  It  Avas  not  possible- 
there  was  no  room  in  the  telephone  equipment  room.  The  equipment 
they  do  offer  is  old,  archiac  technology. 

In  fact,  a  Phonemaster,  which  is  3-foot  long  and  1-foot  deep  and 
1-foot  high,  two  such  cabinets  have  in  one  particular  situation — 
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by  comparison— could  only  have  been  replaced  by  telephone  com- 
panj Tquipment  that  would  stand  7  feet  tall  3  feet  wide,  18  inches 
deep  multiplied  by  seven.  Their  equipment  takes  approximately  eight 
limes  the  physical  space  that  our  equipment  takes. 

Of  course,  it  cannot  be  programed  in  the  way  our  qj^iPf^^^t  can 
be  programed.  In  many,  many  instances  we  displaced  the  telephone 
company's  equipment.  ,     ,  . 

Most  regrettably,  the  telephone  company  has  never  offered  this 
type  of  se^rvice  to  key  telephone  system  users,  only  to  essentially 
lar<re  PABX  users.  ,       ,      ,  i     i 

Therefore,  we  can  see  the  background  of  why  the  telephone  com- 
pany, in  my  view,  has  so  vigorously  opposed  the  entry  of  Phonetele 
into  the  interconnect  business.  This  began  m  the  latter  part  of  1969, 
over  4  years  ago  with  the  nonavailability  of  connecting  arrange- 
ments where  we  were  not  actually  able  to  connect  to  the  telephone 

^^^I^don't  want  to  tire  this  group  by  going  through  a  long  history 
of  the  rec-ulatory  problems  before  the  Public  Utilities  Commission 
of  the  State  of  California,  which  I  personally  handled  for  the  com- 
pany, all  the  way  up  to  the  point  that  I  finally  hired  the  services 
of  a  most  competent  lawyer  who  took  a  most  unsatisfactory  PUC 
decision,  took  it  by  writ  to  the  California  Supreme  Court,  which 

was  granted.  .  rr^,      ^  i-j. 

The  case  was  decided  on  April  8  of  this  year.  The  California 
Supreme  Court  rendered  a  decision  to  Phonetele,  7  to  0,  annulling 
the  contested  order,  and  handed  down  a  decision  we  think  is  land- 
mark in  character  and  certainly  100  percent  to  our  satisfaction. 

Essentially  what  the  California  court  said,  or  reaffirmed,  was 
that  the  burden  to  show  a  harm  is  on  the  telephone  utility.  Essen- 
tially they  had  not  met  that  burden. 

They  allow  the  telephone  company  to  continue  to  provide  this 
protective-type  arrangement  without  charge  to  our  customers.  There 
are  only  two  conditions  that  can  cause  that  to  change : 

One  "is  that  the  court  has  opened  the  way  for  the  commission, 
should  it  so  desire,  to  hold  further  evidentiary  hearings  to  try  to 
prove  that  the  Phonemaster  is  harmful. 

I  might  point  out  that  that  would  be  a  fruitless  way  for  the  PUC 
to  go  because  the  Phonemaster  is  already  certified  according  to  the 
interim  criteria  that  has  been  published  by  the  PUC  staff  that  is 
now  pending  before  that  commission  for  certification  and  adoption. 

The  second  thing  that  can  change  that  court  decision  is,  in  fact, 
the  adoption  of  a  certification  program.  Whether  or  not  that  would 
be  forthcoming  in  the  State  of  California,  at  this  time,  I  am  quite 
candidly  uncertain.  I,  personally,  am  deeply  involved  in  that  pro- 
ceeding. 

I  have  skipped  over  the  history  of  those  number  of  years,  but 
I  will  point  out,  as  I  have  in  my  prepared  statement,  that  the 
connecting  arrangements  were  horrendously  obstructive  and  costly 
to  us.  They  were  defective,  creating  a  great  deal  of  aggravation  to 
our  customers  and  ourselves. 

Inasmuch  as  we  have  been  absorbing  the  cost  of  those  connecting 


3506 

arrancrements.  or  the  impending  threat  that  our  customers  at  any 
tTme  might  have  to  pay  those  charges,  we  essentially,  m  our  pricing 
structure  of  the  Phonemaster,  absorbed  them.  ^     _^    -,     •  • 

Therefore,  as  a  result  of  the  California  Supreme  Court  decision 
we  are  able  now  to  increase  our  price  by  approximately  20  percent 
without  effecting  any  change  in  that  cost  to  the  end  user 

Phonetele  is  a  small  company,  and  we  have  done  about  5IV2  mil- 
lion to  date.  I  would  point  out  that  that  amounts  to  $300,000  of 
revenue,  which,  as  you  can  see  for  a  small  company,  is  a  very  sub- 
stantial amount  of  money.  •     j.    .    ^v   x  ^  a 

The  dramatic  part  of  the  story  comes,  m  fact,  that  for  over  4 
years  Phonetele  has  not  been  able  to  market  this  equipment  outside 
the  State  of  California  to  the  end  subscriber.  I  have  documented 
here  now  that  as  early  as  February  of  1970  we  had  contact  with 
A.T.  &  T. ;  even  prior  to  that  date,  telephone  conversations  with  Mr. 
D.  H.  Harrison,  the  responsible  engineer  for  connecting  arrange- 
ments. .        .  .       , 

In  early  December  of  1970  there  was  an  engineering  meeting  be- 
tween an 'A.T.  &  T.  engineer  and  a  Pacific  Telephone  engineer  for 
the  express  purpose,  as  stated  on  the  record  in  the  Phonetele  tran- 
scripts of  the  hearings  before  the  commission,  to  develop  a  Bell 
System  connecting  arrangement. 

The  bottom  line  is  that  it  was  not  until  March  of  this  year  that 
that  hardware  was  for  the  first  time  available  to  us  outside  the 
State  of  California.  Pointing  out  also  that  the  connecting  arrange- 
ments used  by  Pacific  in  California  were  not  available  to  us  outside 
the  State  of  California,  per  the  statements  in  the  minutes  of  the 
meetings  we  had  contained  in  these  exhibits. 

When  they  were  available  for  our  first  customer  outside  the  State 
of  California,  the  New  York  Times,  they  were  available  at  a  cost 
of  $6.25  a  month  per  trunk  compared  to  the  $1.80  per  month  charge 
that  Pacific  Telephone  wanted  in  California. 

Therefore,  one  could  presume  that  in  California,  had  we  not  won 
before  the  court,  we  would  have  been  burdened  by  a  substantial 
increase  in  those  connecting  rate  charges  which  would  have  had  the 
economic  effect  of  proscribing  our  ability  to  market  our  equipment 
in  California  in  the  future,  as  it  now  proscribes  our  ability  to  market 
outside  the  State  of  California. 

The  connecting  arrangements  at  the  New  York  Times,  a  150- 
trunk  system,  cost  $4,500  to  install,  versus  an  installation  charge  of 
the  Phonemaster  of  $3,687.  The  monthly  charges  at  the  New  York 
Times  are  $937.50  compared  to  a  comparable  5-year  lease  cost  of 
the  Phonemaster  of  $848. 

In  other  words,  the  connecting  rate  costs  more  than  our  equipment. 

By  quick  extrapolation  it  would  suggest  the  $40,000  system  we 
sold  them  we  could  have  sold  in  fact  for  $90,000,  because  the  esti- 
mates that  were  given  to  me  by  The  New  York  Times  suggest  they 
were  going  to  pay  for  that  equipment  in  something  less  than  one- 
half  a  year. 

Now,  it  is  one  thing  that  Phonetele  is  foreclosed  from  marketing 
equipment  and  doing  business  outside  the  State  of  California  for  a 


3507 

period  of  over  4  years  to  this  very  date  by  this  de  facto  prescrip- 
tion but  another  thin^  is  that  the  telephone  subscriber  is  not  being 
afforded  the  opportunity  to  obtain  this  type  of  equipment  for  ™ch 
they  have  a  demonstrable  need.  And  bear  in  mmd  along  with  that 
that  the  telephone  utilities  do  not  offer  any  type  of  comparable 
equipment  that  does  anywhere  near  the  effective  ]ob  this  does,  nor 
do  they  offer  anything  for  key  telephone  systems.  That  is  the  fact 
today.  "That  is  not  rhetoric.  It  is  documented.  It  is  on  the  record  and 
I  challenge  anybody  to  refute  it.  . 

Now,  for  ail  this  period  of  time,  as  earlier  testimony  has*  indi- 
cated, telephone  utilities  have  been  fighting  competition  in  quite  a 
vigorous  manner.  There  are  essentially  two  arguments  they  have 
been  using. 

The  first  is  the  issue  of  network  harm.  Now,  I  think  that  the  con- 
cern the  telephone  utilities  have  about  network  harm  is  a  valid  one. 
I  believe  that  a  properly  constituted  certification  program  would 
certainly  enable  equipment  to  be  attached  to  the  telephone  network 
with  reasonable  safety  without  harming  the  telephone  network.  Of 
course,  the  telephone  utilities  have  taken  a  hard-line  stance  against 
certification. 

They  have  not  been  able  to  prove  that  in  our  case,  though,  for 
ZV2  years.  They  certainly  have  not  proved  it  to  the  satisfaction  of 
the  California  Supreme  Court. 

Again,  here  I  have  a  page  taken  out  of  a  document  called  "Inter- 
connection," dated  1973,  that  was  set  before  the  executive  planning 
committee  of  A.T.  &  T. — the  executive  planning  committee  consists 
of  the  Bell  System  Co.  presidents— where  they  admit  the  inability  to 
demonstrate  harm  to  the  network  due  to  customer-provided  equip- 
ment. 

It  is  also  interesting  to  note,  specifically  in  the  California  case 
that  is  ongoing  now  on  certification,  testimony  was  submitted  by 
Pacific  Telephone  engineers  for  the  first  time  outlining  purported 
harm  by  customer  equipment  through  the  trouble  reports  they  have 
had.  None  of  those  trouble  reports  indicate  any  problems  with  the 
Phonem  aster. 

So  in  my  view  the  issue  of  network  harm  as  it  pertains  to  the 
Phonemaster,  and  I  believe  to  other  equipment,  and  their  concerns 
about  the  viability  of  a  certification  program,  I  believe,  are  false 
arguments. 

Now,  they  know  they  are  losing  that  argument.  They  have  come 
up  with  another  one.  They  talk  about  the  impact  on  residential 
telephone  subscribers.  I  think  it  is  a  brilliant  argument,  a  very,  very 
effective  argument;  but  I  think  what  the  telephone  utilities  are 
doing  is  taking  the  telephone  subscriber  and  holding  a  knife  to  his 
throat  and  saying  to  the  regulatory  agencies,  "Unless  you  do  it  our 
way,  we  will  slit  his  throat." 

I  would  point  out  the  comment  of  the  U.S.  Department  of  Justice 
in  their  filing  in  the  North  Carolina  case  spoken  of  earlier  where 
they  said : 

There  is  no  reason  for  believing  that  allowing  the  interconnection  of  cus- 
tomer-supplied equipment  would  have  an  adverse  impact  on  residential  rates. 
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In  California,  the  public  utilities  commission,  when  it  issued  its 
order  institntinfr  investiiration  into  certification,  case  9625,  said: 

It  may  be  ar^ied  that  to  allow  direct  interconnection  of  customer-provided 
equipment  in  lieu  of  that  equipment  furnished  by  the  telephone  utility  will 
disturb  the  revenues  of  the  regulating  companies.  If  such  a  result  should 
occur  there  are  sufficient  procedural  remedies  available  to  insure  that  rates 
for  services  by  utilities  are  properly  and  reasonably  maintained. 

T  would  point  out  that  as  that  case  crround  down  over  some 
months,  the  CPUC.  because  of  the  participation.  I  presume,  of  Com- 
missioner Symon  of  the  State  commission,  rescinded  that  wording 
and  in  fact  has  now  opened  up  that  particular  case  to  embrace  eco- 
nomic impact  arsruments  as  well. 

Further  on  that  point.  Phonetele  participated  in  the  T^AEUC 
hearings;  and  in  its  report  after  investigation,  issued  on  May  14, 
1974,  the  prefacing  remarks  of  that  report  stated.  "*  *  *  under  pres- 
ent regulatory  practices  *  *  *"  and  went  on  to  allege  the  fact  that 
residential  rates  will  rise  due  to  competition.  I  don't  believe  this 
argument. 

Now.  we  are  going  to  go  around  for  another  2  or  3  years  arguing 
about  the  residential  subscriber  and  getting  him  all  worked  up. 

I  want  to  get  down  to  what  T  think  the  real  issues  are.  There  are 
two  other  areas.  "^Alien  docket  2000.3  was  issued  by  the  FCC.  which 
is  an  inquiry  into  the  economic  impact  of  competition  with  the 
telephone  utilities,  it  raised  the  question  about  what  is  a  natural 
monopoly. 

Let  me  just  say  that  I  think  economic  inquiries  are  important  and 
T  think  they  should  be  conducted  because  I  think  it  is  important  to 
understand  the  dislocations  that  may  occur  due  to  competition.  I  do 
not  think  it  is  proper  in  the  sense  of  trying  to  outlaw  or  emasculate 
interconnection  competition. 

It  asked  the  question  of  what  is  a  natural  monopoly.  I  did  a  little 
research  and  I  have  submitted  here  a  copy  of  an  exhibit  that  I  sub- 
mitted, in  testimony  that  I  prepared,  for  the  ongoing  case  in  Cali- 
fornia. The  UCLA  School  of  Business  library  had  over  40  texts  that 
I  went  through.  Does  the  telephone  utility  indeed  have  a  natural 
monopoly  over  the  customer  equipment  portion  of  the  business? 

Not  by  the  wildest  stretch  of  the  imagination,  all  the  way  back  to 
the  writings  of  John  Stuart  Mill,  who  first  observed  the  concept  of 
natural  monopolies  applying,  not  to  the  end  product  where  the  cus- 
tomer has  it  in  his  premises,  but  to  the  impracticality  of  having,  for 
example,  five  competing  utility  companies  laying  those  utility  lines 
in  the  streets,  serving  every  fifth  customer.  Because  of  severe  physi- 
cal limitations,  it  was  in  the  public  interest  to  allow  only  one  such 
line  to  serve  all  customers  regulated.  Nowhere  in  economic  thinking 
or  citations  to  legal  cases  was  there  the  slightest  hint  or  suggestion 
that  the  customer  equipment  aspect  of  the  telephone  business  could 
be  a  natural  monopoly. 

It  is  very  clear  from  that  research  that  that  which  is  not  a 
natural  monopoly  is  a  pure  garden  variety  type  monopoly,  an  un- 
lawful monopoly. 

Therefore  in  my  clear  view  from  everything  I  have  read,  the 
telephone  utilities  at  the  present  time  hold  an  unlawful  monopoly  of 
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the  cnstomer  equipment  business  in  violation  of  the  existing  anti- 
trust law.  .  -  ,  r       T^    -r>     i.1.       il.         V     • 

Now  that  is  contrary  to  the  alleofations  of  Mr.  DeButts,  the  chair- 
man of  A.T.  &  T..  and  Mr.  Lilly,  the  president  of  A.T.  &  T.,  m  the 
instance  of  allecjinc;  the  fact  they  do  have  a  natural  monopoly.  I 
would  point  out  the  fact  natural  is  not  an  adjective  in  this  term. 

It  is  a  noun.  ■,      £    ^  ^-u  4. 

What  you  are  dealing  with  here  now  is  not  only  the  fact  that 
there  is  an  unlawful  monopoly,  but  you  are  interfering  with  the 
basic  right  so  fundamental  to  this  country  that  each  and  every 'per- 
son, individuallv,  should  have  the  free  and  unfettered  right  to  de- 
termine what  type  of  telephone  equipment  best  suits  his  purposes 
without  the  interference  of  legislators,  regulators,  courts,  or  the 
telephone  utility  so  long  as  the  use  of  that  equipment  on  the  tele- 
phone network' is  not  physically  harmful  either  to  individuals  or 
the  telephone  network  itself,  which  is  something  that  there  are  ade- 
quate safeguards  to  achieve. 

That  is  more  basic — their  right  to  make  that  free  choice — ^than 
the  question  of  whether  or  not  there  is  a  monopoly  involved  here. 

I  don't  think  there  is  anybody  that  can  suggest  that  monopoly 
competition  is  not  going  to  cause  the  telephone  company  to  get 
off  their  rear  ends  and  do  what  they  think  is  a  fantastic  job  in 
trying  to  serve  the  public  interest. 

Now  there  is  another  area  that  I  think  is  the  real  issue.  Not  harm 
to  the  residential  subscriber,  not  harm  to  the  network — and  yes, 
they  may  try  to  use  natural  monopoly  to  support  those  arguments — 
but,  gentlemen,  it  comes  down  to  one  basic  thing.  It  is  a  business 
judgment  revolving  around  earnings.  It  is  interesting  in  this  testi- 
mony. 

I  did  a  cursory  analysis.  I  presented  it  to  you  exactly  as  it  is  in 
my  prepared  testimony  before  the  California  Commission.  It  is  a 
cursory  analysis. 

[The  analysis  referred  to  appears  as  an  attachment  to  exhibit  1.] 

Mr.  Feiner.  Take  a  look  at  the  14 .  years  of  earnings  per  share 
record  of  A.T.  &  T.  and  you  will  see  the  increase  in  earnings  per 
share  lagged  the  increase  in  revenues  by  a  negative  1.63  percent. 

It  was  not  until  1973  that  that  finally  turned  around.  In  the 
testimony  before  the  California  Commission  that  has  been  submitted 
it  is  stated  that  the  revenues  of  PBX  and  key  systems — the  1973 
revenues — that  are  vulnerable  to  interconnection  competition  amount- 
ed to  $250  million. 

NARUC,  in  its  report  after  investigation,  and  I  have  submitted 
an  exhibit,  has  estimated  by  1984  how  much  of  the  market  will  be 
for  key  systems  and  PBX  installations  and  what  percentage  of  those 
markets  would  be  a  minimum  projected  interconnection  penetration, 
extrapolating  from  those  numbers — and  you  can  follow  my  tracking 
in  there,  how  I  calculated  that— it  comes  back  to  show  that  the  $250 
million  revenue  of  Pacific  Telephone  at  the  present  time  is  vulnerable 
to  the  extent  of  $66  million,  gross  revenue. 

[See  attachments  to  exhibit  1  at  the  end  of  Mr.  Feiner's  testi- 
mony.] 
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Mr.  Fetner.  Tn  consultinor  with  Mr.  Paul  Popenoe  of  the  Cali- 
fornia Public  Utility  Commission  staff,  who  was  involved  in  the 
NARUC  report,  investicration  into  this  economic  impact  question, 
he  estimated  that  the  neit  aftertaxes  bottom  line  to  that  could  be  as 
hi^h  as  25  percent.  Therefore.  I  extrapolated  that  the  1973  earnings 
were  threatened  by  a  net  aftertax  amount  of  about  $16.5  million.  This 
set  asainst  their  liet  earnings  for  the  1973  annual  report  shows  that 
their  1973  earninsrs  were  vulnerable  to  a  7.65  percent  impact. 

Now  Pacific  beinir  one-tenth  of  A.T.  &  T.,  you  can  extrapolate 
from  that  and  sav  all  rijrht,  A.T.  &  T.'s  earnings  thereby  are  affected 
by  that  same  7.65  percent.  In  other  words,  the  1.63  percent  negative 
increase  in  earnings  will  be  further  impacted  by  7.65  negative  im- 
pact due  to  interconnection  competition,  Wi  times.  That  means  com- 
petition can  affect  the  net  aftertax  earnings  by  41/2  times  all  the 
other  forces  working  against  A.T.  &  T. 

That,  gentlemen,  I  would  suggest  to  you  is  a  very  great  sub- 
stantial impact,  a  very  substantial  threat.  Does  it  not  follow  that 
if  you  are  in  effect  going  to  come  in  and  chop  off  a  segment  of  a 
monopoly  business  that  somehow  the  bottom  line  earnings  have  got 
to  be  affected  ? 

I  think  this  is  the  question  that  docket  20003  ought  to  look  at.  I 
think  these  are  the  questions  that  the  utilities  ought  to  be  called 
upon  to  answer.  I  would  also  point  out  of  great  interest  that  read- 
ing the  speech  to  the  shareholders  of  the  1974  annual  meeting,  the 
1973  statements  in  the  financial  statement  submitted  to  the  share- 
holders, and  the  report  to  the  New  York  analysts,  INIr.  deButts 
made — and  in  the  utterance  in  the  recent  $500  million  bond  issue — 
no  reference  to  the  potential  impact  of  competition  on  their  earnings. 

That  is  very,  very  much  down  played.  As  a  matter  of  fact,  if 
my  figures  are  anywhere  near  correct,  that  estimate  of  7.65  per- 
cent, I  would  suggest,  A.T.  &  T.  better  go  back  and  take  a  look  at 
their  legal  liability  in  misrepresenting  to  the  financial  community 
the  impact  of  competition. 

I  would  just  merely  summarize  by  pointing  out  that,  yes,  I  have 
enumerated  a  large  number  of  complaints,  individual  instances 
which  are  quite  similar  to  those  complaints  registered  by  others. 

I  won't  go  into  them.  They  are  reasonably  documented,  I  hope, 
with  some  degree  of  objectivity  and  some  degree  of  substantiation. 
I  tried  to  be  very  careful  not  to  look  at  everything  and  make  any 
wild,  irresponsible  statements.  I  will  merely  point  out  right  now  tTie 
fact  of  the  matter  is  that  outside  the  State  of  California  the  prac- 
tical reality  is  such  that  after  4  years  of  contact  with  A.T.  &  T.  I 
cannot  practically  market  my  equipment  unless  I  find  one  unique 
customer  here  and  there  that  may  require  it. 

I  have  also  suggested  what  I" think  should  be  done  in  order  to  re- 
solve the  problem  at  A.T.  &  T. 

I  was  back  here  6  weeks  ago  talking  to  the  Federal  Communica- 
tions Commission  and  have  an  appointment  again  tomorrow.  I  am 
asking  that  Commission  to  grant  me  the  identical  thing  the  Cali- 
fornia Supreme  Court  has  granted  me.  I  do  not  want  to  be  further 
burdened  with  tariffs  that  are  unjust  and  unreasonable  when  their 
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legality  is  so  challenged,  and  the  telephone  company  utilities  have 
n(S  met  the  burden  to  show  harm.  ,        .  ,      ^         4.1. 

I  am  asking  for  the  same  type  of  relief,  an  mterim  order  from  the 
FCC,  that  my  customers  will  not  have  to  pay  for  connectmg  ar- 
rangements. -1.1  •    • 

Unfortunately,  my  one  and  only  experience  with  the  commission— 
the  California  Commission— has  been  very,  very  unsatisfactory.  1  am 
a  little  concerned  about  what  the  FCC  may  or  may  not  do. 

rSee  exhibit  3  at  the  end  of  Mr.  Feiner's  oral  testmiony.J  ^ 

Mr  Feixer.  Regrettably  I  have  also  had  to  file  an  identical  com- 
plaint case  to  that  in  California  before  the  New  York  Public  Services 
Commission.  .    .         .  .  , 

I  have  made  the  point  to  the  FCC  that  it  is  unfair  and  unreason- 
able to  compel  me  to  file  these  actions  in  each  and  every  State,  and 
that  I  am  on  record,  and  I  will  go  on  record  again  tomorrow,  and 
state  unequivocally  that  unless  I  am  reasonably  assured  of  some 
action,  yes  or  no,  'as  opposed  to  sitting  on  my  informal  complaint 
as  they*  have  done  since  October  of  last  year,  that  I  will  have  no 
other  course,  no  other  course  but  to  go  into  Federal  court  and  ask 
for  that  immediate  interim  relief  from  a  Federal  judge  with  the 
full  expectation  that  that  judge  will,  as  has  been  done  m  at  least 
two  previous  cases,  remand  that  issue  back  to  the  FCC  for  the 
resolution  of  the  basic  question  of  whether  or  not  the  Phonemaster 
is  harmful  to  the  network. 

If  I  cannot  get  such  an  injunction,  such  relief  from  the  court 
that  will  enable  me  to  market  outside  of  the  State  of  California, 
then  I  can  only  say  it  is  a  hell  of  a  day  when  a  small  company  like 
mine,  doing  less  than  $1  million  in  sales  a  year,  may  be  compelled 
by  the  inaction  of  a  commission  to  go  into  a  Federal  court  and  bear 
those  further  expenses  and  get  involved  in  antitrust  action,  which 
is  a  staggering  business  problem,  and  that  is  something  I  do  not 
want ;  I  have  diligently  avoided  it. 

You  do  not  build  a*  company  on  litigation ;  you  build  it  on  sales. 

That  notwithstanding  the  fact  that  I  think  I  have  A.T.  &  T.  cold, 
dead  to  rights,  right  up  against  the  wall  on  this  issue  of  nonavail- 
ability. I  won't  even  quarrel  about  whether  the  Phonemaster  isharm- 
less,  whether  or  not  the  connecting  arrangement  is  truly  required. 

I  will  merely  go  back  and  say  the  4  years  they  did  not  provide 
them  that  they  kept  me  out  of  the  marketplace  for  that  period  of 
time. 

Mr.  Chtjmbris.  May  I  interject  a  question  at  this  point?  When 
you  are  discussing  the  matter  before  the  courts  of  California,  is 
there  also  in  that  same  litigation  petitions  by  you  that  would  pre- 
vent the  telephone  company  to  get  tariffs  on  its  own  equipment  that 
will  do  the  type  of  work  that  yours  does  ? 

Mr.  Feiner.  I  will  tell  you  precisely  what  has  happened. 

I  go  into  that  competitive  aspect  which  I  consider  interest  enough. 
Although  it  is  of  major  import  I  have  set  it  aside  as  a  minor  issue. 

They  did  in  fact,  about  2  years  ago,  come  up  and  start  to  offer  a 
competitive  device  called  "Call  Control."  They  were  out  quoting 
tariff  prices  on  it.  It  was  very,  very  low-priced  equipment.  They 
would  never  give  a  certain  delivery  date.  They  would  talk  about  Call 
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Control,  at  a  certain  price.  Evervtime  we  came  into  a  situation  where 
we  were  trying  to  sell  our  product,  this  came  up,  Call  Control. 

At  the  subsequent  hearings,  some  months  later,  I  had  the  taritt 
man  on  the  stand,  Mr.  Aschoff,  and  that  testimony  is  m  here.  I  asked 
him  specifically  the  question,  to  determine  that  yes,  he  was  the  man 
responsible  for  setting  those  prices;  and  when  I  asked  him  how 
marketing  people  could  be  out  quoting  prices,  he  didnt  know  the 
answer  to  that  question. 

In  my  view  that  was  a   plain  unfair,   unreasonable  marketing 

practice.  .      r^,  j  /:i  j 

A  year  later  they  tried  to  do  that  again.  They  came  up  and  tiled 
a  tariff  on  it,  which  would  indicate  at  this  point  they  had  the  hard- 
ware available,  and  thev  named  the  dollars. 

Yes,  I  cried  foul.  I  don't  want  competitive  equipment  coming  on 
the  market  when  they  are  using  arrangements  to  negate  my  equip- 
ment. 

I  was  faced  not  only  with  the  cost  of  connecting  arrangements, 
but  defective  connecting  arrangements  where  it  was  difficult  to  keep 
systems  operating  from  time  to  time. 

You  bet  I  don't  want  them  filing  competitive  equipment.  I  took 
the  view  that  until  such  time  as  that  was  resolved,  it  was  unfair 
for  them  to  be  offering  this  kind  of  equipment. 

They  pulled  those  tariffs  back. 

Mr.  Chumbris.  What  I  said  was  that  I  am  sure  that  on  July  9 
and  July  30,  81,  which  I  believe  are  the  dates  set  aside  for  the 
A.T.  &  "T.  to  testify,  the  witnesses  will  give  their  version  of  this 
dispute  that  is  currently  before  the  Public  Service  Commission  of 
California  and  the  courts? 

Mr.  Feixer.  There  is  no  dispute  now  before  the  commission  in 
California  that  I  have  at  the  present  time.  In  my  case,  I  don't  care 
what  happens  with  the  commission  of  California  now.  The  commis- 
sion can  do  whatever  it  wants.  I  could  care  less.  I  have  a  California 
Supreme  Court  decision  which  allows  me  to  go  and  market  my  equip- 
ment ad  infinitum  without  my  customers  paying  for  those  charges. 

What  is  happening  in  California  now  is  an  ongoing  case  into  the 
question  of  certification.  My  two  cases,  against  General  and  Pacific 
are  consolidated  into  those  cases,  and  I  am  involved  in  those  hear- 
ings. 

Mr.  Chumbris.  That  is  what  I  am  referring  to.  That  hasn't  been 
resolved  yet  ? 

Mr.  Feiner.  No.  That  doesn't  change  the  fact  that  for  4  years, 
I  have  not  been  able  to  market  my  equipment  outside  the  State  of 
California.  I  don't  know  how  they  could  effectively  answer  that 
question.  I  would  love  to  hear  an  antitrust  attorney  or  legal  coun- 
sel answer  how  they  can  deal  with  that.  That  is  a  fact. 

They  had  a  tariff  on  file  that  says  you  have  got  to  use  these  con- 
necting arrangements.  Then  it  takes  them  untir  March  of  this  year 
to  finally  have  them  available.  Once  they  are  available,  to  have  them 
priced  at  such  a  rate  that  they  cost  more  than  my  equipment?  I 
wouldn't  want  to  be  the  attorney  defending  that. 

I  don't  want  that  lawsuit,  although  I  think  it  is  a  good  one.  That 
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is  not  the  way  to  build  a  company.  I  cannot  go  into  the  financial 
community  and  raise  a  dollar  talkincr  about  an  antitrust  case  against 
A  T.  &  T.  But  if  I  have  to  do  it,  I  will  do  it.  Nothing  will  keep  me 
from  doing  business  outside  the  State  of  California. 

What  infuriates  me  is  the  inaction  of  the  FCC— and  maybe  they 
need  a  month  or  2  more— that  I  would  have  to  be  compelled  to 
o-et  into  an  antitrust  action,  and  that  we  have  the  U.S.  Department 
oi  Justice,  floating  around  on  these  cases,  and  filing  interesting 
briefs.  They  are  absolutely  useless.  When  I  sit  here  and  look  at 
my  situation  for  4  years,  not  being  able  to  market,  and  I  know  the 
California  utility  has  an  unlawful  monopoly  m  the  utility  busi- 
ness, and  I  approve  of  this  bill  you  are  considering,  the  thrust  of 
this  bill ;  but  by  God,  how  about  the  enforcement  of  plain  old  every- 
day antitrust  laws?  .  . 

Here  I  am  doing  less  than  a  million  dollars  a  year  m  business. 
T  had  to  go  all  the  way  to  the  California  Supreme  Court.  Can  you 
imagine  what  that  cost  my  company  in  time  and  effort,  plus  the 
$300,000  in  foregone  revenue  ? 

That  is  not  fair,  not  by  a  long  shot. 

You  can  line  up  50  A.T.  &  T.  attorneys,  and  I  will  take  on 
every  one  of  them  on  that  issue.  I  don't  think  they  have  a  word  to 
come  back  on. 

I^Ir.  CiiUMBRis.  I  have  some  other  questions,  but  I  wanted  to  inter- 
ject that  at  that  particular  point. 

Mr.  Feiner.  I  think  I  have  fairly  well  concluded  my  statement 
other  than  the  fact  of  making  recommendations.  I  think  frankly 
the  Justice  Department  is  remiss,  I  think  the  antitrust^  laws  of  this 
country  are  being  violated.  I  think  the  telephone  utilities  should  be 
compelled  to  leave  the  customer  equipment  market,  in  the  same 
manner  they  were  able  to  compel  DuPont  to  divorce  their  General 
Motors  stock. 

I  don't  know  why  we  need  a  law  to  do  that. 

I  also  suggest,  I  think,  that  you  have  a  simple  technique  by  which 
you  can  reduce  the  monopoly  power  of  A.T.  &  T.  by  creating  stock 
exchanges  where  A.T.  &  T.  shareholders  will  end  up  with  stock 
in  Pacific  Telephone's  approach  to  A.T.  &  T.  stock;  certainly  to  re- 
duce A.T.  &  T.  to  a  minority  shareholder  position,  decentralizing 
the  management  and  control  of  those  companies,  cause  the  board  to 
perform  on  their  own  and  compete  with  one  another  in  the  financial 
community  in  order  to  raise  their  dollar  funding. 

I  think  the  same  type  of  a  transaction  could  be  accomplished  with 
Western  Electric;  where  Western  Electric  could  also  be  divorced 
in  a  similar  stock  transaction,  manner,  making  it  independent  from 
A.T.  &  T. 

Western  Electric  ought  to  be  foreclosed  from  marketing  its  cus- 
tomer equipment  market  products  directly  to  the  telephone  com- 
panies, because  they  would  be  foreclosed  from  that  market  and  may 
or  may  not  be  able  to  market  directly  to  the  people  supplying  those 
types  of  equipment  to  the  end  subscriber. 

I  think  you  have  simple  techniques  under  existing  laws  by  which 
this  power  could  be  decentralized.  I  think  you  would  end  up  with 
a  far  more  powerful  and  effective  telephone  company. 
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There  is  another  advantage  to  causing  telephone  companies  to 
divorce  the  customer  equipment  market.  It  relieves  them  o±  tre- 
mendous capital  equipment  requirements.  It  becomes  a  staggering 
problem,  a  bigger  problem  every  day  for  them  to  raise  the  enormous 
amounts  of  money  required.  i-,       j 

I  am  convinced  from  everything  I  know  that  we  would  end  up 
with  a  better  telephone  svstem  if  the  telephone  utilities  were  com- 
pelled to  concentrate  on  only  that  portion  of  the  telephone  business 
which  is  truly  a  natural  monopoly;  that  is  the  local  exchange  net- 
work. I  won't  get  into  the  convictions  why  I  believe  the  specialized 
common  carriers  are  proper,  why  that  particular  area  of  competition 
is  not  a  natural  monopoly  where  the  telephone  company  is  con- 
cerned either. 

I  think  A.T.  &  T.  should  be  reduced  to  its  Long  Lines  Department 
competing  with  the  specialized  common  carriers,  and  reduced  to  a 
minority  shareholder,  minority-voiced  position  with  the  Bell-affiliated 
companies.  This  would  be  my  recommendations. 

Eight  now  my  focus  as  an  individual  company  is  on  the  plain  fact 
I  cannot  market  my  equipment  outside  of  California.  The  Justice 
Department  will  do  absolutely  nothing.  I  don't  know  what  they 
could  do.  I  may  as  well  forget  about  the  Justice  Department.  I  may 
be  compelled  to  go  to  Federal  court  in  order  to  redress  my  grievance. 

Senator  Hart.  That  was  a  magnificant  summary.  I  don't  see  a 
note  in  front  of  you. 

Mr.  Feiner.  Having  lived  for  it  as  long  as  I  have,  I  could  speak 
extemporaneously,  I  am  sure,  as  a  Senator  in  a  filisbuster. 

[Laughter.] 

Senator  Hart.  I  had  gotten  through  page  22  of  your  summarized 
25  pages,  and  I  promise  that  I  shall  read  the  remaining  three  as  well 
as  do  some  reading  of  the  prepared  testimony. 

The  record  of  the  Justice  Department,  under  every  administra- 
tion, for  speed  in  processing  antitrust  complaints  is  a  dim  one.  I  am 
sympathetic  on  occasions  because  the  significant  cases  are  enormously 
complex,  and  the  Congress  doesn't  give  them  enough  tools;  which 
explains  in  part  why  I  propose  a  legislative  action. 

I  would  anticipate  that  these  hearings  may  stimulate  some  in- 
terest by  the  Justice  Department. 

This  morning — and  you  were  present — descriptions  were  put  in 
the  record  of  the  competitive  difficulties  that  were  faced  by  equip- 
ment providers  and  by  private-line  people.  You  made  a  sale  of  your 
equipment  to  the  county  of  Los  Angeles.  I  have  been  trying  to 
read,  while  listening  to  you,  this  magazine.  Communications  News 
Story.  I  haven't  gotten  through  it. 

You  say  that  the  installation  of  your  equipment  had  a  cost  of 
$50,000  to  the  purchaser,  and  saved  the  purchaser  $30,000  a  month. 
Recount,  if  you  will,  the  steps  you  took  to  persuade  that  purchaser 
to  buy  your  equipment. 

Mr.  Feiner.  Well,  that  was  a  unique  circumstance,  where  we  had  a 
public  servant,  a  very  bright,  alert,  and  dedicated  man  who  came 
into  that  job  and  observed  this  horrendous  telephone  bill. 

Senator  Hart.  Horrendous  telephone  bill  ? 
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Mr  Feiner.  That  the  county  was  getting. 

hI  could  in  no  way  account  for  so  many  of  these  long-distance 
calls  Indeed,  there  was  no  way  because  there  was  no  control  on 
them  whatsoever.  They  are  supposed  to  go  through  the  switchboard. 
Of  course,  people  could  dial  directly  out.  That  frustrated  him. 

Part  of  his  new  job  was  also  the  analysis  of  the  tremendous  num- 
ber of  multimessage  unit  charges  that  they  were  incurring. 

Let  me  explain  briefly.  A  multimessage  unit  charge  is  like  a  small 
type  of  a  long-distance  charge.  You  get  a  geographical  area  like  the 
213  area.  The  further  out  you  call  from  the  facility,  the  more 
message  unit  charges  you  incur.  ^      ^      ^v.    c    4.  o  ^;^„f«o 

It  may  be  three  for  the  first  3  minutes,  five  for  the  first  3  minutes, 
one  every  minute  thereafter.  . 

When  these  calls  go  to  outlying  areas  these  multimessage  unit 
charges  add  up.  ,  „  ,  ,        ,  •  , 

This  man  was  aware  of  the  fact  that  if  he  purchased  special 
foreitrn  exchange  trunklines  going  from  his  facility  over  to  a  for- 
eign exchange  and  those  calls  were  placed  on  that  foreign  exchange, 
they  would  be  at  a  flat  rate  of  one  message  unit  or  one  nickel. 

After  paying  the  higher  charge  for  the  foreign  exchange  trunk 
the  net  reduction  in  the  telephone  bill  was  $13,000.  «,    ^  ^. 

He  was  a  man  that  could  understand  how  he  could  effect  those 
savings.  _.        , 

You  see,  the  telephone  company,  as  he  knew,  will  offer  these 
foreign  exchange  services,  but  without  an  effective  way  of  controlling 
it,  it  is  pointless  to  buy  them. 

They  offer  you  WATS  lines  and  so  forth  because  they  effect  cer- 
tain cost  economies  and  can  provide  these  services  at  lesser  charges. 

Unless  you  can  enforce  the  proper  discipline  of  those  trunks  you 
will  never  save  those  dollars. 

This  was  a  bright  man  who  understood  his  problem;  with  the 
availability  of  our  equipment  he  knew  that  he  could  remedy  that 
problem. 

As  a  pilot  situation  he  put  a  small  system  of  ours  m  for  about 
$7,000  or  $8,000  in  another  county  facility  just  to  try  it  out.  Once 
he  did  that  he  realized  on  his  own,  through  his  own  analysis,  what 
he  could  save. 

It  turned  out  to  be  substantially  more  than  he  anticipated.  He 
figured  he  could  save — I  think  he  cost  justified  the  purchase  by  esti- 
mating $18,000  and  he  hit  $30,000. 

I  might  add,  generally  speaking  on  that  score,  that  we  cost  justify 
our  equipment  by  mere  examination  of  the  telephone  bill  as  a  rule 
where  you  can  see  printed  out  precisely  the  charges  that  are  in- 
curred, that  had  the  proper  trunks  been  used  they  would  not  have 
been  incurred. 

Therefore,  it  is  a  black  and  white  decision  for  somebody  on  pure, 
hard  economics. 

Senator  Hart.  In  your  sales  presentation  and  effort  did  you  run 
into  any  practices  which  you  would  claim  to  be  unfair  on  the  part 
of  Pacific  Telephone  ? 

Mr.  Feiner.  Here  I  want  to  be  careful.  I  want  to  be  objective  and 
fair. 
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I  think  the  only  practice  that  I  could  say  was  definitely  improper 
was  the  case  of  'the  call  control  unit  where  they  were  quoting  a 
tariff  on  a  piece  of  hardware  not  yet  available  and  quoting  a  dollar 
consideration  by  letter— not  verbally— I  can  produce  a  letter-quot- 
ing a  dollar  charge  when  that  charge  had  not  yet  been  approved. 
That,  I  think,  was  an  unfair  practice.  -,  •   ,    ., 

It  is  important  to  differentiate  between  what  you  think  the  over- 
zealous  act  of  an  individual  communications  representative  is  as 
opposed  to  the  policy  of  the  telephone  compaiiy. 

For  example,  a  couple  of  weeks  ago  I  had  a  specific  complaint 
about  the  actions  of  the  telephone  representative,  again  quotmg  call 
control  when  it  was  not  available.  We  were  able  to  shoot  that  down 
in  the  field  all  right.  .^    ^  t     ,  t  i.  v        -u 

When  I  complained  to  an  officer  of  Pacific  Telephone,  I  believe  he 

immediately  went  to  work  on  it  to  make  sure  it  would  not  happen. 

They  have  people  problems.  But  I  cannot  in  fairness  say  that  I 

have  been  up  against  what  I  have  ever  noticed  to  be  deliberate  policy 

in  that  regard. 

Senator  Hart.  I  appreciate  your  answer. 

Mr.  Hellerman.  In  that  same  connection,  how  are  the  citizens  of 
Los  Angeles  County  affected  by  the  installation  of  your  equip- 
ment? 

Mr.  Feiner.  $360,000  a  year.  That  amounts  to,  for  the  7  million 
citizens,  about  a  5-cent  savings  per  county  resident  per  annum,  which 
is  a  residential  subscriber.  If  you  take  that  savings  and  capitalize 
our  equipment,  that  $50,000  piece  of  hardware  was  worth  $4  million 
if  you  capitalize  it  at  9  percent. 

Mr.  Hellerman.  Going  back  to  your  earlier  statements  concern- 
ing what  you  consider  to  be  the  real  question  and  the  real  reason 
why  A.T.  &  T.  is  fighting  certification  interconnection,  do  you  be- 
lieve that  there  is  a  real  question  as  to  the  ability  of  A.T.  «&  T.  to 
continue  to  raise  the  amounts  of  capital  it  anticipates  it  will  need  ? 

Mr.  Feiner.  I  think  there  has  to  be  an  area  of  tremendous  gen- 
eral concern  with  the  growing  system  like  this.  I  think  certainly 
anything  that  can  be  done  to  alleviate  the  voracious  appetite  for 
capital  that  the  telephone  utilities  have  would  be  tremendously  bene- 
ficial, and 

Mr.  Hellerman.  For  the  record,  would  you  explain  how  a  policy 
encouraging  interconnection  could  affect  A.T.  &  T.'s  capital  require- 
ments ? 

Mr.  Fenier.  Causing  the  divorce  in  the  customer  equipment 
markets. 

Mr.  Hellerman.  Is  that  a  substantial  portion  of  that  capital? 
Mr.  Feiner.  I  think  it  would  have  to  be  a  very  substantial  por- 
tion. 

Mr.  Hellerman.  On  page  8  of  your  statement,  the  last  sentence 
of  the  first  paragraph  says : 

The  controversy  described  revolves  around  the  very  basic  issues  *  *  *  the 
personal  and  working  relationships  between  personnel  of  all  companies  at  all 
levels  has  been  generally  excellent. 
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Could  you  easily  have  added  except  that  you  have  had  to  devote 
most  of  your  time  to  regulatory  matters  and  have  been  effectively 
precluded  from  offering  your  equipment  outside  of  California  ? 

Mr.  Feiner.  Like  I  say,  those  are  really  basic  fundamental  policy 
decisions  that  compel  me  to  be  before  regulatory  agencies  to  solve 
my  problem.  You  know,  to  paraphrase  Will  Rogers,  I  have  never 
met  a  telephone  company  man  I  didn't  like.  That  makes  it  exceed- 
ingly difficult  to  compete  with  them,  because  it  is  on  that  kind  of  a 
friendly  basis. 

Mr.  JFlELLERMAN.  Could  you  indicate  for  the  record  the  resources, 
both  manpower  and  funds,  that  you  had  to  utilize  in  order  to  con- 
tinue to  sell  your  products? 

How  much  of  your  personal  time  is  devoted  to  regulatory  mat- 
ters and  antitrust  matters  ? 

Mr.  Feiner.  I  would  estimate  probably  75  to  80  percent  of  my  time 
as  a  chief  executive  officer  of  the  company  is  absorbed  with  regulatory 
matters,  and  I  would  just  say  that  that  is  the  ongoing  case  in  Cali- 
fornia, the  case  in  New  York,  involvement  in  the  North  Carolina 
case,  involvement  in  the  NARUC  investigation,  activities  with  the 
Federal  Communications  Commission,  being  before  this  body  here. 

The  sum  total  of  all  those  activities  takes  at  least  75  percent 
of  my  time. 

Mr.  Hellerman.  Could  you  give  us  a  dollar  estimate  as  to  your 
expenses  ? 

Mr.  Feiner.  I  would  say  the  sum  total  of  these  problems  in  legal 
expenses  and  executive  time  has  got  to  exceed  $100,000. 

Mr.  Hellerman.  A  year  ? 

Mr.  Feiner.  That  is  total  since  we  have  been  in  business.  Right 
now  I  would  guess  it  is  probably  close  to — legal  and  my  time — I 
would  say  around  $40,000,  I  would  guess.  That  is  4  percent  of  our 
annual  sales,  I  might  add. 

Mr.  Hellerman.  Calling  your  attention  to  exhibit  P-1  in  your 
prepared  statement,  an  advertisement  you  complained  about  very 
strongly,  are  you  aware  of  similar  advertisements  by  A.T.  &  T.  to 
discredit  interconnect  companies  and  their  equipment. 

Mr.  Feiner.  I  know  of  no  other  ad  by  A.T.  &  T.  and  its  affiliates 
I  would  have  put  in  this  classification.  I  would  say  that  there  are 
other  ads  that  I  have  seen  that  have  been  in  reasonably  good  taste. 

Mr.  Hellerman.  I  have  come  across  one  in  the  PSA  magazine 
which  I  would  like  to  have  put  in  the  record. 

[The  ad  referred  to  can  be  found  as  exhibit  4  at  the  end  of  Mr. 
Feiner's  oral  testimony.] 

Mr.  Feiner.  Which  one  is  that  ? 

Mr.  Hellerman.  I  don't  have  it  right  here. 

Mr.  Feiner.  Is  that  the  one  with  all  the  attachments  ? 

Mr.  Hellerman.  Yes. 

Mr.  Feiner.  I  thought  that  was  marvelously  funny.  It  showed  all 
the  things  they  did  not  do  with  their  equipment  which  I  thought 
was  interesting. 

Mr.  Hellerman.  Goin^  back  to  your  testimony  before  the  Call- 
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fornia  Public  Utilities   Commission,  on  case  No.   9625   could  you 
comment  further  on  your  question  No.  7?  Question  and  answer  No.  7. 

Mr.  Feiner.  I  am  sorry. 

Mr.  Hellerman.  Would  you  comment  further  on  that  question « 

Mr.  Feiner.  Where  is  that?  .        ■.      ^  7. 

Mr.  Hellerman.  In  your  prepared  testimony  concerning  the  Cali- 
fornia case.  -r  1     ,.  1  1-        ^    R   A 

Mr.  Feiner.  You  will  have  to  guide  me.  I  don't  know  where  to  hnd 
it.  What  page  are  you  on  ? 

Mr.  Hellerman.  Page  4  of  exhibit  II-l. 

Mr.  Chumbris.  You  go  from  H  to  K  in  mine. 

Mr.  Feiner.  All  right.  I  see. 

You  are  talking  of  the  prepared  testimony  ? 

Mr.  Hellerman.  Yes. 

Mr.  Feiner.  What  is  your  question?  You  are  asking  about  ques- 
tion 7? 

Mr.  Hellerman.  Yes;  your  answer  to  that.  Would  you  care  to 
comment  further  on  it  ? 

Mr.  Feiner.  Let  me  just  read  it. 

The  point  I  am  trying  to  make  is  that  the  New  York  analysts 
put  him  to  the  wall  so  to  speak  on  the  question  of  the  impact  of  com- 
petition on  earnings,  and  what  he  said  is  that  he  didn't  see  any  prob- 
lem. He  was  concerned  about  A.T.  &  T.'s  bottom  line. 

My  observation  there  is  that  I  don't  know  how  anybody  could 
say  he  can't  be  concerned  about  the  bottom  line  when  the  14-year 
history  shows  a  negative  earnings  per  share  increase  of  1.63  percent. 
He  would  have  to  be  vitally  concerned  about  that. 

I  think  what  we  have  here  is  a  skirting  of  the  basic  issue.  I  don't 
think  he  is  being  candid  is  what  I  am  saying. 

Mr.  Hellerman.  On  page  12  of  that  same  testimony,  your  answer 
to  question  No.  27,  "No  certification  can  work." 

I  would  like  to  read  into  the  record  the  closing  remarks,  Presi- 
dent's Conference,  Key  Largo,  Fla.,  May  12,  1972,  John  D.  deButts, 
page  5 : 

There  seems  to  be  little  difference  of  opinion  that  to  compete  effectively 
in  the  PBX  field  we  need  to  offer  customers  the  option  of  purchasing  outright. 
Our  concern  centers  on  whether  or  not  the  decision  to  sell  would  trigger  cer- 
tification. 

That  supports  your  beliefs  ? 

Mr.  Feiner.  Yes;  unfortunately  many  good  exhibits  are  left  out 
only  because  of  the  size  of  it.  There  are  many,  many  other  support- 
ing comments. 

Mr.  Hellerman.  At  this  point,  Mr.  Chairman,  I  would  like  to 
introduce  one  further  document.  It  is  a  rather,  I  guess,  unique  docu- 
ment to  have  in  this  record.  It  is  sort  of  a  case  history  of  one  other 
cornpany  trying  to  market  its  product.  The  company 'is  Rice  Inter- 
national Corp.,  Miami,  Fla.  They  have  telephone  equipment  which 
they  have  been  precluded  from  selling  at  all  because  of  the  inability 
or  unwillingness  of  A.T.  &  T.  to  provide  an  interface  device. 

Senator  Hart.  It  will  be  received. 

[See  exhibit  2  at  the  end  of  Mr.  Feiner's  oral  testimony.] 
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Mr.  Hellerman.  No  further  question,  :Mr.  Chairman. 

Senator  Hart.  Mr.  Chumbris? 

Mr.  Chumbris.  I  have  no  questions,  Mr.  Chairman. 

The  document  that  you  referred  to,  Mr.  Hellerman,  do  you  have  a 
copy  of  that  ? 

Mr.  Hellerman.  We  will  make  one  available. 

Senator  Hart.  Well,  I  anticipated  a  much  longer  afternoon.  Ap- 
parently you  anticipated  all  the  questions. 

Mr.  Feiner.  I  could  talk  another  hour  if  that  is  useful. 

[Laughter.] 

Senator  Hart.  We  appreciate  very  much  your  testimony. 

I  will  close  on  a  note  I  am  not  often  sounding:  Don't  give  up  on 
the  Justice  Department  in  this  general  area  of  the  fight  yet. 

Mr.  Feiner.  From  a  time  standpoint  they  are  useless. 

Senator  Hart.  In  your  particular  instance  ? 

Mr.  Feiner.  Well,  I  think  we  will  be  completely  grey  before  some- 
thing happens  in  that  area. 

Senator  Hart.  We  adjourn  to  resume  at  11 :30,  Thursday,  June  27, 
in  room  1114  of  this  building. 

[Whereupon,  at  11 :30  A.M.,  the  hearing  was  adjourned,  to  re- 
convene at  11  a.m.,  Thursday,  June  27,  1974,  in  room  2228,  Dirk- 
sen  Senate  Office  Building.] 

[The  following  was  received  for  the  record.  Testimony  resumes  on 
p.  3727.] 
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MATERIAL  RELATING  TO  THE  TESTIMONY  OF  ROBERT  L.  FEINER 

Exhibit  l.  — Prepared  Statement 

Statement  of  Robert  L.  Feiner,  President,  Phonetele,  Inc.,  Van  Nuys, 

Calif. 

purpose  of  statement 

General  Purpose  - 

*  to  describe  the  operation  of  Phonetele's  product,  the 
Phonemaster,  a  toll  and  message  unit  restrictor  that 
saves  telephone  subscribers  substantial  sums  of 
money ; 

*  to  describe  how  the  Phonemaster  provides  a  valuable 
subscriber  service  not  adequately  provided  by  the 
telephone  utilities. 

As  to  actions  of  the  telephone  utilities  in  California  - 

*  to  describe  the  Impact  of  3  1/2  years  of  regulatory 
and  judicial  confrontations  thrust  upon  Phonetele; 

*  to  describe  defective  connecting  arrangement  problems; 

*  to  describe  the  competitive  effect  of  connecting 
arrangements. 

As  to  actions  of  AT&T  outside  of  California  - 

*  to  describe  how  Phonetele  was  foreclosed  from  marketing 
outside  California  for  four  years  because  connecting 
arrangements  were  not  available; 

*  to  describe  how  Phonetele  is  presently  de  facto  fore- 
closed from  marketing  outside  California  due  to  the 
high  cost  of  connecting  arrangements  now  available; 

*  to  describe  how  Phonetele  has  been  compelled  to  file  a 
formal  complaint  In  New  York,  and  an  informal  complaint 
with  the  FCC,  and  may  be  further  compelled  to  file  an 
antitrust  action  in  Federal  Court. 

As  to  other  matters  - 

*  to  describe  why  the  telephone  utilities  have  had  and 
still  retain  an  unlawful  monopoly  of  the  customer 
equipment  market  In  that  this  segment  of  the  market 
is  not  a  "natural  monopoly,"  by  accepted  economic 
definitions; 

*• to  describe  why  network  "harm"  and  economic  impact 
are  primarily  propaganda  arguments,  the  real  concern 
of  AT&T  being  earnings  per  share. 
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The  Exhibits  listed  below  were  submitted  by  Phonetele  in  two  state 
cases.   The  first  involves  the  California  Connnission,  Case  9625,  which 
is  an  investigation  into  certification,  and  Phonetele's  ongoing  com- 
plaint cases  against  Pacific  Telephone  (Case  9265)  and  General 
Telephone  (Case  9177).   The  second  involves  the  New  York  Commission 
(Case  26607)  and  Phonetele's  formal  complaint  against  New  York 
Telephone  and  General  Telephone  of  Upstate  New  York.   These  Exhibits 
appear  in  either  or  both  the  California  and  New  York  cases,  as  they 
may  be  pertinent.   Though  each  Exhibit  is  cited,  some  have  been 
omitted  or  abbreviated  in  the  interest  of  space.   Complete  Exhibits 
are  available  and  all  Exhibits  have  been  previously  submitted  to  the 
Subcommittee's  Staff. 


EXHIBIT 

DESCRIPTION 

C  =  COMPLETE 
A  =  ABBREVIATED 
0  =  OMITTED 

PURPOSE 

OF 
EXHIBIT 

A. 

Unanswered  letter  complaint 
to  the  Commission  about 
malfunctioning  ZZAGM  con- 

0 

Relates  in  very 
specific  detail 
how  the  ZZAGM  is 

necting  arrangements  and  a 
request  that  the  Commission 

defective. 
(California) 

enforce  its  orders. 

Certification  by  Communi- 
cation Certification 
Laboratory 


Shows  Phonemaster 
is  certified  as 
harmless. 


A  letter  by  Arthur  Latno, 
Pacific  Telephone  Vice 
President,  that  accompanied 
their  Certification  Study 
in  the  Phonetele  Case. 


Shows  Pacific 
(AT&T)  is  against 
certification. 


D. 

Petition  to  Modify;  Advice 
Letter  No.  11178;  Sigelman 
and  Stein  letter  to  the 
Commission. 

0    ) 

E. 

Petition  to  Modify  -  Second 
Request;  Advice  Letter 
No.  11184. 

0    ) 

EXHIBITS  D,  E,  F 
and  G  pertain  to 
esoteric  issues 
in  the  California 
Case  and  are  of 
little  importance 
to  this  Hearing. 
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C  =  COMPLETE 

PURPOSE 

A  =  ABBREVIATED 

OF 

EXHIBIT 

DESCRIPTION 

0  =  OMITTED 

EXHIBIT 

Petition  to  Modify  -  Third 
Request;  Advice  Letter 
No.  11188;  Sigelman  and 
Stein  letter  to  the 
Connnission. 


Petition  to  Modify  -  Fourth 
Request;  Advice  Letter 
No.  11186;  Order  of  Sus- 
pension and  Investigation. 


Defining  "Connecting  Ar- 
rangements" from  the  Phone- 
tele  Case  Transcript. 


Shows  Pacific 
violates  its  own 
definitions. 


John  deButts,  Chief  Execu- 
tive Officer  of  AT&T, 
Speech  to  National  Associ- 
ation of  Regulatory  Utility 
Commissions  (NARUC) . 


Included  for  the 
benefit  of  the 
California 
Supreme  Court. 


J.    NARUC  Notice  of  Invest: 
gation. 


Not  timely  to 
this  Hearing. 


Unanswered  argument  on 
utility  service  charges 
from  the  Phonetele's 
Opening  Brief  on  the 
subject  of  unfair  compe- 
tition. 


Shows  unfair 
practice. 


"Just  and  reasonable" 
testimony  from  the  Phone- 
tele  Case  Transcript. 


Shows  failure  of 
Pacific  to 
satisfy  just  and 
reasonable  tests. 


Unanswered  letter  com- 
plaint to  the  Commission 
on  the  unfair  competition 
aspects  of  basic  termi- 
nation charges  and  other 
Pacific  practices. 


Shows  unfair 
practices  of 
Pacific. 


Article  from  the  January 
1974  issue  of  COMMUNI- 
CATIONS NEWS. 


Shows  $50M  Phone- 
master  saved  LA 
County  $30M. 
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EXHIBIT 

DESCRIPTION 

C 
A 
0 

=  COMPLETE 
=  ABBREVIATED 
=  OMITTED 

PURPOSE 

OF 
EXHIBIT 

0. 

Reprint  of  Phonetele's  ad 
in  the  February  1974  issue 
of  COMMUNICATIONS  NEWS. 

C 

Phonetele's 
indictment  of 
Pacific's 
practices. 

P. 

An  answered  letter  com- 
plaint to  the  Commission 
on  a  Pacific  Telephone 
advertisement. 

A 

Shows  advertise- 
ment practice  of 
Pacific. 

General  Telephone  Con- 
necting Arrangements;  An 
Affadavit  from  Alex  Taylor; 
A  series  of  Phonetele 
Service  Reports. 


Pacific  Telephone  Con- 
necting Arrangements;  An 
Affadavit  from  Alex  Taylor; 
A  series  of  Phonetele 
Service  Reports. 


General  Telephone  Con- 
necting Arrangements;  A 
case  study  of  Claude  Short 
Dodge . 


Pacific  Telephone  Con- 
necting Arrangements;  A 
case  study  of  Studio 
Instrument  Rentals. 


EXHIBITS  Q,  R,  S 
and  T  are  pains- 
taking documen- 
tation in  most 
specific  detail 
as  to  problems 
with  Pacific  and 
General  connecting 
arrangements. 
Neither  telco  has 
refuted  them. 
Summarizes  costs 
to  Phonetele  and 
"injuries"  to 
subscribers. 


Exhibit  from  the  Phonetele 
Case  Testimony  of  Paul 
Popenoe,  Jr.,  Staff  Recom- 
mendation. 


Not  timely  to  this 
Hearing. 


An  Affadavit  from  Alex 
Taylor  about  directly  con- 
nected Phonemaster  instal- 
lations. 


Shows  harmless 
direct  connection 
experience. 


A  list  of  Phonemaster 
users. 


Updated  to  May  1, 
1974. 
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C  = 

'  COMPLETE 

PURPOSE 

A  = 

'  ABBREVIATED 

OF 

EXHIBIT 

DESCRIPTION 

0  = 

>  OMITTED 

EXHIBIT 

X. 

A  letter  to  D.  H.  Erickson 
of  AT&T  about  Bell  System 
connecting  arrangements. 

C 

Explains  problems 
of  non-availa- 
bility of  AT&T 
connecting  ar- 
rangements. 

y. 

Certification  Specifi- 
cations proposed  under  the 
California  Public  Utilities 
Commission's  Order  Insti- 
tuting Investigation. 

0 

EXHIBIT  B  is 
based  upon  this 
criteria. 

z. 

Minutes  from  three  meetings 
held  to  develop  a  Bell 
System  connecting  ar- 
rangement. 

C 

Chronicles  the 
development  of 
Bell  System  con- 
necting ar- 
rangement. 

Comments  of  the  Department 
of  Justice  in  the  current 
California  certification 
investigation. 


Interesting,  but 
not  pertinent  to 
this  Hearing. 


A  copy  of  Pacific  Tele- 
phone's tariff  on  the  ZZAGM 
protective  interconnecting 
arrangement . 


Shows  cost  of 
ZZAGM. 


An  FCC  MEMORANDUM  OPINION 
AND  ORDER  in  the  Phone- 
Mate  Case. 


Not  pertinent. 


AT&T's  Executive  Planning 
Committee  document  entitled 
"Interconnection"  dated 
March  1973. 


High-level  AT&T 
admission  of  in- 
ability to  docu- 
ment network  harm. 


"Opening  Remarks"  by  J.  D. 
deButts  at  the  Executive 
Planning  Committee's 
Presidents'  Meeting, 
October  2,  1973. 


Very  interesting 
generally,  but 
not  pertinent  to 
this  Hearing. 


AT&T's  Network  Access 
Pricing  Plan  (N.A.P.). 


Shows  if  there  is 
certification, 
they  have  "a  plan. 
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C  = 

COMPLETE 

PURPOSE 

A  = 

ABBREVIATED 

OF 

EXHIBIT 

DESCRIPTION 

0  =■ 

OMITTED 

EXHIBIT 

GG. 

California  Supreme  Court 
Decision. 

C 

Court  supports 
Phonetele  7-0. 

HH. 

Customer  Trunks /Levels. 

0 

Shows  customer  siz 

II. 

AT&T  letter  dated 
February  13,  1970. 

C 

Shows  early  con- 
tact with  AT&T  on 
connecting  ar- 
rangements. 

JJ. 

"Harms"  as  outlined  by 
Robert  W.  Hoffmann  of 
Pacific  Telephone. 

0 

Cites  harms  of 
interconnect 
equipment , 
failing  to  cite 
harm  of  Phone- 
master. 

Inserted  at  this  point  is  prepared  testimony  of  Robert  L.  Feiner 
submitted  in  California  Public  Utilities  Commission  Case  9625  on 
June  20,  1974.   The  following  Exhibits  are  attached  to  the 
testimony: 


Excerpts  on  competition 
from  the  remarks  of  John 
deButts  in  AT&T's  1973 
Annual  Report. 


Comments  on  competition 
from  John  deButts'  report 
to  the  New  York  Society  of 
Security  Analysts, 
February  27,  197A. 


Excerpts  on  competition 
from  the  speech  made  by 
John  deButts  at  the  1974 
Annual  Shareholders' 
Meeting. 


Excerpts  on  competition 
from  the  Prospectus  on  the 
recent  500  million  dollar 
AT&T  debenture  offering. 


These  Exhibits 
indicate  that 
AT&T  is  making  no 
disclosure  as  to 
the  effect  on 
future  earnings 
due  to  compe- 
tition, in  fact, 
such  future 
effects  are 
completely 
discounted. 


39-887  O  -  74  -  pt.  5 
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EXHIBIT 

DESCRIPTION 

C  =  COMPLETE 
A  =  ABBREVIATED 
0  =  OMITTED 

PURPOSE 

OF 
EXHIBIT 

00. 

Excerpts  from  AT&T's  Annual 
Statistical  Report  for  1973. 

0 

Supports  data  in 
EXHIBIT  PP. 

PP. 

AT&T  earnings  per  share 
analysis. 

C 

Shows  earnings 
per  share  per- 
formance. 

QQ. 

Page  C-11  from  the  NARUC 
Report  After  Investigation. 

c 

Shows  NARUC 's 
estimate  of  inter- 
connection market 
penetration. 

RR. 

Quotation  from  Theodore  N. 
Vail,  founder  of  AT&T. 

C 

His  views  on 
honesty. 

SS. 

Definitions  of  Natural 
Monopoly. 

C 

Shows  that  the 
customer  equipment 
market  is  not  a 
"natural  monopoly. 

TT. 

Phonetele  marketing 
brochure. 

C 

Explains  the 
Phonemaster. 
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STATEMENT  OF  ROBERT  L.  FEINER 


Preface 


Though  this  statement  Is  a  personal  view  of  numerous 
problems  with  the  telephone  utilities,  every  effort 
is  made  to  express  each  of  these  problems  as  ob- 
jectively as  possible.   It  is  believed  that  each  and 
every  allegation  is  supportable,  and  considerable 
effort  was  made  to  document  most  of  them  by  at- 
tached Exhibits.   While  the  telephone  utilities  may, 
in  the  final  analysis,  be  held  to  account  for  certain 
acts  that  will  be  discussed  below,  there  is  no  evi- 
dence to  support  the  allegation  that  these  acts  were 
ever  maliciously  intended,  and  no  such  allegation  is 
made.   The  controversies  described  revolve  around 
very  basic  issues,  and  notwithstanding  very  sub- 
stantial differences  on  these  issues,  the  personal 
and  working  relationships  between  personnel  of  all 
companies  at  all  levels  has  been  generally  excellent. 


Personal 
Profile 


I  was  a  founder  of  Phonetele,  Inc.,  am  a  major 
shareholder,  and  am  its  President  and  Chief  Executive 
Officer.   I  hold  a  Bachelor  of  Science  degree  in 
Business  Administration  from  UCLA,  graduating  in 
1952.   (See  Testimony  following  EXHIBIT  J J . ) 


Phonetele, 
Inc. 


Phonetele,  Inc.,  is  privately  held,  was  incorporated 
in  1970  in  the  State  of  California,  and  has  been  in 
business  since  1969.   It  is  located  at  15A14  Cabrito 
Road,  Van  Nuys,  California,  91406,  (213)  988-5A70. 
Sales  are  under  $1,000,000  annually.   The  Company 
was  profitable  during  the  second  half  of  1973,  but 
incurred  a  nominal  loss  in  the  first  quarter  of  1974 
due  primarily  to  legal  expenses.   The  Company  was 
funded  by  two  privately  conducted  stock  subscription 
offerings  totaling  $450,000,  and  by  loans  from 
officers.   The  Company  uses  the  auditing  services  of 
Peat,  Marwick,  Mitchell  &  Company. 


Phonetele's       Phonetele,  Inc.,  is  in  the  business  of  manufacturing 
Business  the  Phonemaster.   The  Phonemaster  was  conceived, 

developed  and  engineered  by  the  Company,  and  is 
presently  manufactured,  marketed,  installed  and 
maintained  by  the  Company  or  its  designated  agents. 
The  Company  plans  other  product  development,  but 
regulatory  confrontations  have  so  impeded  the 
Company's  progress  that  such  planned  development  is 
delayed  indefinitely. 
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The 
Phonemaster 


The  Phonemaster  is  a  toll  and  message  unit  restrictor. 
It  is  a  solid  state  special-purpose  mini-computer 
designed  specifically  to  interface  with  the  telephone 
network.   It  is  programmed  to  control  what  prefixes 
and  area  codes  can  be  dialed  on  specific  telephone 
trunks.   (See  EXHIBIT  TT  for  description.)   Patent 
applications  have  been  filed  on  the  Phonemaster.   In 
a  recent  trade  secret  action  filed  by  Phonetele  in 
Superior  Court  in  California,  the  Court  found  for 
Phonetele  determining  that  Phonetele  did  indeed  pos- 
sess valuable  trade  secrets. 


The  Customer's 
Problem 


The 
Solution 


A  telephone  customer  may  examine  calling  patterns, 
i.e.,  will  make  a  determination  where  calls  are 
going  and  in  what  volume.   Based  upon  this  usage  of 
telephones  it  may  be  determined  that  economies  can 
be  effected  by  utilizing  special  kinds  of  telephone 
lines.   These  lines  include  various  types  of  WATS, 
foreign  exchange,  and  tie-lines.   The  telephone  company 
can  make  these  various  economic  offerings,  because 
it  too  will  effect  cost  economies  by  directing  calls 
over  the  least-cost-path  route. 

Once  such  service  is  installed,  there  is  an  immedi- 
ate problem.   Employees  do  not  use  the  lines  correctly 
and  therefore  charges  appear  on  telephone  bills  that 
would  not  have  been  incurred  had  the  proper  line  been 
used.   The  subscriber  does  not  usually  achieve  the 
desired  economies.   The  telephone  company's  central 
office  equipment  is  needlessly  overburdened  as  a 
consequence.   No  one  is  benefiting  to  the  extent 
they  should.   Frequently  such  line  services  will  not 
be  purchased  because  subscribers  realize  that  there 
is  no  dialing  control,  and  that  the  economies  cannot 
be  realized  in  practical  operation. 

The  Phonemaster  enforces  the  proper  use  of  the  trunks, 
thereby  enabling  both. the  subscriber  and  the  tele- 
phone company  to  effect  the  economies  intended  under 
such  service.   It  accomplishes  this  through  a  custom- 
ized program  that  monitors  the  prefixes  and/or  area 
codes  dialed,  and  will  terminate  calls  improperly 
placed.   This  compels  calls  to  be  placed  on  the 
correct  line. 


A  Los  Angeles  County  facility  purchased  a  $50,000 
Phonemaster  and  achieved  savings  of  $30,000  per 
month.   That  story  is  told  in  a  reprint  of  an  article 
in  COMMUNICATIONS  NEWS,  which  is  attached  as  EXHIBIT 
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Telephone 

Company 

Practices 


It  is  generally  the  marketing  policy  of  the  telephone 
companies  (particularly  AT&T)  not  to  offer  equipment 
such  as  the  Phonemaster  except  on  a  demand  basis. 
The  equipment  they  do  offer  is  archaic  electro- 
mechanical equipment  vs.  the  solid  state  Phonemaster, 
requires  about  eight  times  the  space,  has  greater 
service  problems,  is  costlier,  lacks  substantial 
programming  capability,  and  is  not  offered  with  key 
telephone  systems.   A  general  indictment  of  the 
telephone  company's  practices  appears  as  EXHIBIT  0,  ^ 
which  is  a  reprint  of  an  ad  published  in  COMMUNICATIONS 
NEWS  addressing  the  situation  described  in  EXHIBIT  N. 


Many  customers  have  replaced  telephone  company 
equipment  with  the  Phonemaster.   This  is  a  common 
occurrence . 


The  Public 
Interest 


An  examination  of  EXHIBITS  N  and  0  should  make  clear 
that  the  Phonemaster  serves  an  important  subscriber 
need,  and  that  only  through  competition  was  this 
need  fulfilled.   If  it  were  not  for  competition  there 
is  little  reason  to  believe,  based  upon  past  per- 
formance of  the  telephone  companies,  that  such  an 
effective  product  as  the  Phonemaster  would  ever  be 
offered. 


Many  of  Phonetele's  customers  pay  for  the  Phonemaster 
in  less  than  one  year.   The  fundamental  American 
principle  of  freedom  of  choice  should  prevail.   Each 
customer  should  be  freely  able  to  select  whatever 
product  is  desired.   Regulators,  judges,  legislators 
and  telephone  companies  should  not  dictate  to  the 
customer  what  equipment  should  be  used.   The  only 
condition  should  be,  and  a  reasonable  one,  is  that 
the  product  utilized  should  not  be  harmful  to  the 
telephone  network. 

It  is  reasonably  implied  that  Phonetele's  customers 
support  this  view.   The  customer  list  (EXHIBIT  W)  is 
prestigious,  covering  a  complete  cross  section  of  the 
business  community  and  government.   Though  many  users 
are  identifiably  large  companies,  the  Phonemaster 
systems  frequently  are  serving  their  small  facilities. 


Customer 
Relations 


Phonetele  enjoys  excellent  relations  with  its 
customers.   There  has  never  been  a  fractured  customer 
relationship. 


Phonetele's  service  response  is  swift  and  effective, 
and  there  is  no  evidence  to  suggest  customer  dissatis- 
faction.  The  Phonemaster  is  highly  reliable  and  the 
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minimum  first  year  warranty  reserve  established 
satisfies  the  Company's  auditors.   Phonetele  has 
never  failed  to  receive  payment  in  full  for  its 
equipment . 

The  Telcos        As  previously  stated,  the  telcos  offer  restriction 
Benefit  equipment  on  a  demand  basis  only.   They  believe 

all  callers  should  have  free  access  to  the  telephone 
network,  otherwise  their  revenue  is  reduced.   This 
is  the  philosophy  of  the  "old  guard,"  and  it  pre- 
vails.  A  "new  guard"  is  more  enlightened.   It  is 
slowly  recognizing  the  tremendous  customer  hos- 
tility needlessly  engendered  by  having  failed  and 
continuing  to  fail  to  provide  effective  restriction 
equipment . 


Telcos  as 
Phonetele 
Customers 


Calls  not  directed  over  the  network  s  least-cost- 
path  route  requires  heavier  central  office  equipment 
investment  to  handle  this  increased  and  unnecessary 
traffic  activity.   As  usage  sensitive  pricing  in- 
creases, central  office  capital  equipment  requirements 
will  increase,  and  the  problem  will  be  magnified. 
The  example  of  the  Los  Angeles  County  facility  de- 
scribed in  EXHIBIT  N  indicates  that  the  $34,000 
monthly  charges  in  multi-message  units  dropped  by  a 
net  savings  of  $13,000.   This  is  a  38%  reduction  not 
only  in  the  telephone  bill  but  roughly  on  the  burden 
placed  upon  central  office  equipment.   For  a  capital 
intensive  business  moving  toward  usage  sensitive 
pricing,  call  restriction  equipment  should  figure 
prominently  in  future  planning. 

Under  the  right  of  the  customer  to  have  the  free 
choice  of  buying  whatever  equipment  is  considered 
best,  the  customer  should  also  have  the  free  choice, 
under  present  conditions,  to  acquire  the  begt 
available  equipment  not  only  from  an  outside  vendor 
but  from  the  telephone  utility  as  well.   The  Phone- 
master  is  generally  acknowledged  in  the  industry  as 
the  best  equipment  of  its  type.   It  has  always  been 
offered  for  sale  to  the  telcos  so  their  subscribers 
may  be  afforded  the  opportunity  to  obtain  the 
Phonemaster  from  them  as  well  as  Phonetele.   At  the 
present  time  the  Phonemaster  is  only  available 
through  Phonetele.   The  only  equipment  sale  to  a 
telephone  company  is  to  Lincoln  Telephone  and 
Telegraph  Company  in  Lincoln,  Nebraska  for  use  in 
their  central  office  to  control  WATS  lines. 
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The  Telcos        The  telcos  are  opposing  competition  for  the  following 
Position  reasons: 

1)  They  allege  that  a  certification  program  to  allow 
direct  connection  of  customer  owned  equipment  is 
not  feasible  and  will  cause  network  deterioration, 
demanding  in  the  alternate  that  customer  owned 
equipment  be  connected  only  through  telco  pro- 
vided protective  connecting  arrangements. 

2)  They  allege  that  competition  will  cause  resi- 
dential telephone  rates  to  rise  and  that  these 
subscribers  will  be  "harmed." 

3)  They  allege  that  they  possess  a  "natural  monopoly" 
over  the  customer  equipment  business. 

Phonetele's       Phone tele,  of  course,  favors  competition  as  being  in 
Position  the  public  interest,  and  believes  as  follows: 

1)  That  a  certification  program  is  entirely  viable 
and  should  be  enacted,  and  that  utility  provided 
protective-type  interconnecting  arrangements  are 
not  required. 

2)  That  residential  rates  need  not  rise. 

3)  That  the  telephone  utilities  do  not  have  a 
"natural  monopoly"  of  the  customer  equipment 
market. 

4)  That  the  real  concern  of  the  telephone  utility 
is  their  earnings  per  share. 


Certification 


Protective 
Connecting 
Arrangements 


Certification  is  the  primary  issue  of  FCC  Docket 
19528,  now  moribund,  and  California  PUC  Case  9625, 
now  in  p'rogress  but  seriously  emasculated  by 
economic  issues.   The  Phonemaster  is  certified 
(EXHIBIT  B)  under  current  CPUC  proposed  criteria 
(EXHIBIT  Y) ,  and  is  opposed  by  Pacific  Telephone 
(AT&T  policy)  per  EXHIBIT  C. 

Phonetele  has  been  embroiled  in  three  and  one  half 
years  of  regulatory  and  judicial  controversy  in 
California  against  Pacific  Telephone  and  General 
Telephone  over  their  requirement  that  protective- 
type  connecting  arrangements  be  utilized  based  upon 

1)   original  non-availability  in  California; 
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2)  Incompatibility  of  the  arrangements  to  the 
Phonemaster  and  their  operational  liability 
(see  EXHIBITS  A,  Q,  R,  S  and  T) ; 

3)  their  cost;  and 

4)  their  requirement  by  the  telcos  under  tariffs 
that  did  not  differentiate  between  harmful  and 
harmless  devices. 

Phonetele  alleged  that  the  utilities  did  not  meet 

1)  the  "just  and  reasonable"  tests  required  under 
the  law  (EXHIBIT  L); 

2)  could  not  support  the  requirement  of  protective 
connecting  arrangements  per  their  own  defi- 
nition (EXHIBIT  H);  and 

3)  had  not  shown  harm  (see  EXHIBIT  V).   (Also, 

see  EXHIBIT  DD  for  high-level  AT&T  admission  on 
"harm".) 

California        The  California  Supreme  Court  ruled  on  these  questions 
Supreme  (see  EXHIBIT  GG)  in  favor  of  Phonetele  (7-0) .   In 

Court  essence,  the  Court  concluded  that  the  burden  of 

proving  harm  is  on  the  carrier  and  that  where 
equipment  is  not  clearly  shown  to  be  harmful  to  the 
network,  the  carriers  cannot  collect  payment  for 
protective- type  connecting  arrangements.   The  Court 
also  instructed  the  CPUC  to  be  "solicitous"  on  anti- 
trust matters  and  evidenced  its  interest  in  certifi- 
cation. 

Residential       The  National  Association  of  Regulatory  Utility  Com- 
Rates  missioners  (NARUC)  found  that  residential  rates  would 

rise  but  under  the  qualifying  Introductory  comment  - 
"under  present  regulatory  practices."  This  May  15,  1974 
Report  After  Investigation  by  NARUC  is  contradicted 
by  the  Dittberner  Report  prepared  for  the  Office  of 
Telecommunications  Policy,  alleging,  per  published 
reports,  that  residential  subscribers  are  subsidizing 
business.   The  position  of  the  Department  of  Justice 
is  that  "there  is  no  reason  for  believing  that  al- 
lowing the  interconnection  of  customer-supplied 
equipment  would  have  an  adverse  impact  on  residential 
rates."  The  residential  rate  argument  is  a  "scare 
tactic." 


Natural 
Monopoly 


FCC  Docket  20003  will  address  this  issue.   Following 
EXHIBIT  JJ  is  testimony  submitted  in  CPUC  Case  9625 


Earnings 

Per 

Share 


AT&T 
Delayed 
k   Years 
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which  should  clearly  indicate  that  the  telcos  do 
not,  by  any  economic  definition,  have  a  "natural" 
monopoly  over  the  customer  equipment  market.   This 
allegation  is  not  based  upon  a  personal  opinion, 
but  by  documented  excerpts  from  numerous  economic 
texts  contained  in  EXHIBIT  SS. 

The  above-mentioned  testimony,  with  supporting 
EXHIBITS  00,  PP  and  QQ,  observes  that  the  per  cent 
increase  in  AT&T's  earnings  per  share  lagged  the 
per  cent  increase  in  revenue  by  an  average  -1.63% 
over  the  lA-year  period  from  1960  to  1973,  and  that 
the  impact  of  customer  equipment  competition  will 
further  impact  earnings  per  share  by  an  additional 
negative  7.65%.   This  means  that  the  impact  of  this 
competition  is  4  1/2  times  greater  (7.65  -t-  1.63) 
than  the  sum  total  of  all  economic  forces  working 
against  AT&T  in  the  past  14  years.   The  conclusion 
of  the  testimony  is  that  the  telephone  utilities  are 
fighting  competition  to  protect  their  shareholders, 
and  are  not  fighting  for  the  residential  subscriber, 
or  to  protect  the  network  from  "harm." 

EXHIBIT  II  evidences  Phonetele's  first  contact  with 
AT&T  on  the  subject  of  connecting  arrangements. 
This  Exhibit  is  an  AT&T  letter  written  when  Phone- 
tele  was  known  as  Carrillo  Enterprises. 


EXHIBIT  X  is  a  crystal  clear  analysis  of  the  problems 
of  obtaining  a  Bell  System  connecting  arrangement. 

EXHIBIT  Z  contains  the  minutes  of  meetings  held  to 
obtain  a  Bell  System  arrangement. 

The  first  contact  with  AT&T  we  can  evidence  was 
February  13,  1970  and  it  was  not  until  March  1974 
that  connecting  arrangements  were  first  available 
outside  of  California  -  over  four  years. 

Costs  Are         AT&T  foreclosed  Phonetele  from  marketing  its 
Prohibitive       equipment  for  over  four  years  due  to  non-availability 
of  connecting  arrangements.   Phonetele  has  made  one 
sale  to  a  subscriber  outside  of  California  and  that 
is  to  the  New  York  Times.   No  other  sale  to  a  sub- 
scriber has  been  made  or  is  pending  outside  of 
California. 


The  cost  of  the  arrangements  have  the  effect  of  con- 
tinuing to  foreclose  Phonetele  from  marketing  its 
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equipment  outside  California  because  the  cost  is 
more  than  the  cost  of  the  Phonemaster  itself.   The 
CTH  arrangement,  as  it  is  designated,  costs  $30.00 
and  $6.25  per  trunk  for  installation  and  monthly 
charges,  respectively.   Had  the  Times  purchased 
the  equipment  on  a  five-year  lease  (instead  of 
cash),  here  is  a  cost  comparison: 


INSTALLATION  COST 
MONTHLY  CHARGE 


CTH 


PHONEMASTER 
COST 


COST      

$4,500.00     $3,687.50 
$  937.50     $  848.13 


AFTER  5  YEARS 


$   937.50 


(CEASES) 


CONCLUS ION :   THE  CTH  PROTECTIVE  CONNECTING 
ARRANGEMENTS  COST  MORE  THAN 
THE  PHONEMASTER  ITSELF. 


New  York  Phonetele  could  only  rarely  sell  its  equipment  under 

Telephone         such  onerous  charges.   The  basic  purpose  of  the 
Complaint         equipment  is  to  save  money  and  the  connecting  ar- 
rangements have  the  effect  of  better  than  doubling 
the  cost  of  the  Phonemaster.   On  March  18,  1974, 
Phonetele  filed  a  formal  complaint  before  the  New 
York  Public  Service  Commission  against  New  York 
Telephone  Company  and  General  Telephone  of  Upstate 
New  York,  Inc.   It  is  designated  Case  26607  and 
hearings  have  not  yet  been  scheduled.   This  Case  is 
a  complete  replay  of  the  California  Case  against 
counterparts  of  the  Defendants. 


FCC 

Informal 
Complaint 


Phonetele  has  requested  of  the  FCC  immediate  interim 
relief  identical  to  the  California  Supreme  Court 
decision,  i.e.,  order  connection  behind  protective 
connecting  arrangements  without  charge  pending  - 


1)   proof  through  evidentiary  hearings  that  the 
Phonemaster  is  harmful,  or 


2)   certification  of  the  Phonemaster. 


Phonetele  has  alleged  that  the  telephone  utilities 
have  not,  in  over  three  and  one  half  years'  experi- 
ence with  the  Phonemaster  installed  on  their  network, 
been  able  to  evidence  any  harm,  that  their  allegations 
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of  harm  run  contrary  to  all  findings  including 
those  of  the  California  Supreme  Court,  that  it  is 
wrong  that  Phonetele  should  be  further  foreclosed 
from  marketing  equipment  outside  of  California, 
and  that  it  is  unjust  and  unreasonable  to  compel 
Phonetele  to  file  complaints  before  every  state 
regulatory  commission. 


NARUC 
Report 


The  aforementioned  NARUC  report  supports  compe- 
tition in  the  ancillary  field  of  telephone  equipment 
while  it  opposes  other  competition.   No  doubt  due 
to  Phonetele's  filing  before  NARUC,  ancillary 
equipment  includes  call  restriction  equipment,  and 
therefore  Phonetele's  request  before  the  FCC  does 
not  run  contrary  to  current  trends  or  judicial 
precedent . 


Federal 

Court 

Action 


Favorable  and  timely  action  is  not  anticipated  from 
the  FCC.   Phonetele  will  brook,  no  further  delays. 
Continuing  denial  of  entry  into  the  market  place  is 
intolerable.   If  positive  indications  of  favorable 
and  timely  action  is  not  shortly  forthcoming  from 
the  FCC,  Phonetele  will  file  an  antitrust  action  in 
Federal  Court.   Such  action  will  seek  immediate 
relief  of  the  type  afforded  by  the  California 
Supreme  Court,  and  will  seek  damages.   We  believe 
our  damage  claim  will  be  substantial  and  totally 
supported  by  the  mere  prima  facie  fact  that  con- 
necting arrangements  were  not  available.   We  would 
expect  immediate  relief  and  a  remand  to  the  FCC  to 
decide  the  question  of  network  harm  within  a  time 
certain.   We  expect  that  the  Phonemaster  will  be 
once  again  found  harmless  to  the  network  and  such  a 
finding  will  add  to  our  claim  for  damages. 


While  our  objective  would  be  to  seek  relief  from  the 
burden  of  connecting  arrangements,  a  Federal  Court 
action  would  necessarily  compel  us  to  become  in- 
volved in  an  antitrust  suit,  a  course  of  action  we 
have  meticulously  avoided  due  to  our  limited  re- 
sources.  Therefore,  inaction  by  the  FCC  would  be 
extraordinarily  injurious  to  us  by  embroiling 
Phonetele  in  litigation  it  can  ill-afford. 

Unfair  Phonetele's  complaints  as  to  the  unfair  competitive 

Competition       actions  of  the  utilities  are  numerous,  and  they  are 
Allegations       as  follows: 


1.  Litigation 


In  the  first  instance,  it  is  unfair  to  be  under 
constant  siege.   We  are  a  small  company  that  has 


3536 


spent  substantial  sums  of  money  and  time  In  regula- 
tory and  judicial  actions  -  in  California,  In  New 
York,  before  NARUC,  before  the  FCC  and  before  this 
Senate  Subcommittee.   The  fact  that  Phonetele  won 
its  case  before  the  California  Supreme  Court  only 
indicates  the  unfairness  of  the  telcos  forcing 
Phonetele  to  relltlgate  the  identical  issue  in 
other  forums. 

2.  Disconnection  Phonetele  was  planning  to  install  a  unit  at  Collins 
at  Collins     Foods.   General  Telephone  did  not  have  connecting 
Foods  arrangements,  nor  could  General  state  when  they 

would  be  available.   Rather  than  quit  business, 
Phonetele  hardwired  the  Phonemaster  in  violation  of 
the  tariffs.   General  disconnected  the  Phonemaster. 
Phonetele  filed  a  formal  complaint  and  obtained  a 
cease  and  desist  order  from  the  CPUC  and  reinstalled 
the  Phonemaster.   This  action  by  General  was  unfairly 
competitive  with  hindsight  of  the  Court  decision. 

3.  Pacific's      Phonetele  obtained  a  favorable  CPUC  decision  on  the 
Disconnect     General  Complaint  allowing  direct  connection  without 
Notices  .      protective  arrangements,  which  General  appealed.   In 

the  face  of  that  known  CPUC  position  on  the  Phone- 
master, Pacific  Telephone  nevertheless  required  their 
customers,  who  had  Phonemasters  hardwired,  to  sign 
up  for  protective  connecting  arrangements  (ZZAGM) 
then  available  for  the  first  time.   When  these 
customers  would  not  do  so  at  Phonetele' s  instigation. 
Pacific  issued  disconnect  notices  which  they  volun- 
tarily stayed  with  CPUC  Staff  intervention.   This 
action  by  Pacific  was  unfairly  competitive  with 
hindsight  of  the  Court  decision. 


A.  Six 
Wire 
Leads 


There  was  considerable  controversy  over  the  manner 
in  which  Pacific's  ZZAGM  connecting  arrangements 
were  to  be  interfaced  with  the  Phonemaster,  the 
former  being  designed  to  connect  with  six  wires,  the 
latter  with  four.   The  CPUC  ordered  Pacific  to 
modify  to  four  wires.   The  final  Bell  System  ar- 
rangement is  designed  for  four  wires.   The  cost  and 
effects  of  this  controversy  was  unfairly  competitive. 


1.5  Second     Pacific  demanded,  unequivocally,  and  represented  to 
Time  the  CPUC  that  a  time  delay  requirement  had  to  be  a 

Delay  minimum  1.50  seconds.   General  required  1.00  seconds, 

and  the  Phonemaster  provided  0.80  seconds.   In  the 
conferences  described  in  EXHIBIT  Z,  it  was  revealed 
by  Western  Electric  engineers  that  there  was  no  way 
of  defining  a  specific  delay  time  and  they  could  not 
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support  the  1.50  seconds  requirement.   In  other 
words,  the  1.50  seconds  was  arbitrary.   It  was  a 
sizeable  issue  before  the  CPUC  and  Phonetele  con- 
tended that  their  demand  was  arbitrary,  capricious, 
unreasonable  and  unfairly  competitive. 

6.  Trade  The  first  time  Pacific's  ZZAGM  arrangement  was 

^^°^  available  for  test  was  at  a  major  trade  show  where 

Disconnection  Phonetele  was  exhibiting  the  Phonemaster.   The 
show  is  conducted  by  the  TCA,  an  association  of 
telecommunicating  managers  of  prominent  California    " 
corporations.   Pacific  insisted  that  the  ZZAGM  be 
utilized  with  Phonetele's  demonstration  unit. 
Phonetele  did  not  wish  to  conduct  a  first  test  at 
a  trade  show.   Phonetele  further  alleged  there  was 
incompatibility  due  to  the  above  described  four  vs. 
six  wire  connection.   Pacific  disagreed  and  discon- 
nected the  Phonemaster  which  had  been  hardwired. 
Phonetele  could  not  demonstrate  its  equipment  at  the 
show  and  was  faced  with  the  embarrassment  of  discon- 
nection before  prospects  already  dubious  about  the 
viability  of  interconnection  competition. 

Subsequent  evidence  on  the  record  shows  that  Phone- 
tele was  correct  in  its  contention  that  the  ZZAGM  as 
designed  would  not  work  with  the  Phonemaster,  and 
Pacific  should  not  have  disconnected  it.   It  should 
be  pointed  out  that  Pacific  disconnected  the  Phone- 
master only  under  the  erroneous  conviction  that  its 
ZZAGM  would  work  and  that  Phonetele  was  being  unco- 
operative.  Pacific  did  not  disconnect  the  Phonemaster 
with  any  malicious  intentions,  and  no  such  allegation 
is  made  or  implied. 


7.  ZZAGM 
Troubles 


Pacific  (and  General's)  arrangements  were  a  constant 
source  of  costly  troubles  which  worked  serious  compe- 
titive hardships.   These  troubles  are  well  documented 
in  EXHIBITS  Q,  R,  S  and  T,  and  EXHIBIT  A. 


Disobeying 
Commission 
Orders 


Pacific  (not  General)  repeatedly  disregarded  CPUC 
orders  to  allow  direct  connection  of  the  Phonemaster 
if  and  when  the  ZZAGM  was  not  available  or  mal- 
functioning.  There  is  no  complaint  against  Pacific 
on  providing  timely  connection,  but  even  though  ZZAGM 
problems  would  continue  for  months  to  the  effect  of 
denying  a  customer  complete  and  reliable  service  in 
many  instances.  Pacific  would  never  facilitate  direct 
connection.   EXHIBIT  A  (separately  available)  chroni- 
cles those  problems  in  detail. 
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9.  Service        If  the  telcos  make  a  service  call  to  a  subscriber's 
Charges        premises,  and  the  fault  is  determined  to  be  with 
the  customer's  own  equipment,  the  telcos  tariffs 
allow  a  service  charge.   In  such  cases,  the  customer 
should  be  able  to  backcharge  the  interconnect  company 
during  the  warranty  period.   The  converse  is  not 
true.   When  Phonetele  (and  other  interconnect  compa- 
nies) make  service  calls  during  the  warranty  period 
that  turn  out  to  be  telco  problems,  it  has  not  been 
possible  to  collect  a  service  charge,  and  there  is 
no  way  under  the  tariffs  to  backcharge  the  telcos. 
EXHIBITS  Q,  R,  S  and  T  evidence  the  sizeable  cost  to 
Phonetele  due  to  service  calls  on  mal-functioning 
telco  connecting  arrangements. 

Phonetele  has  continually  lodged  CPUC  complaints 
on  this  issue  (EXHIBIT  K)  to  no  avail.   The  Company 
simply  cannot  pursue  such  claims  in  small  claim 
courts,  or  wherever,  because  it  simply  cannot  digest 
any  more  controversy. 

10.  Advertising    Attached  is  EXHIBIT  P  which  is  a  copy  of  a  Pacific 
Practices      Telephone  ad  and  a  self-explanatory  letter.   The  ad 

is  absolutely  scurrilous  in  character.   To  Pacific's 
credit  this  ad  was  no  longer  used  after  the  complaint 
was  lodged.   No  doubt  it  was  the  work  of  an  over- 
zealous  ad  agency  approved  by  Pacific  personnel  inex- 
perienced in  more  dignified  competitive  practices. 
Other  ads  have  been  effective  but  in  good  taste. 

Marketing  presentations  at  trade  shows  directed  at 
competition  have  consistently  been  in  good  taste.   In 
those  presentations  economic  comparisons  are  made, 
pointing  out  the  financial  burden  of  connecting  ar- 
rangements incurred  with  customer  owned  equipment. 

11.  Basic  EXHIBIT  M  describes  a  practice  struck  down  in  the 
Termination    recent  IBM/Telex  decision  (under  appeal)  wherein 
Charges        Pacific  retains  en   unreasonable  hold  on  the  market 

place  by  burdening  customers  with  sixty  months  of 
charges  (BTC's),  which  must  be  paid  in  full  even  if 
the  customer  terminates  the  service  prior  to  sixty 
months.   While  Pacific  alleges  it  sells  "service,"  in 
this  instance  it  is  selling  "hardware." 


12.  Accounting     Basic  Termination  Charges  are  not  shown  as  a  lia- 
Practices      bility  on  a  financial  statement,  even  though  they 

are  contingent  liabilities  in  the  same  way  property 
leases  are  footnoted  as  contingent  liabilities. 
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But  no  such  notes  are  made  on  financial  statements 
as  to  BTC's,  and  they  can  be  very  substantial. 
Therefore,  obtaining  equipment  from  the  telephone 
company  never  impacts  a  financial  statement,  whereas 
customer  acquired  equipment  does. 

In  marketing  its  equipment,  annual  capital  budget 
considerations  of  sales  prospects  seriously  affect 
Phonetele's  sales.   In  addition,  purchase  of  Phone- 
tele's  equipment  under  a  lease  impacts  the  balance 
sheet  as  to  the  current  ratio  and  long  term  lia-     > 
bilities.   Debenture  and  other  loan  agreements  can 
thereby  be  affected  because  of  limitations  frequently 
imposed  therein  on  current  ratios  and  lease  debt 
obligations.   It  is  easier  to  acquire  equipment  from 
the  telcos  due  to  accounting  practices,  and  this  is 
unfair. 


13.  Marketing 
Practices 


Bell 

System 

Arrangements 


15.  Touchtone 
Phonemaster 


The  accounting  profession  is  at  fault  and  both  the 
SEC  and  the  Financial  Accounting  Standards  Board  have 
ignored  requests  to  take  action.   Such  practices  inure 
to  the  benefit  of  the  telephone  companies.   Though  no 
allegation  is  being  made  that  they  are  in  anyway  re- 
sponsible, they  clearly  benefit  with  the  advent  of 
competition.   Not  footnoting  BTC's  as  contingent 
liabilities  and  not  impacting  the  balance  sheet  is 
clearly  an  erroneous  accounting  practice.   AT&T's 
auditors.  Cooper  &  Lybrand,  should  be  enlisted  to 
have  this  changed  -  a  dubious  prospect. 

EXHIBIT  M  also  describes  a  certain  unfair  marketing 
practice  of  Pacific  with  one  of  their  competitive 
offerings. 

As  described  above,  Phonetele  has  been  proscribed 
from  marketing  its  Phonemaster  outside  California 
for  over  four  years  due  to  the  non-availability  of 
connecting  arrangements.   De  facto  proscription 
continues  to  this  date  due  to  the  excessive  cost  of 
those  arrangements. 

The  controversies  over  the  ZZAGM  in  California  and 
development  of  a  Bell  System  arrangement  left  design 
criteria  for  a  touchtone  compatible  Phonemaster  unit 
up  in  the  air.   Phonetele  was  long  delayed  in  final- 
izing that  criteria  with  Bell  System  personnel,  and 
could  never  be  certain  of  its  viability  until  March 
1974  when  the  Bell  System  arrangements  (CTH)  were 
successfully  installed  at  the  New  York  Times.   It 
has  only  been  since  then  that  Phonetele  could  make 
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a  complete  commitment  to  the  development  of  a  model 
Phonemaster  that  would  work  with  touchtone  instal- 
lations.  Delay  in  developing  a  touchtone  Phonemaster 
due  to  AT&T's  behavior  has  been  an  act  of  unfair 
competition. 


16.  Monrovia 
School 
District 


Phonetele  was  the  sole  bidder  (with  a  cash  deposit) 
to  provide  a  restrictor  for  the  Monrovia  School 
District.   The  three  member  school  board,  all  members 
voting,  tabled  any  action  pending  a  quotation  and 
availability  of  a  new  offering  by  General  Telephone, 
represented  to  be  forthcoming  in  several  months. 


It  is  an  unfair  marketing  practice  to  interfere  with 
a  public  bidding  procedure  by  proposing,  informally, 
equipment  not  yet  available.   The  District  is  perhaps 
more  at  fault  than  General. 

But,  one  of  the  voting  school  board  members  was  an 
employee  of  General  Telephone.   General  Telephone's 
role  in  this  action  Is  totally  unknown  but  an  element 
of  unfair  competition  certainly  exists.   This  oc- 
curred less  than  four  months  ago  and  the  District 
still  has  no  restrictor. 


17.  Call 

Control 


On  two  major  occasions  over  the  past  several  years, 
Pacific  endeavored  to  offer  "new"  equipment  com- 
petitive to  the  Phonemaster  called  Call  Control. 


In  the  first  attempt  prices  were  being  quoted  to 
customers,  by  letter,  on  equipment  not  yet  available 
by  committed  delivery  dates.   The  person  representing 
himself  to  be  responsible  for  setting  tariff  prices 
within  Pacific  Telephone  said  on  the  record  that  no 
rates  had  been  established  on  Call  Control,  and  ad- 
mitted he  did  not  know  how  Pacific's  marketing  people 
could  be  quoting  prices  that  he  was  responsible  to 
determine  and  had  not.   Such  quotations  were  stopped 
by  Pacific. 

Approximately  a  year  later  Pacific  proposed  a  tariff 
on  Call  Control  which  was  deferred  several  times  and 
finally  withdrawn  due  to  Phonetele 's  vigorous  ob- 
jections. 

A  competitive  offering  coupled  with  burdensome  con- 
necting arrangements  is  patently  unfair,  but  such 
practices  are  commonplace. 


It  is  important  to  note  that  the  Call  Control  tech- 
nology is  old  in  character  and  has  limited  operational 
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features  compared  to  the  Phonemaster.   Even  so,  it 
is  formidable  competition.   People  will  accept  less 
due  to  their  fears. 

18.  Financial      Starting  a  Company  to  introduce  a  new  high-tech- 
Problems       nology  product  is  fraught  with  classic  pitfalls. 

Venture  capital  has  been  virtually  nonexistent  and 
the  prospects  of  a  public  offering  under  recent 
market  conditions  is  practically  nil.   Add  to  all 
of  these  problems  all  of  the  past,  pending  and      > 
expected  future  litigation  and  the  Company  has  dim 
prospects  for  funding.   The  telephone  company  is 
the  coup  de  grace  to  any  meaningful  capital  funding. 
Investment  in  interconnection  companies  is  risky 
risk  capital,  though  it  need  not  be  so. 

19.  Foregone      Based  upon  scheduled  price  increases  on  July  1, 
Profits       1974,  Phonetele  could  have  realized  approximately 
an  additional  $300,000  in  revenues  to  date  if  the 
cost  of  connecting  arrangements  had  not  been  previ- 
ously absorbed  in  Phonemaster  pricing.   In  addition 
to  this  last  sum,  Phonetele's  progress  in  California 
would  have  been  much  more  rapid  were  it  not  so  im- 
peded by  the  aforementioned  unfair  practices.   Con- 
sidering Pacific  Telephone  is  one  tenth  of  AT&T, 
Phonetele  could  have  theoretically  done  ten  times 
the  business  done  in  California  were  it  not  pro- 
scribed from  doing  business  in  other  states.   Treble 
these  damages  and  there  is  a  sizeable  antitrust 
claim  approaching  $30,000,000. 

It  should  be  obvious  that  $300,000  additional  revenue 
to  a  small  company  faced  with  a  pessimistic  financial 
community  is  of  monumental  importance. 

Conclusion        The  telephone  utilities  are  imposing  on  their  com- 
petitors defective,  costly,  and  unnecessary  pro- 
tective connecting  arrangements,  in  an  unlawful 
manner,  to  protect  their  own  earnings. 


The  telephone  utilities  are  endeavoring  to  perpetrate 
their  unlawful  monopoly  over  the  customer  equipment 
market  to  protect  their  own  earnings.   They  are  en- 
deavoring to  achieve  this  by  the  aforementioned  use 
of  connecting  arrangements,  through  unsupported  claim 
of  harm  to  the  network,  by  predatory  pricing  practices 
on  competitive  offerings,  and  by  endeavoring  to  hold 
the  residential  telephone  subscriber  hostage  for 
further  tribute. 
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While  basic  telephone  exchange  service  remains  a 
natural  monopoly,  the  customer  equipment  business 
is  not.  Vertical  services  are  not  at  issue;  un- 
lawful vertical  monopolization  is  at  issue.  The 
extension  of  a  natural  monopoly,  under  franchise, 
to  embrace  Western  Electric  in  one  direction  and 
the  customer  equipment  market  in  the  other,  is  not 
vertical  service  in  the  classic  sense;  it  is  mo- 
nopoly at  its  worst. 

There  are  a  number  of  recommendations  that  follow: 

1.  Customer       The  franchise  of  the  telephone  utilities  should  be 
Equipment      confined  to  its  natural  monopoly  of  the  local  ex- 
Market         change  network.   It  would  appear  that  S1167  should 
not  be  necessary  to  accomplish  this  when  the  mere 
enforcement  of  existing  antitrust  laws  seems  more 
than  adequate. 

AT&T  says  that  competition  is  artificial  when  AT&T 
is  regulated  and  interconnect  competition  is  not. 
There  should  be  no  regulation  of  the  customer 
equipment  market,  rather  the  forces  of  free  compe- 
tition should  regulate.   But  the  telephone  utilities 
should  methodically  divorce,  over  a  stipulated  time 
period,  the  entire  customer  equipment  business. 
Spinning  off  the  customer  equipment  end  of  AT&T  (et 
al.)  and  allowing  it  to  freely  compete,  would  '^nly 
create  another  monopolistic  monster,  that  would 
still  run  afoul  of  existing  antitrust  laws.   In  the 
final  analysis,  the  subscriber  should  own  or  rent 
his  own  equipment,  buying  or  renting  it  from 
suppliers  other  than  the  telephone  utilities. 

While  the  telephone  utilities  would  face  a  loss  of 
earnings  due  to  a  loss  of  business,  their  efforts 
would  then  be  concentrated  on  the  network.   Their 
demands  on  the  capital  market  would  be  substantially 
lessened  and  this  would  have  to  be  in  everyone's 
interest.   While  the  evolution  of  methodical 
divorcement  may  be  a  tearful  experience  to  the 
shareholders,  a  taut  and  lean  AT&T  concentrating  on 
improving  its  exchange  service  will  certainly 
thrive,  will  afford  the  optimum  guarantee  of  an 
ever-improving  network,  and  in  the  final  analysis 
will  be  in  the  best  interest  of  the  public.   Under 
natural  monopoly  concepts,  what  is  best  for  the 
public  is  best  for  AT&T,  not  the  converse. 


2.  Western 
Electric 


In  order  to  reduce  its  competitive  power  to  manage- 
able proportions.  Western  Electric  should  also  be 
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caused  to  methodically  divorce  or  severely  reduce 
'  its  manufacture  and  sale  of  equipment  utilized  in 
the  customer  equipment  market.   Of  course,  such 
equipment  would  no  longer  be  sold  directly  to 
telephone  companies  because  of  their  own  divorcement 
of  the  customer  equipment  market. 

"Western  Electric  manufactures  more  than  55,000 
different  items  of  communications  apparatus  and 
equipment"  (SEC  Form  10-K) .   This  would  certainly   ^ 
appear  to  offer  considerable  opportunity  to  analyze 
sound  "spin-offs"  or  divorcements  of  certain 
segments  of  its  business  to  reduce  its  force  in  the 
market  place,  and  yet  afford  ample  opportunity  to 
allow  it  to  continue  to  be  a  constructive  corporate 
entity,  whose  continued  existence,  in  some  configu- 
ration, would  serve  the  public  interest. 

Certainly  the  hold  of  AT&T  management  could  and 
should  be  broken  to  allow  free  competition  in  the 
supply  of  other  equipment  to  AT&T,  et  al.   Even 
at  that,  further  action  no  doubt  would  have  to  be 
taken  to  create  an  environment  where  other  suppliers 
could  fairly  compete  with  Western  for  AT&T's  other 
business,  i.e.,  non-customer  equipment  business. 

Western  Electric  could  be  "spun-off"  into  an  inde- 
pendent corporate  entity  by  a  tax-free  stock  trans- 
action where  all  existing  AT&T  shareholders  received 
shares  of  stock  in  Western.   This,  of  course,  was 
the  manner  in  which  DuPont  was  compe] led  to  divorce 
its  holdings  in  General  Motors. 

oej.i  Additional  tax-free  stockholder  exchanges  should  be 

Companies      mandated  to  reduce  AT&T  to  a  minority  stockholder 

position  with  minority  board  representation  in  each 
of  its  subsidiary  operating  companies.   This  would 
break  AT&T's  management  control  and  influence  over 
the  Bell  System  Companies.   Instead  of  centralized 
thinking,  decentralized  management  would,  allow  for 
greater  management  creativity.   The  then  truly  inde- 
pendent Bell  Companies  would  be  competitive  in  the 
capital  market  and  this  would  have  to  stimulate 
performance.   If  Western  Electric  didn't  provide 
the  best  equipment,  there  would  be  no  concern  about 
buying  elsewhere.   Management  careers  would  be 
focused  on  the  independent  company,  and  not  on  the 
mecca  of  195  Broadway.   Independent  Bell  Companies 
would  be  more  responsive  to  individual  state  needs 
while  still  being  structured  to  maintain  its  inte- 
gration into  a  solid  national  network. 


3.  Bell 
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4.  AT&T's         AT&T  would  be  reduced  to  a  minority  shareholder  in 
Role  the  Bell  Companies  with  minority  influence,  would 

retain  its  long  lines  operation  in  competition  with 
the  specialized  common  carriers,  and  would  retain 
its  interest  in  Bell  Laboratories  along  with 
Western  Electric  (though  this  requires  analysis). 

5.  Summary        There  are  two  fairly  simple  steps  that  can  be  taken. 

First,  enforce  existing  antitrust  laws  to  break  the 
telephone  utilities  monopoly  of  the  customer 
equipment  market,  and 

Second,  effect  the  tax-free  stock  transactions  with 
Western  Electric  and  the  Bell  System  Companies. 

I  appreciate  the  opportunity  to  make  this  statement  to  this  Senate 
Subcommittee,  and  always  stand  ready  to  be  of  any  further  service.   I 
completely  support  the  purposes  of  these  Hearings  and  certainly  support 
the  goals  of  the  proposed  Industrial  Reorganization  Act.   I  trust  the 
Senate  has  the  will  to  take  timely  action. 


pert  L.  Feiner,  President 
Phonetele,  Inc. 
June  25,  1974 
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Communication  Certification  Laboratory 


SALT  LAKE  CITY,   UTAH 


11  March  1972 


Mr.  Robert  L.  Feiner,  Presid 

PHONETELE,  INC. 

15414  Cabrito  Road 

Van  Nuys,  California  91406 


Dear  Bob, 


It  is  my  pleasure  to  advise  you  that  the  Phonenaster  1040  is 
approved  for  certification.  You  are  hereby  authorized  to  use  the 
CCL  logo  and  reference  in  the  manner  indicated  in  the  proposed  copy 
handed  to  me  the  other  day. 


Respectfully  yours, 

COMMDNICATION  CE'riXFICATION  LABORATORY 


^'-^l^^^cy^ 


AMOS  R.  JACKSON 
President 
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t^  I  Communication  Certification  Laboratory 

\^L^^^/,'        SALT   LAKE    Cll 


6-^ 


January  7,  1974 

SUBJECT:   CERTIFICATE  OF  COMPLIANCE 


TO:   niE  PUBLIC  UTILITIES  CO'CIISSION 
OF  THE  STATE  OF  CALIFORNIA 

Mm 

OTHER  INTERESTED  PARTIES 


Gentlenen: 

On  January  5,  197 A,  t!ie  subject  documsnC  v.-an  nailftd  out.  It 
has  bscoine  nect:r,r.ary  Lo  nial;e  a  revision  on  iten  11.1  n.i  paf.e  2  of 
the  documsnC. 

In  addition,  a  clarifyinp,  statement  and  a  dat-  has  Jie°-n_  added 
to  page  3.   This  submittal  supersedes  the  previoup 
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'In  addition,  other  areas  of  concern,  such  as  protect  ion 
against  the  service  degradation  to  network  users  that  will  rp.suU. 
from  the  improper  or  marginally  unsatisfactory  performance  6i  . 

call  restriction  devices,  the  effect  on  costs  and  rates  of    ^^9 
telecommunication  service,  and  problems  of  enforcement  and    ^-"  ^ 
administration,  remain  and  must  be  addressed  prior  to  the 
adoption  of  any  program.   However,  given  the  time  and  resources 
available,  and  the  magnitude  of  the  problem  preser'-ed,  these 
questions  could  not  be  fully  analyzed. 

We  believe  that  the  costs  of  any  adequate  certifical  ^oii 
program  will  be  greater  than  the  costs  which  customers  would 
incur  in  connecting  call  restriction  equipment  through  the 
connecting  arrangements  which  we  now  offer  in  California.   We 
also  believe  that  certification  of  customer-provided  equipment 
would  adversely  alter  the  costs,  rates  or  rate  structure  of 
service  to  the  public  generally.  .    ' 

With  these  considerations  in  mind,  we  have  concludeu 
that  a  certification  program  for  call  restriction  devices  is 
not  practical.   In  our  judgment,  a  self-supporting  program 
could  not  be  developed,  administered  or  implemented  at  reason- 
able cost  which  would  produce  the  necessary  service  protection 
required  for  all  users  of  the  network. 

Additionally,  it  is  clear  that  questions  relating  to 
the  connection  of  customer-provided  equipment  to  the  nationwide 
telecommunications  network,  which  is  an  integrated  system 
providing  both  interstate  and  intrastate  services,  require 
uniform  State-Federal  resolution.  The  Bell  System  is  partici- 
pating in  the  evaluation  of  certain  certification  program 
recommendations  which  will  be  placed  before  the  Federal-State 
Joint  Board*  in  order  to  obtain  the  necessary  technical  and 
economic  data  to  determine  whether  such  progran-.s  are  a. feasible 
alternative  to  the  present  tariff  regulations  governing  the 
connection  of  customer-provided  equipment.   The  interests  of 
manufacturers  of  customer-provided  equipment  and  their  business 
customers  should  not  prevail  over  the  economic  and  service 
interests  of  the  great  majority  of  residence  and  business  users, 
and  the  clear  need  to  protect  the  network.   In  recognition  of 
these  facts,  NARUC,  an  organization  in  which  this  Commission  is 
a  prominent  member,  has  actively  sought  resolution  of  these 
questions  through  the  Federal- state  Joint  Board.   NARUC  has 


In  re  Interstate  and  Foreign  MTS  and  WATS  (Docket  19628) 
35  F.C.C.  2d  559  (1972) . 
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It   is    this   statement  which   reveals    the   fact   that  Pacific  had  sufficient 
knowledge  of   the  Phonemaster   to   know   that   it  would  not  work  v;ith  the 
ZZAGM.     Mr.   Black  continues    (Page  472.    line   27): 


"As  I  remember,  you  displayed  a  card.  I  don' 
know  that  you  described  it  in  detail,  other 
than  a  schematic  you  handed  to  me.  I  didn't 
examine  it  to  determine  if  there  is  any  harm 
or  I  didn't  examine  it  to  determine  if  there 
Is   a   potential   of  harm." 


H- 


Mr.  Black  continues  (Page. 


QUESTICM 

"But  Pacific  Telephone  has  not  observed  some 

problems  In  the  installation  in  their  areas?" 

ANS'.JER 

"Not  to  ray  knowledge." 


Mr.  Black  further  stated  (Page  481,  line  16): 


QUESTION 

"So  what  you  have  characterized  are  the  theoreti- 
cal points  of  harm,  yet  no  actual  observation  has 
been  made  of  such  conditions?" 

ANSWER 

"I  think  that  is  a  correct  statement." 


IX.   PACIFIC  iroONGFULLY  INTERPRETS 
ITS  OW  TARIFF  DEFINITION 

There  is  no  basis  of  argument  by  Pacific  that  a  mere  terminal 
block  does  not  satisfy  F.C.C.  Tariff  No.  263  (and  136-T)  inasmuch  as  Para- 
graph 2.5  -  "Definitions"  defines  a  connecting  arrangement  as  follows: 

"The  tern  'connecting  arrangement'  denotes  the 
equipment  provided  by  the  Telephone  Company  to 
accomplish  the  direct  electrical  connection  of 
customar-provlded  facilities  \-iith   the  facilities 
of  the  Telephone  Company."  (Underline  added). 

The  American  Toleplioiie  and  Telegraph  Conpany  itself  issued  a 
similar  definition  in  the  follov;ing  source: 


H-i 
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BELL  SYSTEM 

TECHNICAL  REFERENCE  .  PUB  42101 

Voice  Connecting  Arrangement  QKT 
Interface  Specification 
Revised  June,  1971 
Appendix  A  GLOSSARY 

"CONNECTING  ARRANGEMENT  -  equipment  provided  by 
the  Telephone  Company  to  accomplish  the  electrical 
connection  of  customer-provided  equipment  and  the 
telecommunications  network. "(Underline  added). 

Providing  a  simple  terminal  block  interconnecting  arrangement  v)ill 
certainly  suffice  to  satisfy  the  federal  tariff  even  if  the  tariff  is  in  the 
final  analysis  held  to  be  legal. 

Mr.  Aschoff  in  his  testimony  defined  a  connecting  arrangement 
(Volume  9,  Page  865,  line  3): 

"The  definition  in  36-T  reads  as  follows: 

'Connecting  arrangement  denotes  the  equipment  pro- 
vided by  the  Utility  to  accomplish  the  direct  elect- 
rical connection  of  customer-provided  facilities  with 
a  facility  of  the  Utility'."  (Underline  added). 

But  Mr.  Aschoff  expands  this  definition  by  his  o\7n  non-literal  interpretation 
of  the  tariff  (Page  866,  line  21): 

"So  the  words  'connecting  arrangement'  in  my  terms 
and  in  the  terms  of  the  people  who  wrote  the  schedule 
were  intended  to  describe  an  assembly  of  protective 
apparatus  that  would  be  provided  by  the  telephone 
company." 

He  takes  license  to  redefine  a  connecting  arrangement  presumably  because 
of  his  prior  stated  qualification  to  do  so  (Page  866,  line  6) ; 

"First  of  all,  I  would  like  to  say  that  Tariff 
Schedule  135-T  ».as  prepared  under  my  direct  super- 
vision by  people  on  my  staff  and  I  was  personally 
involved  in  a  great  deal  of  the  preparation." 

He  is  so  uncertain  as  to  his  right  to  redefine  a  connecting  arrangement  that 
he  is  most  emphatic  in  his  allegation  (Page  867,  line  8): 
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"I  think  it  iirf  very,  very  clear  as  to  what  a  con- 
necting arrangement  Is  and  it  is  very,  very  clear 
that   it   is   a  protective  device." 


|J-5 


All  of  this  non-literal  interpretation  of  the  definition  of  a  connecting 
arrangement  Is  In  spite  of  his  purported  literal  approach  to  the  tariffs 
as  previously  stated  (Volume  8,  Page  790,  lines  6-17,  as  cited  on  Page 
12  of  this  Brief). 

la  further  testimony  there  are  two  definitions  from  Tariff  263 
vhich  were  cited  to  Mr.  Aschoff  (Pages  868  and  869)  as  follows: 


"Connecting  Arrangement 

The  terra  'connecting  arrangement'  denotes  the 
equipment  provided  by  the  Telephone  Company  to 
accomplish  the  direct  electrical  connection  of 
customer-provided  facilities  with  the  facilities 
of  the  Telephone  Company. 

Data  Access  Arrangement 

The  term  'data  access  arrangement'  denotes  a 
protective  connecting  arrangement  for  use  with 
the  network  control  signalling  unit,  or  in  lieu 
of  the  connecting  arrangement,  an  arrangement  to 
Identify  a  central  office  line  and  protective 
facilities  and  procedures  to  determine  compliance 
with  criteria  set  forth  in  2.6. A(A)  (3)  (b)  of  this 
tariff." 


The  point  was  made  that  these  are  the  only  two  types  of  connecting  arrange-, 
ments  cited,  the  latter  containing  the  specific  additional  term  "protective" 
while  the  former  does  not.   One  can  only  conclude  therefore,  from  a  literal 
interpretation,  that  the  connecting  arrangement  at  issue  in  this  proceeding 
is  not  required  to  be  protective  in  nature.   Phonetele  is  comfortable  in 
the  literal  reading  of  the  tariffs  because  a  terminal  block  will  serve 
quite  well  as  a  connecting  arrangement  as  defined  in  the  tariff.   Phonetele 
does  not  need  to  seek  refuge  in  the  principal  of  the  "just  and  reasonable" 
test  of  the  tariffs.   It  needs  only  to  seek  such  refuge  from  the  license 
that  Pacific  takes  in  its  non-literal  interpretations  that  see  Pacific  ignoring; 
the  conditions  of  its  oim  tariffs  and  ignoring  the  definiticr.  of  a  con- 
necting arrangement.   It  is  Pacific  \)ho  is  violating  its  own  tariffs.   It 
is  Pacific  who  riust  justify  v;hy  a  complicated  connecting  arrangement  should 
be  required.   It  r?ake»  no  effort  to  do  so.   It  merely  imperiously  states 
what  the  arriingeraent  should  be  and  abuses  its  po\;er  by  wrongfully  issuing 
disconnect  notices  to  eniorce  its  v;ill. 
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Wlion  these  differences  of  definition  v;cre  pointed  out  to  Mr. 
Aschoff  the  following  discussion  ensued  (Page  869,  line  1): 


H-^ 


QUESTION 

"But  it  was  very  obvious  in  the  second  definition 
that  the  word  'protective'  had  to  be  in  there  for 
mora  clear  definition." 

'H'Jhy  doesn't  the  definition  of  connecting  arrange- 
ment read,  'The  term  connecting  arrangement  denotes 
the  protective  equipment,'  as  opposed  to  merely 
reading,  'The  terra  connecting  arrangement  denotes 
the  equipment'?" 

ANSWER 

"After  going  through  this  particular  set  of  ques- 
tions on  cross-examination  I  wish  we  had  done  it 
even  though  I  don't  feel  it  was  necessary  at  the 
time." 


X.  COMMUNICATION  CERTIFICATION 

LABORATORY  COMMENTS  ON  "HARM" 

Mr.  Amos  Jackson,  President  of  Communication  Certification 
Laboratory  was  queried  on  the  Phonemaster  1040  and  following  are  a  se 
of  comments  (Volume  8,  Page  757,  line  28): 


"I  see  no  problems  in  getting  the  Phonemaster  1040 
certified  under  the  procedures  that  have  been  here 
outlined." 


On  Page  758,  line  4: 


QUESTION 

"In  your  inspection  of  the  Phonemaster  1040  have 
you  found  any  information  or  have  your  tests  given 
you  any  cause  for  belief  that  the  1040  would  be 
harmful  to  the  telephone  network?" 

ANSWER 

"I  have  found  no  such  indication  that  there  could  be 

any  harm  created." 


On  Page  758,  line  15: 


"As  we  discussed  I  believe  it  was  under  cross- 
examination  the  other  day,  there  ^is  the  question 
of   the  UL  approval  on  the  power  supply,  that  pre- 

-21- 
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and  the  other  being  for  the  certification  of  automatic  dialers  and  ansvJer- 
ing  devices.   The  Phonemaster  1040  is  a  device  which  allows  a  telephone 
system  to  be  programined  to  allow  or  disallow  dialing  predetermined  area 
codes  or  prefixes  on  selected  trunk  levels;  it  will  also  work  with  key 
telephone  systems.   Neither  of  these  committees  seem  to  promise  resolution 
of  the  issues  in  Phonetele's  cases  before  the  Commission. 


XV.   P.  U.  C.  STAFF  RECOMMENDATION 


K- 


Phonetele  endorses  and  recommends  that  the  staff  position  be 
adopted.   Though  the  testimony  and  recommendation  contained  in  Exhibit  43 
and  the  testimony  contained  in  Volume  11  is  lengthy,  Phonetele's  most 
simple  statement  is  that  it  concurs  with  the  staff.   The  method  proposed 
seems  most  viable,  practical,  reasonable,  and  equitable  to  all  concerned. 

)CVI.  UNFAIR  COMPETITION 
1.   CONNECTING  ARRANGEMENTS 

'     It  is  Phonetele's  contention  that  the  real  motives . of  Pacific 
Telephone  and  General  Telephone  are  to  forestall  competition.   Phonetele 
believes  that  the  issues  of  competition  are  most  adequately  stated  in  the 
aforementioned  Strassburg  letter  and  the  Department  of  Justice  Petition. 
Mr.  Strassburg  recently  declared  that: 


"interconnection  on  a  nationwide  basis  is  already 
here  via  carrier-provided  connecting  arrangements. 
The  principal  question  which  remains  is  under  what 
conditions  can  interconnection  safely  be  permitted 
without  the  requirements  for  those  arrangements  in 
view  of  the  competitive  disadvantages  they  impose 
on  non-carrier  suppliers..."   (TELECOMMUNICATION 
REPORTS,  Volume  38,  No.  7,  Page  3,  February  27, 
1972). 


2.   UTILITY  CHARGE 

The  right  of  the  customer  to  backcharge  the  utility  when  he  'is 
charged  for  visitations  by  outside  manufacturers  who  respond  to  problems 
which  are  problems  of  the  utility  should  be  acknowledged.  This  in  essence 
is  the  right  of  a  company  such  as  Phonetele  to  effect  the  right  to  make 
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;10  for  visitations  due  N   ^^ 


charges  in  the  same  vay   that  the  utility  charfjes  $1 

to  customer  provided  equipment  failures.   If  the  utility  did  make  such 

a  charge  it  is  arguable  that  the  custoraer  should  be  able  to  charge  Phonetele 

$10  accordingly.   If  Phonetele  charges  the  customer  $10  that  customer  should 

be  able  to  backcharge  the  utility. 

Probably  the  biggest  competitive  argument  and  a  matter  of  great 
concern  is  the  service  to  be  provided  by  outside  manufacturers.   Service 
is  a  great  issue.   The  very  unique  problem  that  Phonetele  has  uncovered 
is  that  it  is  constantly  confronted  with  telephone  company  equipment  v;hich 
is  not  working  properly.   These  problems  are  very  frequently  not  known 
by  the  customer  even  though  the  problems  are  v;orking  to  his  detriment. 
Attention  is  called  to  one  of  the  most  important  exhibits  in  this  case 
and  that  is  Exhibit  A8  tvhich  is  a  letter  form  Phonetele  to  Collins  Foods 
which  outlines  the  extensive  difficulties  encountered  with  General  Telephone's 
new  installation  at  Collins  Foods.   It  is  problems  such  as  these  which  mandate 
the  right  to  effect  backcharges  to  the  utility.   Maintaining  the  status 
quo  in  this  issue  is  certainly  inequitable,  if  in  fact,  not  illegal.  It 
is  certainly  a  question  of  unfair  competition  by  affording  the  utilities 
an  economic  advantage. 

3.   PACIFIC'S  "NEW"  TOLL  DIVERTER 

Phonetele  submitted  certain  exhibits  attesting  to  certain  unfair 
business  practices  of  Pacific;  those  exhibits  follow: 

A  letter  from  Pacific  Telephone  Exhibit  32 

dated  January  13,  1972,  signed 
by  Mr.  Milton  Morris 

A  letter  for  Pacific  Telephone  Exhibit  33 

dated  December  27,  1971 

An  Affidavit  from  Lewis  H.  Shaefer       Exhibit  34 

An  Affidavit  from  Paul  E.  La  Plante      Exhibit  34 

It  is  Phonetele's  contention  that  Pacific  Telephone  is  unfairly  compet- 
ing by  representing  the  availabili  ty  of  a  product  not  yet  in  existence 
and  not  yet  tariffed.   Pacific  has  not  yet  been  able  to  clearly  state  the 
relative  capability  of  its  equipment  while  representing  a  cost  to  the 
ciistoncr  for  its  toll  diverter.   It  appears  to  the  prospective  customer 


3554 


reasonable  is  to  try  to  be  as  certain  as  pos- 
sible that  we  have  ail  of  the  facts  involved  in 
the  particular  situation  and  apply  those  to  the 
tariff  and  ask  ourselves  is  it  reasonable  and  is 
it  proper  for  us  to  apply  this  particular  tariff 
to  this  particular  situation.   In  other  words, 
is  the  tariff  applicable  to  this  situation  for 
certain.   Not  to  be  hasty  in  our  actions  but  to 
get  as  much  information  as  we  can  before  we  go 
to  the  tariff  and  say  is  this  particular  tariff 
provision  applicable  in  this  situation." 


VII.   PACIFIC  DID  NOT  MEET  THE 
TEST  OF  ITS  OUTN  TARIFF 

Notwithstanding  these  remarks  the  actual  events  involved  in 

issuing  disconnect  notices  to  Swett  and  Crawford  did  not  reconcile  with 

this  stated  position.   Mr.  Aschoff  indicated  that  while  he  delegates 

responsibility  he  has  ultimate  responsibility  v/hich  was  revealed  by  the 

following  testimony  (Volume  8,  Page  789  line  13): 

ANSWER 

"All  company  employees  are  required  to  administer 

the  tariff." 

QUESTION 

"But  you  have  overall  supervision?" 

ANSWER 

"If  there  is  a  question  in  their  mind  as  to 
whether  the  tariff  is  applicable  in  a  particular 
case,  vjhich  would  be  very  rarely,  then  it  would 
ba  referred  to  ray  department." 

QUESTION 

"ihac  means  you  have  uJ  l.imatf^  responsibility?" 

ANSWER 
"Yes." 


Having  reaffirmed  his  responsibility  generally  tha  testimony  proceeded  to 
the  specific  cases  involved  (PeTge  794,  line  17): 

QUESTION 

"Are  you  aware  of  the  fact  that  disconnect 
notices  were  issued  to  Wally  Heider  and  Swett 
and  Crawford?" 

ANSWER 

"I   am  awave   that    they  were   issued." 
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auiniiiis  I  raLion   of   the   tariffs.      The   current  Pacific 
Company   tariff  schedule  v;hich   provides    for   con- 
nection of   customer-provided    equipment    to  Pacific 
Company    facilities   was    prepared   under  my   super- 
vision." 


L'l 


As  the  responsible  party  in  Pacific  for  interpreting  and  administering 
the  tariffs  the  following  interchange  took  place  on  the  principle  of 
"just  and  reasonable"  application  of  the  tariffs  (Volume  8,  Page  790, 
line  6.): 

ANSWER 
"Well,  I  would  say,  first  of  all,  there  is  no  pro- 
vision in  the  tariff  for  us  being  just  and  reason- 
able. We  are  required  to  act  in  accordance  with 
what  the  tariff  provisions  are,  otherwise  I  under- 
stand that  we  could  be  subject  to  some  quite  severe 
penalties ." 

QUESTION 
"So,  just  and  reasonable  is  not  a  part  of  your  judg- 
ment, just  a  literal  reading  of  the  tariff?" 

ttR.  FICK: 
"Was  that  a  question?" 

MR.  FEINER: 
"Is  that  a  correct  statement  of  your  position?" 

THE  WITNESS : 
"l  guess  X  would  have  to  say,  technically,  yes." 


Later  in  his  testimony  Mr.  Aschoff  expanded  upon  his  remarks  to  the  extent 
(Page  835,  line  27): 

"In  the  previous  answer  to  your  question  the 
point  that  I  was  trying  to  get  over  is  that 
there  is  nothing  in  the  tariff  that  says  that 
the  telephone  company  can  use  reason,  judg- 
ment or  anything  else  in  the  application  of  the 
tariffs." 

On  the  following  day's  testimony,  presumably  after  some  reflection  Mr. 
Aschoff  had  some  additional  thoughts  on  the  "just  ^nd  reasonable"  principle 
(Volume  9,  Pnge  848,  line  19): 


"Hell,  in  trying  to  decide  what  actions  to 
take,  I  think  that  my  view  on  being  just  an 
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Page  5  states  the  following: 


"Such  general  prohibitions  are  open  to  serious 
question  under  Paragraph  201(b)  of  the  Communi- 
cations Act  (47  U.S.C.,  Paragraph  201(b)  which 
requires  that  all  carrier  tariffs  and  other  re- 
gulations be  'just  and  reasonable'." 


A-3 


It  is  Phonetele's  contention  that  the  complicated  and  costly  interconnecting 
arrangements  being  demanded  by  General  and  Pacific  are  not  "just  and 
reasonable".   Notwithstanding  the  Department,  of  Justice  above  cited  posi- 
tion "that  all  carrier  tariffs  and  other  regulations  be  just  and  reasonable" 
Mr.  Morris,  the  legal  counsel  for  Pacific  stated  (Volume  6,  Page  543,  line 
24): 

"Certainly  the  tariffs  in  this  matter  have  been 
filed  and  have  become  effective  according  to  the 
normal  process  of  the  Commission.   We  do  not  regard 
ourselves  as  having  a  burden  to  show  that  they  are 
reasonable.   They  are  presumed  reasonable  unless  and 
until  shown  otherwise.   And  it  is  Mr.  Feiner's 
burden  to  demonstrate  on  the  record  by  evidence  any 
claimed  unreasonableness  or  unlawfulness." 

It  is  typical  of  the  imperious  attitude  of  Pacific  that  Pacific  is  some 
"super  state"  within  a  state,  bound  only  by  what  it  chooses  to  be  bound  by, 
arrogating  to  itself  the  right  to  ignore  federal  law,  its  own  filed  tariffs, 
and  Commission  Orders,  as  it  will  later  be  shown. 

On  the  philosophy  of  "jiist  and  reasonable"  Mr.  Pick  remarked 
(Volume  4,  Page  279.  line  8): 

"Comment in g  briefly  on  the  complaint  and  the  Answer 
by  PT  &  T,  I  disagree  with  Mr.  Mortis  that  the  tar- 
iffs of  Pnciflc  Telephone  —  of  PT  &  T  are  not  an 
Issue  here  as  to  whether  they  are  unreasonable  or 
unlawful." 

Mr.  Aschoff  testified  as  Pacific's  expert  on  tariff  matters 
specifically  stating  in  his  direct  testimony  (Page  1.  of  Exhibit  25) 
as  follows: 

"My  present  title  is  Ge)ieral  Pricing  Director  in 
General  Administration.   I  have  company\jide  responsi- 
bility for  the  developmt^nt ,  interpretation,  and 
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Crawford  and  Wally  Heider  Recording  and  Phonetele  filed  a  formal  complaint 
with  the  Commission.  As  in  the  General  case,  Phonetele  took  exception  to 
the  interconnecting  arrangement  being  demanded  by  Pacific. 


M 


VJ.  BURDENS  OF  THE  CARRIER 
It  is  Phonetele's  position  that  the  utilities  cannot  be  arbitrary 
in  their  insistence  on  an  interconnecting  arrangement  more  complicated  than 
a  simple  terminal  block.  The  Department  of  Justice  opinion  takes  the  posi- 
tion that  the  utilities  have  burdens  as  stated  on  Page  8,  Exhibit  H, 
attached  to  Phonetele's  "RESPONSE"  to  Pacific's  "PETITION  TO  MODIFY"  as  fol- 
lows; 

"Unless  the  burden  is  thus  placed  on  the  carrier 
to  justify  such  a  general  prohibition,  it  is  dif- 
ficult to  see  how  the  Hush-A-Phone  principle  can 
be  meaningful." 

On  Page  5,  the  Department  of  Justice  also  states  the  following: 

"First,  we  are  dealing  with  a  situation  where 
(as  more  fully  shown  below)  the  burden  is  on 
the  carriers  under  the  Communications  Act  to 
establish  the  need  for  a  general  tariff  prohibition 
of  the  type  involved." 

Though  these  quotations  are  out  of  context,  a  thorough  reading  of  the 
opinion  will  clearly  indicate  the  Department's  position  that  the  utility 
has  a  burden  to  show  harm.   Even  the  DITTBERNEJl  ASSOCIATES  report  which 
was  cited  in  Pacific's  PETITION  TO  MODIFY  (attached  as  Exhibit  P,  in 
Phonetele's  "RESPONSE"  to  Pacific's  "PETITION  TO  MODIFY")  states  on  Page 
120,  Paragraph  3.,  the  following. 

"The  conmion  carrier  assumes,  under  our  recom- 
mendation approach,  the  burden  of  proof  that 
equipment  is,  in  fact,  harmful  to  the  network." 


Pacific  has  made  no  effort  of  any  kind  to  show  that  the  Phonemaster  1040 
is  harmful.  Their  approach  has  been  one  of  arbitrarily  insisting  upon 
their  own  complicated  and  costly  Lnterconnecting  arrangenent  without  as- 
suming any  burden  to  demonstrate  v.'hy  anything  more  Chan  a  sinple  terminal 
block  inCerconnectins  arrangement  should  be  required.  This  is  certainly 
a  disservice  to  the  customer.   T'l'"  Department  of  Justice  at  the  bottom  of 
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CERTIFIED  MAIL 
October  2,  1973 


Hr.  William  R.  Johoson,  Secretary 
Public  Utilities  Commissioa 
State  of  California  340  McAllister  Street 
San  Francisco,  California 

Dear  Mr.  Johnson: 

Certain  practices  of  Pacific  Telephone  and  General  Telephone  have  reached  such 
serious  proportions  that  It  Is  now  necessary  that  we  take  issue  with  them,  as 
follows: 

1.  TODCHTONE 

Pacific's  tariffs  do  not  discriminate  in  pricing  between  dial  tone  and 
touchtone  service  in  connection  with  thair  diverting  equipment.  Not- 
vlthstandlng  this  fact,  it  is  our  understanding  that  additional  hardware 
must  be  employed  with  their  diverting  equipment  when  touchtone  capability 
Is  provided. 

Per  the  attached  series  of  letters,  we  have  endeavored  to  determine  the 
exact  facts  in  the  matter,  and  to  no  avail.  One  letter  from  Pacific 
does,  however,  verify  the  fact  that  additional  hardware  is  required. 

This  particular  situation  arose  at  Cedars-Sioai  Medical  Center  and  may 
be  foreclosing  our  ability  to  consummate  a  sale  of  a  dial  tone  compatible 
Phonemaster.   It  should  be  pointed  out  that  the  Phonemaster  does  not  votk 
with  touchtone  unless  tone-to-pulse  converters  are  used. 

If  tone-to-pulse  converters  are  being  provided  with  Pacific's  diverters 
at  no  charge  to  the  customer,  then  we  could  ask  why  they  should  also  not 
be  provided  free  of  charge  with  the  Phonemaster.  We  won't  ask  that  question. 
It  is  more  sensible  to  ask  if  Pacific  has  a  valid  reason  for  foregoing  charftc 
other  than  unfair  competition. 

It  is  our  view  that  this  is  a  flagrant  example  of  unfair  competition.  It 
is  our  view  that  the  Commission  should  cause  it  to  be  stopped  immediately. 
Attached  is  a  "TEXT  OF  RULING  IN  IBM  -  TELEX  CASE."  This  ruling  is  quite 
pertinent  to  our  argument  here  as  it  follows  current  thinking  in  anti-trust 
matters.  Editorial  liberties  have  been  taken  to  insert  Pacific's  name  to 
key  wording  and  specific  note  should  be  taken  of  paragraphs  4.,  5.,  and  6. 
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2.   BASIC  TEFMINATION  CHARGES 


1V\'X 


We  have  long  been  of  the  opinion  that  basic  termination  charges  cannot  he 
Just^lfied  by  a  monopoly  telephone  company  that  purports  to  be  selling  a 
"service"  and  not  hardware  itself.  It  is  obvious  that  BTCs  solidify  Pacific"  : 
hold  on  the  niarket  place. 

We  believe  there  are  many  prospective  customers  who  would  purchase  the  Phone- 
master  if  it  were  not  for  the  excessive  BTC  penalties.  One  government  entity, 
a  present  customer,  has  approximately  a  dozen  locations  that  would  be  coiisid 
ered  were  it  not  for  the  BTC.  The  taxpayers  would  be  the  beneficiary. 

We  believe  that  Pacific's  hold  on  the  market  place  should  be  broken.  We 
believe  it  is  the  customer's  basic  right  to  be  able  to  obtain  the  equipmtnt 
of  his  choice.  We  believe  he  should  be  able  to  obtain  the  very  best  equip- 
ment available  and  we  believe  it  to  be  the  Phonemaster.  QUe   also  belie.ve  thai 
he  should  have  the  choice  of  purchasing  it  from  us  or  obtaining  it  from  the 
telephone  companies,  and  for  that  reason  it  has  been  our  long-standing  posit -Jon 
that  our  equipment  is  available  to  the  telephone  companies  to  provide  the 
customer . ) 

Once  again,  we  direct  the  Commission's  attention  to  the  Telex  Ruling,  para- 
graphs 2.  and  6. 

BASIC  MARKETING  PRACTICES 

We  believe  that  it  has  been  and  still  remains  to  be  the  telephone  companies' 
practice  that  diverting  equipment  be  offered  on  a  demand  basis  only,  i.e., 
no  concerted  effort  is  ever  made  to  inform  or  sell  the  subscriber  restriction 
equipment  to  our  knowledge.  We  believe  this  is  true  because  such  equipment 
lessens  the  telephone  companies'  revenue  and,  therefore,  it  is  directly  con- 
trary to  their  own  financial  interest. 

The  Phonemaster  is  a  specialized  solid  state  mini-computer.  It  works  with 
PABX  or  KTS  installations.  If  Pacific  and  General  had  properly  met  mono- 
polistic carrier  responsibility,  they  would  have  designed  and  provided  such 
equipment  five  years  or  longer  ago.   They  did  not.  They  continue  to  provide- 
truly  archaic  technology.  They  provide  nothing  that  works  with  key  systems. 
We  have  long  been  of  the  opinion  that  the  telephone  companies  have  accrued 
a  very  substantial  liability  to  their  customers  for  wrongfully  failing  to 
provide  effective  service,  and  thereby  could  justifiably  be  called  upon  to 
rebate  misuse  Incurred  over  many  past  years,  such  a  redress  of  grievance 
being  pursued  in  the  form  of  a  class  action  suit. 

Today,  CO  centrex  users  desire  and  are  denied  the  use  of  effective  restriction 
service  because  they  cannot  purchase  our  equipment  and  install  it  in  the  tele- 
phone company's  central  office.   We  have  just  completed  the  installation  of  an 
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eight  level,  195  trunk  installation  at  the  County  of  Los  Angeles  USC  Meciical 
Center.   This  system  cost  approximately  $50,000  and  the  taxpayers  vd.ll  pay 
for  it  in  a  matter  of  a  few  months  by  their  more  efficient  systejn.  Thi;. 
system  is  more  efficient  for  Pacific's  network,  and  they  too  were  incurr:ln<; 
needless  additional  cost  by  Inefficient  trunking  to  serve  this  facility. 
This  facility  plans  a  CO  centrex  system  in  approximately  one  year  and  tlic 
County  will  no  longer  be  able  to.  use  the  Phonemaster  there  unless  other 
arrangements  are  made.  Within  that  year,  the  Phonemaster  will  have  paid  Sdi 
Itself  several  times  and  it  is  the  tentative  plan  to  "break  it  down"  Info 
smaller  units  and  re-install  it  in  other  County  locations,  if  possible. 

A  dramatic  example  of  this  "demand  basis"  policy  took  place  recently  at 
Cedars-Sinal  Medical  Center.  With  two  Pacific  Telephone  Company  repres- 
entatives present,  the  customer  revealed  that  approximately  $200  was  bcinR 
wasted  on  foreign  exchange  trunks  on  long  distance  calls.  There  was  no 
response  from  Pacific  personnel.  After  a  moment  of  silence,  Mr,  David  X, 
Rich,  Phonetele's  Vice  President  of  Marketing,  asked  why  Pacific  did  not 
provide  a  simple  Dial  "1"  restriction.  After  another  moment  of  embarasned 
silence,  a  Pacific  representative  left  the  room,  returned,  and  reported  that 
It  would  be  Installed  in  several  days. 

We  believe  that  such  negligence  based  upon  an  established  marketing  policy 
Is  unconscionable.  Cedars-Sinai  is  a  non-profit  hospital.  Condoning  such 
Bilsuse  is  pure  banditry.  We  believe  that  Cedars-Sinai  and  all  such  other 
customers  should  be  rebated  for  such  past  misuse. 

To  resolve  these  inequities,  we  respectfully  request  that  the  Commission  at  tho, 
earliest  date  do  the  following: 

1.  To  terminate  an  unfair  business  practice,  issue  a  cease  and  desist  order 
against  Pacific  Telephone's  providing  additional  hardware  with  exchange 
and  toll  message  diverting  equipment  at  no  charge  when  it  is  being  con- 
verted from  dial  pulse  to  touchtone. 

2.  To  allow  the  subscriber  freedom  of  choice,  issue  a  cease  and  desist  order 
against  Pacific  from  enforcing  or  collecting  any  basic  termination  charges 
on  any  telephone  equipment  which  it  might  otherwise  be  entitled  to  collect 
because  of  termination,  upon  ninety  days  notice. 

3.  It  being  In  the  public  interest  to  encourage  competition  and  provide  the 
customer  the  best  service  available,  order  Pacific  Telephone  and  General 
Telephone  to  provide  Phonetele  and  other  exchange  and  toll  diverting  equip- 
ment manufacturers  a  list  of  Pacific  and  General's  present  diverter  users, 
that  the  customer  may  have  the  opportunity  to  make  the  very  best  equipment 
selection  to  serve  his  purpose. 
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The  subscriber  being  entitled  to  the  very  best  service  available,  order 
Pacific  Telephone  and  General  Telephone  to  immediately  make  available  in 
CO  centrex  installations  exchange  and  toll  diverting  equipment  of  a  type 
at  least  cost  and  performance  equivalent  to  the  Phonemaster  should  the 
customer  request  it. 

To  facilitate  more  economical  telephone  systems  for  the  subscriber  and 
facilitate  a  more  economical  network  for  the  telephone  companies,  order ^ 
Pacific  and  General  to  institute  positive  marketing  efforts  to  provide 
exchange  and  toll  diverting  equipment  to  all  of  its  business  customers, 
whether  PABX  installations  or  key  systems. 


jert  L.  Feiner 
President 


FLF: jan 

Enclosures  with  All 


Mr.  Art  Latno 

Vice  President,  Pacific  Telephone 


Mr.  Norm  Phillips 
Assistant  Vice  President, 


Milton  Morris,  Esq. 
Pacific  Telephone 


Donald  Duckett,  Esq. 
General  Telephone 


Rick  Stein,  Esq. 


Mr.  Bernard  Strassburg 

Federal  Communications  Commission 


Mr.  James  Hellerman 

U.  S.  Senate  Judiciary  Anti-Trust  Committee 


Mr.  James  F.  Holmes 

North  American  Telephone  Association 
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Text  of  Ruling  in  IBM  —  Telex  Case 

TULSA  -  Here  is  the  lext  of  II  S    Distrul  Judge  A   Sherman    nets.  International  Business  Machines  is  further  enjoined  and  re- 

Christensen's  ■Judgment  anJ  Decree  '  forllic  IBM/Telex  case:  quired  lo  set  its  prices  for  all  such  functionallv  different  KDP  prod- 

JIJDGMENT  AND  OECUEE  ucts  by  usinj;  or  applvinp  a  suhstintiallv  uniform  perrciitage  mark- 

Thc  issues  having  been  duly  tried  to  the  court,  findinf-s  of  (act   up  over  actual  designing,  manufacturing  and  marketing  costs  as 

having  been  made,  and  conclusions  of  law  having  been  entered,    between  such  integrated  and  separately  ooxed  products.rpy^gjpjf.  1 

now.  accordingly.  I"      g  i>*TEHNATiONAL  Bl'SlNFSS  MACHfNFS  Coriwaliwi  is 

IT  IS  HEREBY  OIIDERED.  ADJUUGED,  AND  DECREED:  'enio.ned  from  adapting    implementing  or  carrving  oul>redatory 

1   THAT  PLAI.NTIFFS.  The  Telex  Coipuration  and  Telex  Com-    pric.r+;.  leasing  oi  oilier  .^cts.  practices  or  strategies  with  intent  to 

pulci-  Products.  Inc..  have  and  recover  judgment  of  and  from  the  i.ob.'.iin  or  maintain  a  monopoly  in  Ihe  market^for  EDP  peripheral* 

defc.idant  International  Business  Machines  Corporation  in  Ihe  sum    equipment  plug  compatible  to  its  CPU's,  or  any  relevant  submar- 

of  $352  5  million,  after  the  found  aclu.-l  damages  have  been  trebled    '"''■'•  thereof. 

s's  and  atlornevs'  fees.  Ihe  7   l.NTERNATION.U.  BL'Sl.\F.SS  MACHINES  Corporation  shall 

served  for  future  dete.mina      have  and  recover  from  Telex  Corporation  and  Telex  Computer 

■""'- .    ,  r  PACIFIC    "    "!  Products.  Inc  .  the  total  sum  of  $21,913,776.  made  up  as  by  the 

3.  -HWKRNA-TfONAl  fll'SlNRSS  MACHINES  Corpnralmti  is    Conclusions  of  Law  shown,  together  with  costs  and  attorneys'  fees 
hereby  permanently  enjoined  from  enforcing  or  collecting  any  con-'  in  connection  with  its  copyright  claim  to  be  hereinafter  fixed 
tractually  specified  penalty  payments  which  it  otherwise  might  be  g   TELEX  CORPORATION  and  Telex  Computer  Products  In- 
entitled  to  collect  because  of  termination  upon  ninety  days'  notice    corporated  are  enjoined 

of  any  long  ti^miiease  agreements  heretofore  eiileied  intoTietwcen*  a.  To  return  to  IBM  all  IBM  documents  and  all  Telex  docu- 

iS^I.^".*!  ■'"*;  °J  "^  ^Jl^"'?''  •^''^^'"P*''^-  in'lwl'ns  but  not  limited  to  ments  containing  lUM  confidential  information  which  are  in  Telex's 

IBM  s  fixed  Term  Plan  leases.  Extended  Term  Plan  leases  and  custody  or  under  its  control,  and  to  destroy  all  copies  of  Telex 

Term  Lease  Plan  leases.  For  a  period  of  three  years  from  and  after  manuals  under  its  control  or  in  its  custody  which  infringe  IBM 

the  dale  of  this  judgment  International  Bu-iness  Machines  Corpora-  copyrighted  manuals. 

lion  is  enjoined  and  prohibited  from  including  in  any  lease  agree-  b  To  refrain  from  hiring  or  soliciting  any  IBM  employee  for  a 

ineiil  for  electronic  data  processing  products  for  terms  in  excess  of  period  of  two  years  without  approval  from  the  court 

00  days  any  provision  requiring  payment  of  any  liquidated  damages  c.  To  refrain  from  copying  any  IBM  copyrighted  materials.     ■ 

or  penalty  because  of  the  customer's  earlier  termination  of  said  d.  To  refrain  from  soliciting  or  using  any  IBM  confidential  or 

lease  .-igrcement  proprietary  information 

:t.  AT  THE  TIME  of  a  product  announcement  concerning  any  e.  To  refrain  from  assigning  any  former  IBM  employee  em- 
EDP  product,  or  at  the  time  of  release  of  such  product  for  manu-  ployed  now  or  in  (he  future  by  Telex  lo  the  development  or  manu- 
facturing and  production,  whichever  first  occurs.  International  'aclure  of  products  functionally  equivalent  or  similar  to  those  on 
Business  Machines  Corporation  is  enjoined  and  required  to  publicly  which  such  employee  worked  at  IBM  for  a  period  of  not  less  than 
describe  and  disclose  the  design  of  the  electronic  interface  for  such  Iw  vears  following  the  termination  of  his  employment  with  IBM 
product  in  sufficient  detail  as  to  make  feasible  the  reproduction  of  9.  EXCEPT  FOR  THE  FIXING  of  the  amounts  of  attorneys' 
such  interface  by  other  qualified  manufaturers,  and  within  60  days  fees  and  costs  to  which  the  respective  parties  are  entitled,  the 
from  the  enliv  of  this  judgment.  International  Business  Machines  court  pursuant  to  Rule  54(bi  Fed.  R  Ciy.  P.  determines  that  there 
Corvoiiltion  shall  similarly  describe  and  disclose  the  details  of  the  js  no  just  cause  for  delay  in  the  entry  of  Ihis  judgment,  and  the 

"■' "'  '" nterface  (or  each  System  370  EDP  periph-  rierk  is  hereby  directed  to  enter  final  judgment  in  accordance  with 

nnoimced  heretofore,           jpACIFIC       "i  "i^  l<m:i'>'m  foriliAilh  on  all  issues  except  as  to  Ihe  amounts  of  the  ' 

4.  INTt'.ltNATIONAtHWStNfetiS  MACHINKS  Corpoiatiofi  isj  altorneys'  lees,  which  .^all  be  covered  by  supplemental  judgment, 
[nd  jirohi^bitedjroni  single  or  "bundled"  pricing[of  IBM  (here  being  b'jreby  granted  a  sta."  of  execution  until  the  disposition 

K  ih  its  System  370  central  processing  units, 'that  is.  of  the  pc'.,t-trial  motions  hereinafter  mentioned,  or  until  the  court 

from  charging  a  single  price  for  both  the  central  processing  unit  otherwise  orders 

and  th.   memory,  and  within  60  days  IBM  shall  separately  price  its  10   FOR  THE  PURPOSES  o(  fixing  the  amounts  of  said  altor- 

Cr-U's  and  memories.  This  docs  not  prohibit,  re.sln.l  or  enjom  In-  nevs'  fees,  considering  any  motions  filed  within  ten  days  of  the  en- 

tcrnntional  H  isiness  Machines  Corporation  from  selecting  any  par  try  of  this  judgment  for  correction  of  the'dndings  of  fact,  conclu- 

ticular  physic-il  locations  or  packaging  of  its  products  so  long  as  sions  of  law  and  judgment  pursuant  to  Rule  60(a)  Fed.  R    Civ.  P.. 

these  requirements  and  those  slated  in  the  next  succeeding  para-  or  to  amend  findings  and  judgment  pursuant  to  Rule  52(b)  Fed.  R. 

graplijirefollnwed,                                                     ,'pa'cIFIC       ^  Civ    P  .  or  lo  alter  01  amend  judgment  or  for  a  new  trial  pursuant 

I        5,  INTEilNATIONAb  BUSINESS  MACHINES  Corpofetmn  is  '"  R"!^  59(a).  (e).  Fed.  R,  Civ.  P  .  a  hearing  will  be  held  at  the 

lenjoinert  and  required  to  separately  price  its  funclionally  different  I'mted  Slates  Courthouse.  Tulsa.  Oklahoma,  on  October  16,  1973. 

Iproducts.pncluding  but  "not  limited  to  central  processing  units  beginning  at  the  hour  of  10  o'clock  am, 

(CPU's),  memories.  Upe  products  and  tlieir  controllers,  disk  prod-  Dated  this  Hth  day  of  September.  1973. 

ucts  .nnd  Iheii  controllers,  printer  products  and  their  controllers  /s/A,  Sherman  Christensen 

and  communication  controllers  regardless  of  whether  it  elects  lo  Senior  United  Slates  District  Judge 

place  such  products  in  single  cabinets  or  in  multiple  boxes  or  cabi-  (Assigned) 
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Medical  Center  Saves  over 
$30,000/Month  on  Phone  Bill 


/^-i 


By  Kenneth  M.  Bourne 

Managing  Editor 

How  would  you  like  to  save  over  $30,- 
000  every  month  on  your  telephone 
bill?  That'i  how  much  is  now  being 
aved  on  the  County  of  Los  Angeles 
University  of  Southern  California 
Medical  Center's  telephone  charges 
which,  until  recently,  amounted  to 
$112,000  per  month-$42,000  for 
fixed  equipment  and  $70,000  for  us- 
age. 

The  medical  center  has  managed  to 
chop  away  more  than  a  third  of  its 
monthly  telephone  charges  with  the 
largest  privately  owned  call-restriction 
(ystem  in  the  United  States,  recently 
installed  in  the  center's  telephone 
equipment  room  by  Phonetele,  Incor. 
porated.  The  $50,000  Phonemaster 
system  (installed  in  September  and, 
after  less  than  two  months,  has  paid 
for    itself!)    controls    196    telephone 


trunk  lines  and  eight  trunk  groups,  in- 
cTuding     seven     foreign-exchange 


The  LAC/USC  Medical  Center  is 
known  throughout  the  world  as  a 
leading  research  and  treatment  center 
for  critical  diseases  such  as  cancer  and 
injuries  such  as  severe  bums  and  spi- 
nal damage.  The  medical  center  has 
many  well-known  specialists  in  di- 
verse fields-even  including  poisonous 
snake  bites.  Large  grants  are  given  to 
many  prominent  researchers  at  the 
center.  This  large  facility,  covering 
approximately  84  acres,  with  over  20 
buildings  (including  temporary  struc- 
tures) and  between  9.000  and  10,000 
employees,  requires  an  extensive  tele- 
phone communications  system  for  in- 
ternal calls  and  calls  going  all  over  the 
United  States  and  to  Korea.  Australia. 
Europe,  and  many  other  points 
throughout  the  world.  Doctors  and  re- 


searchers at  the  center  frequently 
have  need  to  consult  via  telephone 
with  other  hospitals,  medical  centers, 
government  institutions,  other  re- 
searchers, and  so  on,  in  New  York, 
Chicago,  and  elsewhere.  People  in  the 
medical  center's  purchasing  depart-  , 
ment  also  have  frequent  need  to  make 
long-distance  calls.  ' 

Anyone  making  a  long-distance  call 
must  be  authorized  to  do  so.  Adminis- 
trators of  the  various  hospitals  at  the 
medical  center  have  authorized  the 
operators  to  place  calls  only  for  cer- 
tain individuals  The  calls  are  not  to 
be  dialed  directly  by  the  individual. 
If  an  unauthorized  person  wishes  to 
place  a  long-distance  call,  he  must  go 
through  someone  who  is  authorized. 
Before  the  Phonetele  equipment  was 
installed,  unauthorized  long-distance 
calls  could  be  made  without  detec- 
tion, until  the  huge  telephone  bill  ar- 
rived. Now,  calls  outside  the  213  area 


Local   calling,   mullimessage   unit,    and   toll-call   areas  for  LAC/USC  AAedical  Center,  based  on  local 
and  nearby  dialing  oreo  mop  provided  by  Pacific  Telephone. 


Reprinted  with  permission  of  Con 
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Local  and  foreign-exchange  oreas  for  LAC/USC  Medical    Ce 
trunks,  each  coll  costs  only  one  five-cent  message   unit. 


code  will  not  Ro  through  without  op- 

erator assistance. 

Seven    types    of 
trunks  are  used  to  co 

foreign-exchange 
ver  the  213  area. 

Every    station    user 

has    born    issued 

printed  instructions  c 

n  how  to  dial  his 

calls  to  specific  areas,  so  that  the  prop- 
er foreiRn-exchange   trunk   is   utilized 
and    multimessage    unit    charges    arc 
eliminated.  The  instructions  list  e^er^. 

prefix    in    Los   Ange 

es   Countv,    with 

appropriate  dialing  i 
ever,  all  users  do  n 

nstnjctinns.  How- 
ot  follow  the  in- 

structions  perfectly  at  all  times,  and. 

therefore,  it  became 

necessary  to  find 

a   way   to   route   the 

T   calls    into   the 

proper  foreign-exchange  trunks,  and 
to  restrict  any  multimessage  unit  calls 
from  being  made.  The  Phnnctele 
Phonemaster  1040  was  the  answer 

Now.  every  call  that  is  made  any- 
where in  the  213  area  is  treated  as  a 
legitimate  call,  and  costs  only  one  five- 
iciit  message  unit  Calls  outside  the 
213  area  will  not  go  through,  and  the 
caller  must  place  his  call  thrnngh  the 


Seven   Foreign-Exchange   Trunks 

Iim  Pickles  is  the  medical  center's 
telephone  services  analyst,  and  works 
for  the  Cnuntv  of  Los  Angeles,  De- 
partment of  Communications.  Pickles 
has  worked  for  the  county  for  10 
\ears,  and  took  charge  of  telephone 
communications  at  the  medical  center 
on  December  1,  1072.  When  Pickles 
c.imc  to  the  center,  he  found  that  thev 
had  iust  one  big  telephone  bill  each 
monlh.  He  was  unable  to  tell  what 
was  going  out  on  the  ninth  level  and 
what  was  going  out  through  the  oper- 
ators. So  Pickles  asked  the  telephone 
company  (Pacific  Telephone)  to  ren- 
der separate  bills. 

AH  ninth-level  trunks  were  billed 
separately  from  the  switchboard. 
Then  Pickles  could  see  what  was  go- 
ing out  through  the  operators  and 
uhat  was  Eoing  out  DDD.  Since  Jan- 
uary 1973  he  has  recorded,  month  bv 
month,  all  charges  according  to  equip- 
ment, long  dist.ince,  and  multimessage 
units  "The  figures  were  imbelies'- 
able,"  says  Pickles.  Multimessage  unit 
eh.irges  averaged  about  534.000  per 
month.  The  figures   for  long-distance 


calls  going  out  on  ninth-level  trunks 
averaged  $36,000  per  month.  Pickles 
was  unable  to  determine  what  portion 
of  this  amount  was  for  legitimate  calls. 
He  had  to  wait  until  the  Phonetele 
equipment  was  installed  before  he 
could  find  out  what  the  cost  is  per 
month    for    authorized    calls    through 

When  Pickles  first  came  to  the 
medical  center,  there  was  no  foreign- 
exchange  trunking.  He  decided  to 
make  a  study  of  multimessage  rails  to 
help  him  determine  the  most  efficient 
configurations  for  such  trunking.  Pa- 
cific Telephone  provided  him  with 
IBM  cards  for  the  calls  for  October 
1972.  which  he  sorted  numerically,  bv 
prefix.  The  number  of  calls  to  each 
prefix  in  the  213  area  was  then  plot- 
ted into  the  appropriate  exchanges 
throughout  Los  Angeles  County,  us- 
mg  a  map  pro\-ided  by  the  telephone 
comp.mx.  (Pacific  Telephone  pro- 
\ides  maps  in  their  telephone  direc- 
tories to  inform  subscribers  what  their 
costs  are  for  calls  to  certain  areas ) 
Pickles  discovered  that  he  could  add 
another  level  of  tninks  far  less  expen- 
sively  than   taking  calls   in   one  area 
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and  putting  them  into  another,  and  paying  the  additional 
message  units.  From  his  figures,  he  was  able  to  come  up 
with  foreign-exchange  trunking  configurations  to  provide 
one-message-unit  calling  areas. 

Pickles  also  considrred  total  talking  time,  so  that  he 
would  know  not  only  how  many  calls  A'ere  made  to  a  cer- 
tain exchange,  but  also  how  long  each  call  lasted,  on  the 
average.  From  his  study.  Pickles  determined  that  the  aver- 
age holding  time  (duration  from  the  time  the  receiver  is 
lilted  until  hang-up)  varies  from  3.0  to  4.3  minutes.  He 
then  estimated  the  number  of  tninks  required  (at  a  cost  of 
$150  to  $160  per  month).  With  this  information  on  aver- 
age holding  times  and  trunking  quantities,  he  could  tell 
Phonetele  how  many  trunk  cards  he  needed,  with  the  addi- 
tion of  seven  levels  of  foreign-exchange  trunking  for  multi- 
message  charges. 

On  March  19,  1973,  Pickles  ordered  the  foreign-ex- 
change trunks,  as  well  as  the  interfaces,  from  Pacific  Tele- 
phone. On  May  1,  he  started  writing  the  specifications  for 
the  restrictor,  because  he  knew  it  would  take  longer  to  get 
all  the  foreign-exchange  trunks  than  it  would  to  get  the 
restrictor.  The  specifications  were  let  out  to  purchasing  so 
that  anyone  who  could  meet  the  specifications  could  sub- 
mit a  bid.  On  June  5,  the  go-ahead  was  given  to  Phonetele 
for  their  equipment.  Phonetele  took  only  five  days  to  com- 
plete their  installation. 

The  bills  for  October  1973  were  for  the  first  full  month 
of  operation  with  the  Phonemaster  1040,  and  amounted  to 
$33,000  in  message  units  and  long-distance  charges,  or  a 
savings  of  $37,000  per  month  from  the  previous  $70,000 


In  the  LAC  USC  Medical  Center  telephone  equipment 
room,  Telephone  Services  Analyst  Jim  Pickles  (left)  shows 
the  14  Phonemoster  cabinets  to  CN  Managing  Editor  Ken 
Bourne.  The  equipment  includes  196  trunk  cords  ond  suf- 
ficient memory  for  the  eight  programs. 


usage  charges.  However,  the  monlhlv 
base  rate  increased  by  $7,000  (frnm 
$42,000  to  $49,000)  because  of  ad- 
ditional fixed  equipment  and  trunk 
groups,  so  the  overall  savings  per 
month  is  $30,000.  This  ami.unls  to 
a  savings  of  $13,000  per  month  in 
multimessage  un'ts  with  the  Phuiie- 
tele  equipment,  as  vvell  as  a  sa\'ings  of 
$17,000  per  month  in  ii-ia..thori7cd 
long-distance  abuse.  Thus,  the  $.50.- 
000  Phonetele  system  has  paid  fur 
itself  in  less  than  two  months! 


Jim  Pickles,  LAC/USC  Medical  Center 
telephone  services  analyst,  examines 
a  large  rock  of  Pacific  Tel  intercon- 
nect devices  for  connecting  the  Phone- 
tele equipment  to  40  telephone  trunk 
lines.  Five  of  these  rocks  ore  used  for 
all  196  lines,  toking  up  more  space 
than  all  14  Phonemaster  cabinets. 


The  county  paid  the  entire  $50,000 
for  the  Phonetele  equipment  In  a 
more  common  situation,  a  company 
might  pay  $10,000  for  equipment  to 
fit  their  requirements,  and  sa\*e  $1,000 
per  month.  If  tliey  buy  the  unit  on  a 
five-year  lease,  they  are  paving  about 
$225  per  month,  and  .saving  $1,000 
in  charges,  resulting  in  a  cash-flow 
savings  of  $775  per  month  more  foi 
the  company.  This  would  not  be  con- 
sidered just  profit  and  loss  but  really 
would  be  cash  flow,  because  nothing 
is  being  taken  out  of  the  company's 
"pocket"  to  buy  the  equipment.  They 
are  just  taking  hack  the  misuse  and 
applving  a  certain  amount  to  the 
equipment.  On  a  five-year  lease  at 
$225  per  month,  about  two-thirds  is 
equity  build-up  and  one-third  is  cost 
of  the  money. 


Multilevel   Solid-Sta 

The  Phonemaster 


Restrictor 
more  than  just 
a  mechanical  long-distaiice-toll  restric- 
tor. It  is  a  sophisticated  solid-state  re- 
strictor that  addresses  itself  to  the 
medical  center's  eight  levels  of  trunk- 
ing Consisting  of  14  cabinets,  measur- 
ing about  1  foot  by  1  foot  by  3  feet 
each,  the  equipment  at  the  medical 
center  includes  196  trunk  cards  and 
sufficient  memnn,-  to  address  itself  to 
the  eight  programs  required.  Calls  are 
allowed  or  disallowed  according  to 
the  equipment's  aiiaKsis  of  the  first 
three  digits  dialed. 


phone  eqni|)incirt  room. 

ed  on  P.Kific  T,l\  central  ..fTice  side 

of  the  mitBiiing  trunk  equipment  on 

When  an  incorrect  call  is  attempt- 
ed, the  call  is  restricted  and  diverted 
ti)  an  audible  signal  of  four  tone  puls- 
es. The  operation  is  automatic.  No 
operators  or  additional  personnel  are 
required. 

The  equipment  is  compatible  with 
both  KT.S  and  P.^HX  telephone  svs- 
tems,  and  works  with  telephone-com- 
pany   or    interconnect-cnmpany    sys- 

In  general,  the  Phonemaster  1040 
can  restrict  dial  "1"  access,  or  limit 
calling  to  the  local  area  code  and  al- 
low long-distance  information  and 
toll-free  (800)  calling.  It  can  be  pro- 
vided with  an  optional  program  con- 
trol switch  to  lift  restriction  for  place- 
ment of  authorized  long-distance  calls. 
That  is,  selected  prefixes  or  area  codes 
can  be  "shut  down"  or  "opened  up". 
In  addition,  it  can  restrict  calls  to  se- 
lected prefixes  within  other  area 
codes. 

The  Phonemaster  1040  has  the  fa- 
cilities for  programming  different 
trunk  groups,  such  as  local  trunks,  for- 
eign-exchange trunks,  WATS  lines, 
and  tie  lines,  to  enforce  proper  use. 

The  equipment  has  optional  six- 
digit  programming  capability,  within 
system  constraints.  For  example,  calls 
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to  specified  prefixes  within  specified 
area  codes  can  be  allowed  or  restrict- 
ed, or  six  (of  seven)  digit  numbers 
within  a  local  area  code  can  be  al- 
lowed or  restricted  It  can  be  pro- 
grammed to  restrict  long-distance  calls 
only  if  "555"  (Directory  Assistance) 
does  not  follow  the  area  code. 

Not  all  of  these  features  are  utilized 
by  the  medical  center.  One  feature 
not  used  is  the  six-digit  capatjilitv 
Another  capability  not  utilized  is  the 
one  which  allows  long-distance  infor- 
mation calls  and  "800"  inward  WATS 
calls  to  be  made  on  local  trunks,  while 


disallowing  call  charges.  Conversely, 
those  free  calls  are  not  allowed  to  be 
made  over  expensive  foreign-ex- 
change trunks. 


The  Phonemaster  1040  passively 
monitors  telephone  dialing,  by  which 
it  is  activated,  and  does  not  require  a 
signal  from  a  PBX  or  key  telephone 
system  to  activate  it  before  it  can  be- 
gin counting  dial  pulses.  The  equip- 
ment multiplexes  among  the  moni- 
tored trunks,  counts  dial  pulses,  and 
stores  the  digits. 


Restriction  control  is  applied  to  a 
set  of  numbers  in  the  following  se- 
quential manner;  (1)  recognition  or 
rejection  of  a  single-digit  access  code, 
and  all  digits  thereafter;  (2)  allow- 
ance or  disallowance  of  the  next  three 
digits  dialed  (such  as  an  area  code), 
and  all  digits  thereafter;  and  (3)  al- 
lowance or  disallowance  of  the  subse- 
quent three  digits  (such  as  the  three- 
digit  prefix  of  a  seven-digit  telephone 
number). 

Independent  control  is  provided  for 
different    trunk    groups.    The    equip- 
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ment  is  modularly  expandable  and  field  reprogrammable, 
and  features  alternate  program  asail.ibility  and  control. 

Pickles  has  been  able  to  evaluate  tr.iffic  by  the  visible 
light-emitting  diodes  for  each  trunk,  mounted  on  each 
trunk  card  and  visible  through  the  front  panel  of  each  unit 
The  LpDs  show  what  is  happening  (such  as  dialing  or  re- 
stricting) and  what  trunks  are  being  used 

Not  Obviously  Available  from  Telco 

Pacific  Telephone  does  not  offer  Phonemaster  type 
equipment  as  a  tariffed  item.  All  thev  offer  is  Stromberg- 
Carlson  equipment  which  takes  up  much  more  floor  space 
than  the  medical  center  can  pro\ide  Furthermore,  accord- 
ing to  Pickles,  if  the  Stromberg-Carlson  diverter  develops 
a  certain  type  of  trouble,  "you  cant  call  out.  Your  whole 
system  goes  down  until  a  repairman  comes  out.  No  one 
would  be  able  to  dial  '9'  to  make  an  outside  call  until  it 
was  repaired,  with  a  wait  of  maybe  three  or  four  hours." 
With  the  Pho.ietcic  equipment,  however,  if  trouble  should 
occur,  a  plug  can  be  pulled  and  outside  calls  fwith  no  re- 
striction until  repair  is  made)  can  be  made  immediately. 

Apparently,  Pacific  Tel  did  not  mention  to  the  medical 
center  that  they  offer  StromlxTg-Culson  toll  diverters, 
even  though  it  would  ha\e  enabled  the  county  (and  tax- 
payers) to  save  $15,000  per  month  Of  course,  the  use  of 
such  equipment  would  produce-aiid  has  produced-a  sub- 
stantial loss  of  revenue  to  the  telephone  company.  Fortu- 
nately  for  the  county.   Pickles  realized   the  savings   that 


could  be  achieved  by  eliminating  telephone  misusage  by 
means  of  a  carefully  designed  foreign-exchange  trunking 
configuration  and   Phonetele  solid-state  multilevel  restric- 

Pickles  was  quick  m  pointing  out  that  Pacific  Tel  was 
very  cooperative  in  providing  the  interconnecting  arrange- 
ments for  the  Phonetele  equipment,  and  that  the  installers 
provided  the  best  of  service.  From  an  anticompetitive 
standpoint.  Pacific  Tel  must  avoid  interfering  with  a  con- 
tractural  matter,  particularly  in  this  case  where  the  call 
misusage  was  obvious,  and  because  they  must  install  the 
connecting  arrangements  within  30  days  of  their  being  or- 
dered, in  accordance  with  a  California  Public  Utilities 
Commission  decision. 

According  to  Pickles,  the  system  also  consists  of  "a  lot  of 
Western  Electric  interconnecting  devices  that  don't  have 
to  be  there.  We  have  been  fighting  that  for  a  long  time." 
Charges  include  $24  per  trunk  installation  and  $1.80  per 
month  per  trunk. 

Pickles  claims  that  the  telephone  company's  interfaces 
have  caused  problems  at  the  medical  center,  such  as  a  re- 
lay hanging  up,  thereby  causing  a  trunk  to  become  inoper- 
ative. This  kind  of  problem  apparently  is  not  caused  by  the 
Phonetele  equipment,  since  it  does  not  generate  network 
signaling,  but  is  totally  passive  with  respect  to  the  network. 
Pickles  believes  the  Phonemaster  should  be  connected  di- 
rectly to  the  telephone  network,  as  Phonetele  claims  can 
he  done  without  harm  to  the  network. 


3567 


rluiiicti  Ir  Ills  litrd  imnicrous  customer  insliiUntions 
XV Inn-  r.u ifir  rclcpliiinc";  ZZACM  iiitorconnccliiiR  ar- 
r.nii;<iniiils  h.nc  mtprferoil  with  the  ijcrforni.mco  of  the 
l•|ll,n<■n..l^l.■^  l'h..mlclc  Ins  filc.l  a  Idler  of  .onipl.iiiit  l>e- 
fore  thi-  C.ilifonij.i  Piihlii-  lUilclios  rommission  asVnif!  it  to 
nilnxv  lis  ,mv„mv  nrdr.s,  Ex,sl,„K  I'l'C  ,H,1,T-  f,.r,vl..sp 
I'acific  TrI's  coinicclinn  arranRinuiil  frni.i  inlnfei  inn  witli 
the  op<Tatioii  of  the  Phoncm.islii  ami  ii.mpri  r.iiifii  Tel 
to  alldw  direct  connection  of  tin  rlimu  m.islcr  iinlil  siicli 
time  as  any  connecting  ^inaiiginieiit  failiins  i.iii  In  re- 
solved. 

The  iiiahility  of  the  ZZACM  to  deal  willi  mkoiiui.j:  rmt; 
and  stephystep  central-offii c  pioMinis  apparentlv  causes 
llie  I'honemaster  to  misread  tlic  Icli  pliniie  iniinliii  liiiiii; 
dialed,  therehy  allowing  calls  which  should  lie  restricted 

The  medical  center  could  have  ins'alled  llie  rhmieinas- 
ler  much  earlier  had  it  not  lireii  for  the  mahi!il>  of  the 
telephone  company  to  provide  the  i|naiilily  of  foreign- 
exchange  trunks  required.  "Tliev  |nst  didn't  have  the  facili- 
lies,"  savs  Piekles. 

Pickles  thinks  that  Pacific  Tel  should  he  happv  about  the 
I'licneniaster  installation,  liecaiise  the  equipment  provides 
,»  twork  henefit  rather  thin  net^vcrk  harm  to  the  telephone 
company's  traffic.  "I  can  show  «liere  1  am  taking  thousands 
and  thousands  of  calls  per  month  out  of  the  old  CApital 
oBiee,  which  w.is  oiie.nf  llieir  liigBCst  hi  ndaches  traffic- 
cMse,  and.  using  dcdicaleil  ciuiiils,  pumping  them  out  to 
other  exchange  areas.  It  cannot  hurt  the  CApital  area-it 
li.is  to  he  a  henefit."  Nevertheless,  the  connly  has  to  pav 
extra  for  the  foreign-exchange  trunks,  which  appc.ir  to  be 
of  help  to  Pacific  Tel's  volume  of  traffic. 

Because  the  medical  anter  is  saving  SI  5,(MK>  per  month 

lallv  the  telephone  compaiiv  should  also  he  saving  this 
amount,  if  their  charges  are  linsed  solely  on  their  costs. 
This  amount  is  total  waste  thit  was  incnrri  d  by  the-  comitx 
in  call  misusage.  By  going  to  more  effcc  tixe  tmiiking.  the 
county  and,  theoreticallv.  Pacific  Tel  are  saving  that 
amount  of  money.  So,  in  theorv.  Pacific  Te!  is  not  at  a  dis- 
advantage because  of  the  medical  center's  restriction 
equipment.  Naturally,  the  equipment  does  hurt  Pacific  Tel 
in  lost  revenues  because  of  the  elimination  of  unauthorized 
long-distance  calls.  Perhaps  not  too  much  is  lost,  though, 
because  of  the  telephone  company's  fixed  rate  of  return 
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Equipment  Will  Be  Removed 

Next  May  .31.  the  medual  center  is  going  Ceiitrcx.  and 
the  Phonetele  <c|nipniciit  will  be  removed.  At  that  time. 
Pickles  will  no  longer  be  .ibic  to  survey  what  his  tnmks  are 
doing,  as  he  cai.  now  willi  ihe  Phonetele  equipment.  The 
trunks  will  all  be  clnwntown  in  the  telephone  company's 
ceiilr.il  office  Me  will  be  unable  to  tell  if  all  tninks  are  in 
scrsice.  or  if  Pacific  Tel  biisies-ont  txvci  or  three  tnmks  for 
sevcT.il  d.lvs  in  .i  row.  anil  doesn't  repair  tliem  until  ron- 
veniiiit   "\Vc  will  lose  control,"  says  Pickles. 

After  Centrcx  is  installed,  the  medical  center  is  goii.e  to 
use  the  s.inic-  foreign-extliangc  trnnking  it  now  has  in  the 
tc-li-plione  ec|iiipmetit  room,  wherein  the  telephone  com 
jiaiiv  bis  promised  to  provide  the  same  restriction  ij^iw 
pnniclicl  bv  the  Phonetele  equipment.  Local  tnmks  will  be 
restricted  to  the  213  area  t^de.  A  new  routing  item  under 
contr.ict,  not  yet  laritfecl.  and  just  recinllv  put  int.  op.ra- 
lioii  in  the  coiiiitv's  Civic  Ca-nter.  will  be  put  into  tin-  mec! 
cal  (enter  with  Ihe  Centrcx  operation.  The  cc|iiipmci.t  ii'i- 
li/«'d  by  the  telephone  company  will  sense  the  first  thr- ' 
digits  .ind  anttmiati(allv  route  the  call  oxer  the  nppiopn.'li 
local  or  foreign-exchange  Inink  A  user  will  no  longer  h.iv,- 
to  cli.il  a  prefix  ,  ode  to  c  boose  Ihe  level,  and  ll,r-,  d,.,!  I  l,i 
user  will  merelv  di  ,1  "') '  .nid  then  di.il  tin-  nnn.b,  r  .....1  ll  .• 
eqiiipincnt  will  senve  llie  prefix  and  put  Ihc-  call  i-n  'be'  ,.p 
propriale  level,  according  to  the  Iclc'phone  comp.mv 

M  first  it  mav  .i\-<\VM  somewhat  strange'  to  piinb.i..  x.  I 
install  S.W.nOO  worth  of  eqiiipinc'iit  t.,  I:.'  nseu  '  ■  •:.'■■ 
.ibouf  eight  inontlis  But  if  Ihe  ec|uipment  pays  lor  i^.it  .  i 
less  than  two  months,  and  saves  the  user  $.511  (Xiu  ;ie 
nionlb  Ihercafier.  whv  not?  Besides,  the  coimly  pi  in'  t  ■ 
have,  Phonetele  reinsl.ill  the  equipment  at  some  of  its  oib 
12  facilities,  where  it  again  will  save  a  consi<Icrjb!i- 
amount  in  telephone  charces. 

This  l.irgc  iiislallation  of  Phoncm.ister  eriuipnlint  is  a 
dramatic  example  of  what  interconnection  can  do  for  n 
l.irge-sf.-ile  telcjilionc  us-r.  It  is  a  dramatic  .ipplic  ation  '.villi 
regard  to  the  high  level  of  trunks.  It  is  a  dramatic  savings, 
spcaiheaded  by  a  devoted  and  knowledgeable  public  sei- 
vant-Jim.  Pickles.  And  it  is  a  dramatic  situation,  involving 
Ihc  taxpavers'  subscriber 

Any  large  facility  with  a  high  volume  of  telephone 
traffic  should  seriously  consider  some  degree  of  foreign- 
exchange  service  with  a  restrictive  device  such  as  the 
Phonemaster  1040.  to  limit  all  self-dialed  calls  to  a  specifi- 
one-message-imit  area.  The  savings  are  significant. 
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By  Robert  L  Feiner 

President 

Phonetele,  Incorporated 


'•We  hear  you"  say  AT&T  ads.  And 
what  AT&T  hears  is  a  revohition  of 
subscribers  liberated  from  the  yoke  of 
its  a\itocracy,  a  tyranny  that  has  been 
heretofore  unwilling  to  respond  to  their 
needs. 

Interconnection  has  chanped  AT&T's 
attitude,  and  now  having  alienated  so 
many  subscribers  AT&T,  like  a  tooth- 
less lion,  bellows  in  empty  halls — "We 
hear  you."  Hut  who  and  how  many  hear 
the  Hell's  riiijr  when  .so  many  are  be- 
yond earshot? 

To  leave  the  fold  of  Ma  Cell  becomes 
heresy,  a  form  of  un-Amerii  :inisni.  a 
bewildeririK  incredidmi.s  experii-iKc  for 
her.  No  dictator,  however  benevnleiit. 
can  ever  understand  his  subjects'  desire 
for  freedom,  in  this  case  freed. mi  of 
choice.  No  amount  of  foar  nuptiKorintr 
by  AT&T  will  forestall  the  exodus,  be- 
cause interconnection  is  freedom,  and 
despotism  is  dead. 

In  unison  across  the  land  the  feud.d 
lords  leading  the  IlcU  companies  echo 
the  litany  of  their  deiuapotnc  l.ni.l  of 
Lords-'-the  network  will  be  h.ni.ied" 
and  ".service  will  deteiimate"  an.)  "res- 
idential telephone  bills  will  lise"  and 
(ompetiticm  is  bad,"  And  so  the  "Hip 
l,ie"  iiropapanda  poes  on.  I'SITA  is  but 
;,n  echo,  and  NARl'C.  who  is  i  baiyi'd  to 
serve  as  a  bastion  between  the  monopo- 
ly and  the  consumer,  cr.uidjles  like  a 
s:ind  castle  before  a  tidal  wave.  Wno 
serves  whom?  What  is  the  truth  ^ 

".Support  \(iur  alleprations  (if  harm 
and  network  detorioratiou  '  sa\s  the 
VCC  to  AT&T,  and  they  have  not.  be- 
ciuise  they  cannot.  Said  the  I'nitcd 
.St.'ites  Departnieut  of  .]usii(e  in  the 
North  Carolina  case: 

"There    is    no    reason    for    helievinjr 
that  .illowin.L'  the  inter,  ouncction  of 
customer-supplied    equipmeut    wcjuld 
have  an  adverse  impact  on  i^si-leutiai 
rates." 
Said    the    California    Public    I'tilities 
Commission  in  its  recent  Order  Insti- 
tuting Invest icat ion  on  certification: 
"It  may  be  argued  that  to  allow  di- 
rect interconnection  of  customer-pro- 
vided e(iuii)ment  in  lieu  of  tlu'.t  ci|ui])- 
nient  traditionallv   furnished   l.v    the 
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telephone  utility  will  disturb  the  rev- 
enues of  the  regulated  utilities  creat- 
ing the  potential  for  a  restructuring 
of  all  rates  and  charges.  If  and  when 
such  a  result  should  occur  there  are 
sufficient   procedural   remedies  avail- 
able to  insure  that  rates  for  services 
by  the  utilities  are  properly  and  rea- 
sonably maintained." 
The  "truth  did  out"  for  hut  a  brief  mo- 
ment, beca\iso  the  repentant  CPUC,  no 
doubt  admonished  by  N'ARUC  for  hav- 
ing espoused  heresy,  was  reluctant  to 
stand  on  the  truth,  and  so  endeavored 
to  expuiire  it  by  a  subseipient  order. 

And  h(  u  dc^es  the  subscriber  feel 
about  interconnecli(m?  In  the  .lanuary 
1074  issue  of  Communications  News, 
ManagiufT  Kditor  Ken  Ilnurne  wrote 
about  ;i  (Ir.-ini.itic  case  of  interconnec- 
tion. The  subsciilicr  involved  is  the  av- 
erage tax-p.iyiiig  citizen  in  Los  Angeles 
County— the  facility,  their  tax  support- 
ed use  Medical  Center.  The  article  de- 
scribed hou-  the  Phonemaster  restric- 
tion system  facilitated  more  eOTicient 
trunking  bv  imposing  dialing  controls, 
and  is  saving  the  County  almost  one 
half  of  its  $70,000  monthly  usage  bill 
against  an  e(|uipment  cost  of  $50,000. 
Pacific  Telephone  had  nothing  compara- 
ble t(j  offer  and  so  the  County  went  in- 
terconnect \v;ih  Phonetele,  Incorporat- 
ed on  this  jiorlicju  of  their  .'vstem. 
Taking    the    annuiil    savine-s    at    the 
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years,  and  that  the  carriers  could,  in  a 
class  action  lawsuit,  be  .justly  caused  to 
rebate  all  misuse  to  subscribers  for 
those  many  years.  Pacific,  et  al.  never 
provided  restriction  equipment  for  key 
systems. 

There  is  nothing  to  mitiirate  their 
position,  because  providing  restriction 
equipment  of  any  type  has  been  contra- 
ry to  their  marketing  policy  unless  it 
was  on  a  demand  basis.  Reducing  tele- 
phone misuse,  while  benefiting  the  sub- 
scriber, hardly  inures  to  the  benefit  of 
the  telephone  company,  it  would  appear. 
In  other  words,  the  subscriber  be 
damned !  Such  a  policy  by  a  monopolist 
is  bankrupt;  it  is  immoral,  and  it  is 
criminal.  The  example  of  the  County 
installation  is  a  most  willful  act  border- 
ing on  felonious  grand  thi-ft.  This  is  no 
ordinary  subscriber.  This  subscriber  is 
the  people,  some  6.067,000  Los  Angeles 
County  citizens. 

But  even  overshadowing  the  immoral 
or  "criminal"  aspects  of  this  situation 
is  the  shortsightedness  and  rank  stu- 
Iiidity  that  arises  fmni  the  leviathan 
■state"  that  is  the  Bell  System  Surely 
the  IIS.OOO  monthly  message  unit  mis- 
use at  the  County  is  based  upon  cost- 
related  charges.  Ts  not  Ih.'it  sum  the  to- 
tal of  cost  and  rate  of  return,  and  there- 
fore does  not  the  restructured  County 
system  also  effect  savings  back  to  Pa- 
cific? In  other  words,  the  County  saved 
$13,000  and  Pacific  lost  its  rate  of  re- 
turn incorporated  in  tliat  amount,  and 
itself  saved  the  difference,  or  should 
have. 

Tolerating  the  long-distance  misuse 
was  aiding  and  abetting  grand  theft  by 
a  multitude  of  unauthorized  users.  The 
telephone  company  effectively  conspired 
with  unauthorized  callers  to  "steal" 
thousands  of  dollars  from  the  taxpay- 
ers. Pacific  openeil  the  County's  coffers 
to  wrongdoers  and  profited  by  it.  They 
could  have  closed  the  liil  and  locked  it. 
but  they  did  not,  thus  shaiing  illgotten 
gains.  Whatpirac>-! 

Is  revenue  so  dear  and  rate  of  return 
so  sacred  that  Pacific  could  willfully 
and  knowingly  tolerate  such  a  situa- 
tion? Apparently  so  because  the  County 
situation  was  only  rectified  with  the  ad- 
vent of  interconnection.  Perhaj.s  this 
situation  is  what  .John  detiutts  meant 
when  in  his  recent  address  before 
NARUC  he  called  for  a  "moratorium  on 
further  experiments  in  economics." 
And  perhaps  this  is  why  AT>tT  has  de- 
facto  foreclosed  I'honetele  from  doing 
business  outside  California  to  the  date 
of  this  writing   bv   failing  to   pmvide 
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connecting  arrangements,  notwith- 
standing the  fact  that  direct  engineer- 
ing liaison  was  initiated  by  Phonotele 
over  three  years  ago — an  unconscion- 
ably long  time,  and  an  act  most  suspect 
of  willful  and  calculated  omission.  The 
Bell  companies  violate  with  impunity 
the  tariffs  they  have  promulgated  by 
not  providing  the  connecting  arrange- 
ments they  purport  those  tariffs  de- 
mand, and  do  so  with  imperious  indif- 
ference. Probably  the  only  reason 
Phonetele  has  been  able  to  do  business 
in  California  is  because  of  one  long;* 
three-year,  bare-knuckle,  eye-gouging, 
scrcamiMg-and-kicking,  rumble-tumble, 
spitting-and-cussing  battle  that  has 
been  carried  by  Phnnetele  through  the 
Public  Ctilities  Commission  all  the  way 
to  the  State  Sn)iipme  Court,  in  quest  of 
justice  before  the  law. 

And  |)erha|ps  this  County  situation  is 
what  Commi.ssioner  Eilward  I.arkin  of 
the  New  York  Public  Service  Commis- 
sion would  call  "wicked"  as  he  labeled 
intenoiinec  tion  geiiera!l.\  ;  "nuirally 
wrong  and  likely  to  cause  harm  or  trou- 
ble" he  d.'finid  il.  But  this  is  „:f  what 
Ben  T.  Wit'gin-.,  the  Presi.lent  of 
NARIC.  i.'e:,nr  ^\\^f<^  he  said  "We 
nn;-t.  at  iill  cn<l<.  |ii-..tect  (nnsumors 
against  explvit.it  ii'U.  '  lie  was  speaking 
n,,<ihisf  inter,  on. ■.ecliou  at  the  CSITA 
it.  Interconnection 
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not 


■ream  off  the  top" 
iiling  the  scum  of 


as  he  s.iys,  it 
wrongdoing. 

This  is  not  to  .say  that  Pacific  delib- 
erately went   into  the  Center  and,  bv 

))lan,  1  realed  the  situation.  One  could 
not  attriliiile  to  them  either  such  m;ilice 
or  t'ratit  then-  mu  h  intelligence.  Rather. 
It  is  due  to  the  composite  failure  of  a 
"system."  a  lorporate  malaise  with  lit- 
tle hope  for  lelemption. 

To  .lislike  Bell  System  .leople.  that  is 
seldom  iiossJMe  — but  the  "s\stem"  it- 
self, that  is  another  matter.  A  ."system" 
cannot  tie  tried  for  collective  immoral, 
illegal.  '"■  ^tiipiii  ;i(ts.  especially  when 
thev  are  |iii  |v-h  ait.'  1  under  the  aegis  of 

passive,  iiilm  i--.i\e  snliscribing  body. 
■;r-;:i  tic  fear,  lu'ostrated 
\f,-nrr,e  i  lesctice  that  is  Ma 
•I'lt  t"  \<e  .iitagonized  be- 
■lling  the  oigular  of  tele- 
iris,  she  holds  captive  the 
I's  of  a  business  enterprise. 
If  (i.nsultanls  are  pro|ieily 
itiv    because    management 


gripped 
befnre  tl 
Kcll  M.. 
cause,  cr 
commiini 
entire  f" 
The  cor) 
contrite. 

does  not  support  iheni.  They  tolerate  all 
sorts  of  abuses  wiien  they  should  de- 
mand of  .Ma  Boll  her  pr..per  role  of  ser- 
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vitude,  as  a  monopoly  rejjulated  by  the 
people  to  serve  the  people. 

To  pay  Ma  one  dollar  in  misuse  when 
equipment  is  available  to  prevent  it  is 
unconscionable  cowardice.  Rebellion  is 
the  order  of  the  day.  After  all,  whose 
money  is  at  stake?  The  burden  is  on  Ma 
Bell  to  provide  the  means  for  stopping 
misuse  or  pay  its  cost.  But.  there  will  be 
no  rebellion,  the  subscriber  is  a  cow.-xrd. 
and  Ma  will  collect  her  tribute,  ad  in- 
finitum. 

In  her  own  interest  she  should  pro- 
vide restriction  systems  to  facilitate  a 
more  effirient  use  of  her  network.  Mis- 
use creates  inefficiency  that  is  a  waste 
of  an  important  national  resource — the 
enormous  central-office  capital  equip- 
ment investment. 

The  number  of  similar  suh.scriber 
ca.ses  involving  sizable  misuse  are  le- 
jrion.  Even  the  County  is  hel<l  captive  in 
numerous  other  locations  because  it  i.s 
burdened  with  Pacific's  equipment,  se- 
cured in  place  by  basic  termination 
charRes.  The  County  taxpayers  are  eco- 
nomically foreclosed  fn^m  alternatives 
by  .in  unf.iii  cciiiipctiti\e  iiKirtice  that 
retains  an  unroa.sonable  l;old  en  the 
market  pl.ice  for  as  lonp  as  five  years. 
In  the  IBM-Telex  case.  .<u<h  Itasinp  tac- 
tics were  held  tr.  be  utiUiwful  as  an  tin- 
fair  competitive  practice.  The  Countv 
cannot  make  a  free  choice  with  the 
availability  of  a  new  offerinK  without 
payinp  prohibitive  penalties.  In  r.ther 
words,  the  taxpayers  must  K''  oil  piNinK 
more  and  eettinft  less  because  a  monop- 
olist won't  release  them  from  an  oeo- 
nomic  stranfrlchold.  •We  he.ir  >.iu  "  they 
say!  What  is  it  that  AT&T  bears? 

It  is  such  real  nr  imajrined  abuser 
that  contribute  to  ours  beinj;  a  capilal- 
istic  economic  svstcm.  a  system  v.hicli 
i'nil)races  a  ,)olirv  of  free  ci^n'iietitlan  as 
the  most  elfertivf  means  of  providing 
the  best  Roods  and  services,  t.i  the  larg- 
est body  of  pooi>lp  at  the  1  ni'=t  i  .-siblt» 
prices.  Monopoly  is  couu'ineii  only 
where  essential  and  "nly  thon  iimlcr 
re^'ulation.  II.  wcr..  it  i>-  -r  r  •  i.;ut..sy 
to  suppest  that  ATiT  ;.ihI  he-  .nliliaV^ 
are  in  any  w;i\  subieitcd  t..  (he  leRree 
iif  regulation  tba*  their  si7i'  a'  d  power 
demand.  The  siliiatiou  at  the  ('.uiity  is 
a  dramatic  example  of  tl',>t  Th.'  inid- 
Kets  01'  rei'iil-i'ii')-'  l""ln'  aw  t  ■■<  frc- 
(luently  too  sni:ill  t<.  e\ei  e:T.HtivLly  di. 
their  jobs. 

Regulated  ironoj'nly  is  "sspi-;!al  .-is 
far  as  the  verv  Inisic-  telrpli..ne  network 
is  concerned  but  tlieie  rem.iin<:  ;diso- 
Uitely  nil  evidence  that  it  is  essen'ial 
where  telepbimf  eouipmenl  "U  a  sih- 
scrilier's  premises  is  conci  ii.ed  t;  veiii- 
nient  shniild  cinlv  v;(ivern  \  heir  tssen- 
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ti.il  and  it  should  not  perpetuate  itself 
by  perpetuating  a  monopoly  over  the 
interconnect  market  place.  Government 
should  not  substitute  itself  for  the  dy- 
namism of  free  mmpetition ;  rather  it 
should  exert  itself  to  cause  AT&T  to  di- 
vorce itself  methodically  from  the  inter- 
connect portion  of  the  market  place. 
Such  an  action  would  be  wholly  in  keep- 
ing with  the  spirit,  if  not  the  letter  of 
present-day  antitrust  laws. 

Interconnection  will  merely  deny  the 
telephone  companies  rates  of  return  on 
situations  where  the  sul  .^criber  can  do 
better  by  poinp  interconnect.  The  tele- 
phone companies  will  be  ci.mpelled  to 
compete  and  become  cost-efficient  like 
any  other  business  enterprise.  The  day 
may  tome  when  we  will  no  longer  hear 
that  20  percent  of  the  peijile  do  80  per- 
cent of  the  work.  Iiaerconnectimi  will 
force  the  telephone  companies  to 
"squeeze  the  f.it"  mil  of  cost.  What  ef- 
ficiency can  there  be  m  granting  a  regu- 
lated rate  i.f  n  turn  on  unregulated 
cost;.,  ? 

The  idea  advan.  .^d  by  Ben  T.  Wiggins 
that  pri,  f  i  .'rf  rr...nce  I. as  !,een 
"achle\cd  wiHuit  v'o.cvnment  subsi- 
I'lPs"  is  iin.il.sp.v.'int.  (,overnn;rnt  wk- 
ul.'tors  ha\p  l,e"i-  i-r.ir'ii  g  endless  sub- 
sidie.-,  ji.  the  f.'i  rr.  ..f  .id  ling  a  regiilato.I 
rate  "f  iitnrn  to  iiii- n  i.ifnged  and  uii- 
icc'lated  (.ists.  in, I  thci  "tax.ug  '  the 
siib.-M  1  il.cr  111  the  foi  in  of  higher  tariffs. 
That  is  not  ■■jier''iiunance" ;  it  is  per- 
fidi'us  Who  wr.,ii,i  evfi  lelieve  that  the 
con.<;<  r\ati\(  rianai,rtrit^  .)f  the  'id;- 
phone  companies  and  then-  conservative 
reg,',lat.irs  would  tjn  practicing  such 
tl.ir^lv  veiled  s-^ci^uisn"  They  are  at  the 
public  trough  for  subsiiiics  and  they 
should  never  forget  it. 

A  companv  sik  h  i.s  AT&T  cannot  car- 
ry the  ni.-intio  of  -n/p  and  monopoly 
power  \' ith.i'  t  oeii/  subjected  to  a 
great  dp.d  of  (ntiii-ii  .some  of  it  just 
a.nd  some  (f  it  nrir.-t.  It  i-  a  gicanti>- 
burp:i.uia'\-.  l.i' c  g'\pvnment,  it  can 
become  an  uncorlr.  Ihil.i,  system  of  men 
who  can  do  liitir  to  i-i'pct  fharge.  Thorp 
nre  th.vi-  ;.m..r.-  ivin-gement  v.  ho 
Would  bri  ;g  c'., !;"■■.  They  ini.<^l  be 
railed  enligbteied:  the;,  are  refre'-hing. 
too  fev.-,  and  tie.i!  ;i  perilous  p.ith  in 
their  i-aroprs. 

this  (f/.inti-y  ano  ti.e  rine-t  telephone 
sy.stcm  in  the  a  ,  Id  The  ciedit  belongs 
to  AT&T  and  it  j-  vichlv  deserved.  How- 
ever the  liest  ch  PS  not  n  can  that  it  can- 
not Ije  better,  and  it  will  be  better  be- 
cause the  greatp-t  1 .  ii»f,ciarie.<:  of  com- 
petition wi'I.  in  the  f.nal  .analysis,  be 
the  telf.phone  loinp.-inies  themselves. 
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CERTIFIED  MAIL 
Hovember  9,  1973 


Mr.  William  R.  Johnson,  Secretary 

Public  Utilities  Coniaisslon 

State,  of  California 

3A0  McAllister  Street 

San  Francisco,  California  94102 

.  Dear  Mr.  Johnson: 

With  no  small  amount  of  indignation,  X  wish  to  register  my  complaint  to  the 
Conolssion  about  the  enclosed  Pacific  Telephone  ad  app(>aring  in  the  November 
issue  of  Fortune  magazine. 

Pacific  characterizes  its  con^ietition  as  a  bunch  of  barrooni  whores  lead  by  a 
circus  pitchman,  clearly .  iiiq>Iyln&  that  the  interconnect  industry  engages  in 
dishonest  and  unethical  business  practices.   The  shallow  text  merely  eraphasizey 
that  the  sole  purpose  of  the  ad  is  one  of  character  n.-^sasslnation.   Instead  of 
competing  on  meritorious  arguments,  which  apparently  they  believe  to  be  too  few, 
Pacific  resorts  to  desperate  advertising  practices.  My  disgust  with  Pacific  if; 
only  exceeded  by  my  disgust  with  Fortune  for  accepting  such  an  ad. 

In  our  years  of  competing  with  Pacific,  I  believe  we  have  done  so  on  tte  highest 
moral  plane,  and  will  continue  to  do  so.  I  would  not  associate  my  Company  with 
an  ad  of  this  type  even  if  Fortirae  ran  it  at  no  charge. 

I  respectfully  request  that  the  Commission  imnediatejy  take  appropriate  action 
against  Pacific  to  cause  them  to  cease  and  desist  this:  )  epreheasible  type  of 
marketing  practice.   Inasmuch  as  Pacific  is  vegulatei'  by  the  CosEslssiGT;,  tha 
Commission's  dignity  mandates  it. 
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Meiore^on  gel  iras^k- Jlaszkd  into 
make  ©218  last  cal  ©^  ijaiif  eM  Gi'iev 


CaUus.    -  .;g;y"  .,    ;\,.: 

Call  a  Communications  Con- 
sultant at  your  Pacific  Telephone 
Business  Office  and 
check  out  the  ad 
vantages  of 
using  our  ser- 
vice on  a 
monthly 
charge  basis 
rather  than 
buinng  a 
system. 

First  of 
all,  you 
won't  be  ty 
jng  up  capital 
that  you 
could  be 
putting  to  bet- 
ter use  in  your 
business. 

Secondljyi 
yoii  won  t  need 
to  pay  property  taxes    '  -  ^ 
on  the  equipment, 
or  worry  about  insurance. 


:.      And  finally,  you  can  t)e.  sure. 
-   your  service  is  never  obsok^ie.be- 
O    cause  Pacific  Telephone  can  keep 
•  ^ii  updated  with  the  latest 
improvements.  We 
offer  yoii.  over 
1000  pro 
duds  iJDei 
sennces  io 
choose  irori). 
There  arc 
4000  other 
goof)  rea- 
sons fo)-  90 
•  ing  with  us 
,^)         ...  the 
^^^  thoroughly 
trained  repair 
worktr-rs  in 
our  130 
mointen' 
ance  centers 
^y      througliout 
^-.-W-^         California. 
y      So  before  you  buy, 
give  us  a  ccill, 
It  won't  cost  you  a  cent. 


^3  Pacific  telephone  ' 

Part  of  our  business  is  helping  business. 
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AFFADAVIT  OF  ALEX  TAYLOR 


V'i 


I,  Alex  Taylor,  Supervisor  of  Installation  and  Service  for  Phonetele,  Inc 
15414  Cabrlto  Road,  Van  Nuys,  California,  declare  as  follows: 

The  customers  listed  below  are  those  within  the  Pacific  and  General 
Telephone  areas  where  the  Phonemaster  has  been  or  is  directly  connected,  i.e., 
where  no  protective  coupler  is  Installed. 


TABLE  I 

Pacific  Telephone 

Trunks 
Local  -  FEX 

Date  the 
Phonemaster 
Was  Installed 

Date  the 

Coupler 

Was 

Installed 

Period 

Direct  ( 
Months 

of  Time 
:onnected 
-  Days 

Swett  S  Crawford 

18 

0 

3/18/71 

After 

4/04/72 

(See  Note  1) 

12 

16 

Wally  Heider 

6 

0 

5/05/71 

After 

4/04/72 

(See  Note  1) 

10 

29 

SUB  TOTALS 

24 

0 

22 

45 

General  Telephone 

Pennsylvania  Life 

15 

10 

9/27/71 

6/27/73 

23 

0 

Dick  Joyce 
Volkswagen 

7 

1 

2/22/72 

None 
Installed 

23 

10 

System  Development 
Corporation 

26     20 
(See  Note  4) 

9/29/72 

None 
Installed 

16 

3 

Claude  Short  Dodge 

5 

3 

11/15/72 

5/09/73 
(See  Note  2) 

14 

17 

Price  Pfister 

6 

6 

12/22/72 

None 
Installed 

13 

10 

Santa  Monica 
Hospital 

23 

8 

6/28/73 

(See  Note  3) 

7 

4 

Sierracln  Corp. 

9 

3 

6/27/73 

11/16/73 

4 

19 

St.  John's  Hospital 

23 

9 

7/31/73 

None 
Installed 

6 

1 

"   SUB  TOTALS 

114 

60 

106 

64 

GRAND  TOTALS 

138 

60  or 

128 

109  or 

198 

131 

19 

39-887  O  -  74  -  pt.  5-54 
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AFFADAVIT  OF  ALEX  TAYLOR 
(continued) 


VA 


Note  1:   Decision  No.  79878  before  the  Public  Utilities  Commission  of  the 
State  of  California,  effective  April  4,  1972,  allowed  Pacific 
Telephone  to  install  Its  ZZAGM  coupler. 

Note  2:   Couplers  remained  Installed  on  3  FEX  trunks,  but  disconnected 
on  5  local  trunks  as  of  5/18/73. 

Note  3:   Couplers  were  Installed  on  8  FEX  trunks,  but  not  on  23  local 
trunks  as  of  10/12/73. 

Note  4:   There  are  also  4  Band  6  WATS  and  2  California  WATS  lines  connected 
to  the  Phonemaster. 


1  have  been  employed  at  Phonetele  since  October  30,  1972.   At  no  time 
have  I  heard  any  complaints  from  telephone  company  personnel  that  the 
Phonemaster  has  ever  created  difficulties  with  telephone  company  equipment 
or  network  with  respect  to  the  aforementioned  installations. 

The  customers  listed  in  TABLE  II  are  those  within  the  General  Telephone 
areas  where  the  Phonemaster  is  not  directly  connected.  I.e.,  where  a  protective 
coupler  is  Installed  in  conjunction  with  General  Telephone  Company  provided 
equipment . 
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AFFADAVIT  OF  ALEX 

TAYLOR 

(continued) 

\ 

/  "X 

TABLE  II 

1 

r^ 

Date  the 

Period  of 
Connected 

'   Tii.ic 
1  WlUi 

Trunks 
Local  -  FEX 

Phonemaster 
Was  Installed 

Coupler 
Months  -  Days_ 

Credit  Bureau  Central 

8     12 
(See  Note  1) 

1/02/73 

13 

0  ^ 

Pacific  Hospital  of 
Long  Beach 

1 

11/08/72 

14 

24   ' 

Avery  Label  Company 

10 

2/21/73 

11 

11 

Avery  Label  Company 

6 

2/27/73 

11 

7 

Pacific  Scientific 

6 

2/07/73 

11 

25 

Engs  Motor  Truck 

8 

3/23/73 

10 

9 

Byron  Jackson 

5 

6/07/73 

7 

25 

Claremount  Colleges 

0 

4/19/73 

9 

13 

Brentwood  Savings 
&  Loan 

10 

10/18/73 

3 

14 

City  of  Long  Beach 

16 

11/16/73 

2 

16 

Volkswagen  of  America 

11 
(See 

15 
Note  2) 

11/29/73 

2 

3 

Paramount  Chevrolet 

8 

11/20/73 

2 

12 

Quotron  Systems,  Inc. 

16 

11/30/73 

2 

2 

Day 1 in.  Inc.  . 

10 

10 

12/18/73 

1 

14 

Whittaker  Corporation 

12 

8 

12/21/73 

1 

11 

TOTALS 

127 

102  or 

99 

184  or 

Note  1:  There  are  also  4  California  WATS  lines  connected  to  the  Phonemaster. 
Note  2:  There  are  also  2  Band  1  and  3  California  WATS  lines  connected  to  the 
Phonemaster. 


Under  penalty  of  perjury,  I  declare  all  the  foregoine  to  be  true  and 
correct. 

\^  day  of  February  1974. 


Dated  at  Los  Angeles,  California,  this 


^AiwlWv|\ 
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AUTOMOBILE  DEALERS 
/DISTRIBUTORS 


Mavwood  Bell  Ford 

Paramount  Chevrolet 

Jim  Snow  Ford 

Sterner  Pontiac  8i  Iniernational  Trucks 

Town  and  Country  Ford 

Toyota  Motor  Sales  USA,  inc. 

Toyota  of  San  Francisco 


PHONEMASTER   USERS 


Wallv  Hs.der  Recording  (2} 

J  E.  Publishers  Represenialn 

KCETTV 

KFI  Radio  Broadcaslmg 

KFRC  Radio 


Pasadena  Star  News 
Petersen  Publishing  Compan 
Record  Plant  12) 


HOTELS/MOTELS 

Capri  Motel 
Del  Capri  Hotel 

Edgewater  Lodge 
Executive  Motor  Inn  (21 
Gala  Motor  Lodge 
Golden  Pavilion  Motor  Inn 


Vagabond  Motei  (81 


MANUFACTURING 


AmphenolSAMS  E 


U/' 


BANKING/INSURANCE/SECURITIES 


Brentwood  Savings  fi 


City  of  Long  Beach.  California 
Los  Angeles  City  Junior  College  District  (3) 
Los  Angeles  County.  Oept,  of  Public  Services 
Los  Angeles  County,  USC  Medical  Center 
Los  Angeles  Unified  School  District 

RESEARCH  LABORATORIES 

B.oSci 


G  &  H  Technology,  Inc 
Hughes  Research  Laboratories 
Lawrence  Radiation  Laboratory  (2) 

Stanforc 


HOSPITALS 


Century  City  H 


A»er 

V  Label  Company  121 

porat.o 

Bake 

yoTlools 

Be-t 

Bv'O 

n  Jackson, Inc 

GiU 

Ian  (Division  o 

man  Electronic 

s  Corp. 

Hughes  Aircaft  Co 

(31 

d  School  Distric 


ood  Con 


Monterey  Park  Inti 
Morningside  Hospi 
Oakland  Hospital 


St 

Luke's  Hosoi'a 

(Pasade 

St; 

.ukc-s  Hospita 

(San  F, 

She 

rman  Oaks  Con 

zana  Medical  P 

Va 

ev  Doctors'  Hospital 

Hospita 

NuysCommu 

■tv  Hose 

We 

We 

We 

t  Hills  Hospiia 

Menasco  Manufacturing  Company  (21 

Computax  Corp. 

Mellonics  (Division  otLitton 

Industries) 

Daylin,  Inc. 

Merle  Norman  Cosmetics 

Ery.inWasev,  Inc. 

Golden  West  Skyways 

Pacific  Scientific  Company 

Lago-Calc,  Inc. 

Pepsi  Cola  Bottling  Compan 
Phonemate.  Inc. 

Lincoln  Telephone  and  Telegraph  C 

Price  Pfister 

Lucky  Stores,  Inc. 

Purex  Corporation.  Ltd, 

National  Kinney  of  California.  Inc 

Shapell  Industries' 

National  Cash  Register 

National  Service  Systems 

R  &  G  Sloane  Manufacturing 

(21 

Pacific  Union  Conference  Office 

Smith  Tool 

Sunkisl  Growers,  Inc 

cer  Corp, 

ach  Paper  Company 
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17   January    1973 


Mr.  D.  H.  Erickson 

AI-ERICAN  TELr.PHONE  &c   TELEGRAPH  COMPANY  > 

195  Broadway 

New  York  City,  New  York  10007 

Dear  Mr.  Erickson: 

In  ny  telephone  conversation  with  you  and  Mr.  Caldwell  I  expressed  Phone- 
tele's  position  on  the  CTD  interconnecting  arrangement  proposed  by  AT  &  T . 
As  I  seated,  it  was  our  understanding  that  the  only  connecting  arrangement 
in  existence  for  our  equipment  is  the  ZZAGM.   Now  we  are  informed  that  the 
ZZAGM  is  not  the  Bell  System  arrangement  but  the  Pacific  arrangement. 

For  over  three  years  we  have  been  in  contact  with  you  directly  on  the  sub- 
ject of  connecting  arrangements.   Pacific  Telephone  has  al^jays  directed  us 
to  you  on  the  subject  of  connecting  arrangements.   On  December  9,  1970  there 
was  a  meeting  at  our  office  between  your  Mr.  Brunson  and  Mr.  Donald  Black  of 
Pacific  Telephone.   Mr.  Black  stated  in  his  testimony  in  San  Francisco  on 
October  27,  1971  (Volume  5,  Page  426): 

"The  purpose  of  this  meeting  was  to  discuss  the  feasibility 
of  developing  a  voice  connecting  arrangement  that  would  be 
compatible  with  Phonetele's  equipment." 

Mr.  Black's  testimony  continued: 

"It  was  decided  that  such  an  arrangement  was  feasible. 
Phonetcle  gave  us  two  copies  of  a  Phonetele  drawing  labeled 
'Interface  Functional.'   Mr.  Brunson  took  one  copy  to  be 
used  in  develooing  a  compatible  arran°enent.   I  retained 
the  other  copy  for  reference."   (emphasis  added) 

It  is  clear  fro.-n  that  statement  that  the  development  was  to  be  undertaken  by 
AT  &  T.   That  has  always  been  our  understanding  from  the  date  of  that  meeting, 
at  the  moment  of  Mr.  Black's  testimony,  and  subsequently.  We  never  conceived 
of  Pacific  c.-.d  AT  &  T  developing  separate  arrangements  \;hich  would  require 
separat-2  Phonenaster  designs. 

I  wish  to  register  vigorous  protest  on  several  points: 

1.  That  the  ZZAGM  is  not  the  Bell  System  arrangement  as  represented  to 

2.  That  ^;e  were  never  kept  informed  about  the  parallel  development  of 
the  CTD.   Your  preliminary  technical  reference  is  dated  September 
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1972.   We  did  not  receive  a  copy  in  a  normal  distribution  manner. 
We  heard  about  this  arrangement  from  contacts  in  Pacific  Telephone 
and  wrote  for  a  copy  which  we  received  in  October. 


That  the  CTD  requires  a  different  Phonemaster  design  than  the 
ZZAGH.  If  we  were  directly  connected  we  i;ould  not  have  such  a 
problem. 


X'Sv 


i,.      That  the  CTD  requires  certain  costly  "frills"  in  the  manner  of  its 
presentation  to  the  customer.   This  ij  unacceptable  to  us. 

5.  That  the  CTD  goes  beyond  the  mere  theoretical  concept  of  protecting 
the  network,  in  that  like  a  "cacoon"  it  wraps  entirely  around  our 
equipment,  reaching  over  to  the  customer  side  by  foreclosing  our 
ability  to  give  the  customer  our  o\m  restrict  tone.   This  is  unac- 
ceptable to  us  . 

6.  That  the  CTD  will  not  work  v;ith  Key  systems.   In  other  words,  over 
two  years  have  passed  since  that  first  meeting  and  AT  &  T  still 
forecloses  our  ability  to  connect  to  key  systems,  not  withstanding 
Mr.  Black's  further  testimony  under  questioning  on  Page  458: 

QUESTION:     "Mr.  Black,  early  in  your  testimony  you  stated 

that  the  Bell  Telephone  Laboratories  had  developed 
an  arrangement  compatible  to  the  Phonetele  equip- 
ment (emphasis  added). 

ANSWER   :     Yes,  I  did." 

If  the  CTD  arrangement  does  not  work  with  key  systems  it  can  hardly 
be  compatible. 

7.  That  by  your  own  admission  you  are  not  developing  an  arrangement  to 
work  with  key  systems,  i.e.,  that  there  is  nothing  in  process. 

Though  Mr.  Black  is  technically  employed  by  Pacific  Telephone  and  not  by  AT  &  V, 
he  certainly  became  the  agent  of  AT  &  T  and  your  office.  The  fact  that  Pacific 
is  owned  by  AT  &  T  (907,)  hardly  suggests  there  is  a  difference. 

It  is  our  feeling  that  we  have  been  dealt  with  in  bad  faith.  We  respectfully 
request  and  demand  the  following: 

1.  That  irsnediate  reconsideration  be  given  by  AT  &  T  on  a  "crash"  basis 
of  its  CTD  design  parameters  as  raised  by  our  John  V.^n  Doorne  over  the 
telephone  with  you. 

2.  That  AT  &  T  develop  on  a  "crash"  basis  an  arrangement  which  will 
work  with  PABX  or  key  systems,  as  does  the  ZZAGM.  The  Phonemaster 
will  v;ork  in  either  case  with  direct  connection. 

3.  That  AT  &  T  state  to  us  in  writing  that  it  will  allow  us  direct  con- 
nection in  key  systems,  if  necessary,  any>.-here  in  the  Bell  System, 
pending  the  development  of  a  suitable  arrangement. 
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That  AT  &  T  inform  us  incnediately  of  any  proposed  tariff  fil- 
ings on  the  CTD  before  the  F.C.C.,  and  arrange  that  all  of  the 
Bell  affiliates  likewise  inform  us  of  any  tariff  filings  before 
their  respective  state  agencies. 
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5.  That  AT  &  T  recognize  that  Phonetcle  stands  conpletely  opposed 

to  any  connecting  arrangenent  other  than  a  simple  terminal  block. 
It  is  our  contention  that  there  is  no  basis  for  AT  &  T  to  re- 
quire the  CTD  arrangement  and  that  AT  &  T  should  allow  the  Phone- 
raster  to  be  directly  connected  forthwith.   We  presune  that  this 
issue  will  be  determined  for  AT  &  T  through  Phonetelc's  pending 
writ  before  the  California  State  Supreme  Court,  and/or  the  Calif- 
ornia Public  Utilities  Commission  in  its  action  against  Pacific 
Telephone. 

We  feel  that  this  situation  fortifies  our  argun\ents  about  the  unfairly 
competitive  aspects  of  connecting  arrangements.   As  to  the  unavailability 
of  an  AT  &  T  arrangement  that  works  with  key  systems,  the  unfair  competi- 
tion arguments  are  transcended  by  your  foreclosing  a  service  to  the  sub- 
scriber where  AT  &  T  itself  does  not  offer  comparable  service.   The  fact 
that  AT  &  T  \/rongfully  and  imperiously  demands  protective  arrangements 
on  one  hand,  and  then  does  not  provide  nor  is  planning  to  provide  one  after 
two  years  on  the  oth^r  hand,  is  evidence  of  its  indifference  in  meeting  its 
carrier  responsibility  to  allow  a  needed  subscriber  service.  In  other 
\mxds  ,    the  subscriber  be 'damned! 

Neither  Pacific  (AT  &  T)  or  General  were  ever  able  to  evidence  actual 
harm  in  our  case  before  the  California  Public  Utilities  Commission. 
The  only  issue  was  the  phantom  of  "theoretical  harm."   In  our  view,  the 
sole  purpose  of  the  ZZAGM  and  the  CTD  is  to  unfairly  compete  against  our 
restrictor  which  reduces  misuse,  thereby  economically  benefitting  the 
customer  to  the  economic  detriment  of  the  carrier.  Our  Phonemaster  can 
program  a  multi-level  telephone  system,  either  a  PABX  or  key  system,  by 
allowing  or  disallowing  specified  three  digits,  six  digits,  and  in  some 
cases  nine  digits.  AT  &  T  has  no  comparable  offering  and  provides  noth- 
ing for  key  systems  to  our  knowledge,   (I  have  enclosed  literature  as 
a  matter  of  courtesy) . 

My  view  to  this  CTD  situation  may  indeed  be  hard,  but  there  is  no  miti- 
gating evidence  to  suggest  that  this  is  an  error  of  onmission.   Rather, 
it  appears  to  be  an  error  of  commission  -  a  patently  obvious  act,  unfairly 
competitive  and  thinly  veiled.   Perhaps  it  is  merely  a  "conspiracy"  of 
corporate  confusion  and  ineptitude,  but  v;e  opt  for  the  former  conclusion; 
we  do  not  choose  to  underestimate  the  ability  of  the  world's  greatest 
monopoly  to  play  "interconnection  chess."  You  may  publicly  regard  our 
desire  to  directly  connect  our  equipment  as  akin  to  performing  brain 
surgery  with  a  meat  axe,  but  we  are  all  aware  that  it  is  more  like  skinning 
an  elephant  with  a  scalpel.  We  believe  that  it  is  wrong  to  deny  the  sub- 
scriber a  most  valued  service  and  we  believe  it  is  wrong  that  he  be 
"fleeced"  for  the  unnecessary  equipment  that  you  demand.   This  is  not  a 
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society  where  one  is  guilty  until  proven  innocent,  and  on  behalf  of  the 
subscriber  it  is  mandatory  that  you  vindicate  your  requirement  of  the 
CTD  for  a  passive  device  like  the  Phonemaster. 


I  would  appreciate  an  early  response  to  this  letter. 
Sincerely, 


.  /j  V    /  i,_^ 

Robert  L.  Feiner 
President 


)(-1 


dvp 
Enclosures 

CC:  \Mr.  Bernard  Strassburg 

Chief,  Conmon  Carrier  Bureau 
FEDERAL  COMMUNICATIONS  COMMISSION 
Washington,  D.  C.  20554 

vMr.  John  P.  Mathis ,  Esquire 
PUBLIC  UTILITIES  COMMISSION 
State  Building,  Room  5246 
San  Francisco,  California 

^Examiner  Catey 
PUBLIC  UTILITIES  COMMISSION 
State  Office  Building 
San  Francisco,  California 

iXommissioner  Symons 
PUBLIC  UTILITIES  COMMISSION 
State  Office  Building 
San  Francisco,  California 


t^r.  Milton  Morris 
PACIFIC  TELEPHONE 
140  New  Montgomery  Street 
San  Francisco,  California 

Mr,  Donald  Black 
PACIFIC  TELEPHONE 
140  New  Montgomery  Street 
San  Francisco,  California 

►'Mr.  Donald  Duckett 
GENERAL  TELEPHONE  COMPANY 
2020  Santa  Monica  Boulevard 
Santa  Monica,  California 

^IGELMAN  &  STEIN 
9595  Wilshire  Boulevard 
Suite  900 
Beverly  Hills,  California 


^Mr.  W.  Schiavoni 
AJIERICAN  TELEPHONE  &  TELEGRAPH  COMPANY 
New  York  City,  New  York 

^Ir.  Larry  Hohman 

AMERICAN  TELEPHONE  &  TELEGRAPH  COMPANY 
New  York  City,  New  York 

i^Ir.  Jim  Caldwell 
AMERICAN  TELEPHONE  &  TELEGRAPH  COMPANY 
New  York  City,  New  York 
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The  Pacific  Telephone  and  Telegraph  Company 

140  NEW    MONTGOMERY  STREET     •      SAN   FRANCI  SCO,  CALI  FORN  I*      94105 
AREA  CODE  413  399  2392 

'.'.°T«r«,„s..T.„v.  July  25,  1973 


Mr.  R.  L.  Feiner,  President 

Phonetele,  Inc. 

15414  Calvito  Road 

Van  Nuys,  California  91406 

Dear  Bob: 


7.- 


As  agreed  at  the  conclusion  of  our  July  17 
meeting,  I  am  enclosing  copies  of  the  minutes  of  that 
meeting  plus  minutes  of  the  May  2  4  and  June  26  meetings. 

According  to  my  notes  you  also  wanted  us  to 
provide  you  with  the  following: 

1.  Sketches  of  our  interconnection  unit  (KTX) 
for  use  with  Key  Telephone  Systems. 

2.  Information  on  international  dialing. 

Both  of  these  items  are  included. 

Again,  I  want  to  thank  you  and  John  for 
participating  in,  and  contributing  to,  the  many  concerns 
we  both  have  in  resolving  the  interconnect  problem. 


Attachments 


Very    truly   yours, 
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Subject:     Report  on  Iteeting  v/ith  Phonetele,   Inc. 
Date:  July  17,    1973 

Nane:  T.  G.  Cross 

D.  H.  Erickson 


:2.-K 


A  meeting,  the  third  of  its  kind,  was  held  on  July  17,  1973  at  the 
Pacific  Telephone  Co.  Headquarters,  140  Ne.i?  MDntgcmery  Street, 
Sein  PVancisco,  Calif,  with  representatives  frcni  Phonetele,  Inc., 
PT&T,  BTL  and  AT5T,  to  revi&z  proposed  connecting  arrangeir.ents ,  re- 
solve reiraining  technical  issues  and  establish  tentative  dates  for 
a\'ailability.  In  attendance  v/ere: 

R.  Feiner  -  President,  Phonetele,  Inc. 

J.  Van  Doome  -  Vice  President  Engineering,  Phonetele  Inc. 

N.  Phillips  -  PT&T  Regulatory 

F.  Widener  -    "      " 

D.  Black  -     "  Engineering 

G.  Heminger  -  BTL,  Denver 

T.  Cross  -  AT&T,  Engineering 
W.  Coe  - 


PT&T  opened  the  meeting  with  a  brief  statanent  of  the  reasons  for 
holding  this  meeting  and  what  we  hoped  to  acccmplish. 

AT&T  then  revisved  the  past  negotiations  betivaen  Phonetele,  Inc.  and 
the  Bell  Systan  witli  particular  emphasis  on  the  discussions  and  agree- 
ments reached  in  the  San  Francisco  meeting  of  May  24,  1973  and  the 
meeting  in  Denver  on  June  26,  1973.  AT&T  also  revie.ved  the  request  by 
Phonetele  to  change  the  6-wire  interface  to  a  4-v;ire  interface.  As 
reported  in  the  minutes  of  the  Denver  meeting,  AT&T  agreed  to  look  into 
the  requested  changes  and  report  on  all  open  items  and  tentative  sched- 
ules. In  the  interim,  Phonetele  was  to  determine  ^vhether  a  real  need 
for  a  4-wire  interface  could  be  substantiated.  AT&T  also  reported  that 
in  preparation  for  this  meeting,  a  conference  call  was  placed  to 
Phonetele  on  July  11,  1973  to  discuss  in  advance  the  progress  and  find 
out  if  Phonetele 's  studies  of  6-v;ire  vs  4-wire  still  indicated  that 
4-wire  was  the  preferred  course  of  action  to  best  meet  Phonetele 's  re- 
quirements. Phonetele  said  that  other  pressures  had  precluded  further 
study  of  their  request  for  4-tvrire  and  hence  a  decision  had  not  been  made. 
AT&T  explained  that  this  put  us  at  an  impasse  and  we  vrould  have  to  put  a 
hold  on  development  pending  his  decision.  Phonetele  said  to  make  it 
4-wire . 
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AT&T  reported  the  Eell  System  activities  since  the  last  meeting    (6/26/73) 
as  follows: 

a.  AT&T  will  provide  two  connecting  cirrangenients  that  will 
meet  all  of  Phonetele's  stated  technical  requirsrsnts : 

(i)  4-v;ire*  interface;  (ii)  customer-provided  distinctive 
restricting  tone;  and  (iii)  battery  and  ground  on  sensing 
leads  in  idle  state.  > 

b.  The  connecting  arrangar^ents  will  provide  a  clean,   non- 
interacting  interface  with  the  follcr.v-ing  advantages: 
(i)   provides  the  Bell  System  netivork  with  acceptable 

neti^rk  protection  while  allo•.^dng  custaT,er -provided 
tone  and  Phonetele's  preferred  interface;    (ii)   repre- 
sents a  low  risk  solution  to  Phone tele,   in   view  of 
stated  objectj-ves;   cind    (iii)   can,   and  will  be  used 
by  other  nanufacturers  of  call  restricting  equipment. 

c.  Close  cooperation  of  all  involved  Bell  System  units 
will  permit  the  following  scheduled  availability  of 
naterial  for  shipEmnt  from  the  factory  despite  the 
delay  necessitated  by  the  design  cha^ige  fron  6-wire  • 
to  4-wire. 

1.  Interim  arranganent  for  key  telephone 
systems    (KTX)   -  October,   1973. 

2.  Final  arrangement  for  PBX  trunks  with 
customer- provided  tone   (CTII)    -  December, 
1973. 

AT&T  sunmed  up  by  saying  that  they  have  dealt  with  Phonetele  in  good  faith 
and  have  bent  over  bactovards       to  be  responsive  to  Phonetele's  require- 
ments and  cure  nav  looking  for  resolution  of  this  natter. 

Phonetele  said  they  were  quite  appreciative  of  the  cooperative  effort 
of  the  Eell  System,   of  their  willingness  to  consider  Phonetele's  inputs 
and  did  not  doubt  that  iTe.-ijnrn  effort  had  boen  expended  to  come  up  \-n.th 
the  connecting  arrangements  needed  and  that  practically  speaking,   the 


*llTis  v/ill  be  an  optional  4-\\dre  or  6-w.lre  interface  to  accorrmodate 
other  manufacturers  of  call  restricting  equipr^.cnt. 
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proposed  availability  dates  v/ere  quite  responsive  to  Phonetele's  needs. 
HoA/ever,  they  felt  that  it  has  come  tii70  and  a  half  years  too  late.  Tr.ey 
stated  that  the  estirrated  rate  of  four  to  five  dollars  a  month  per  trunk 
is  nuch  too  high  and  can  only  be  construed  as  a  means  for  the  Bell  Systc.-n 
to  suppress  competition. 

AT&T  asked  if  the  proposed  connecting  arrangements  met  all  of  the  technical 
requirements  of  Phonetele  and,  if  so,  which  interface  did  they  v;ant,  -l-virts 
or  6-v/ire. 

Phonetele  said  that  they  would  like  to  make  it  clear  that  even  if  all  of 
their  technical  standards  are  met,  they  are  not  corndtting  Phonetele  to 
use  of  the  nav  connecting  arranger-.ents  at  this  time  because  of  the  anti- 
cipated rates.  Phonetele  stated,  ho'/jever,  that  the  technical  design  v.-as 
satisfactory,  and  the  4-wire  interface  is  the  one  Phonetele  will  want  if 
they  accept  the  rate  established. 

At  Phonetele's  request,  BTL  presented  a  detailed  explanation  of  the 
connecting  arrangamant  for  PaX  trunks  (CTrl)  including  a  simplified 
sketch  on  the  easel  shol^dng  interaction  betaveen  the  connecting  arrange- 
ment and  the  customer-provided  equipment. 

Phonetele  distributed  a  letter  addressed  to  AT&T  describing  their  pro- 
posed connecting  arranganents  and  a  prelirninary  sketch  of  the  circuit 
layout.  They  described  the  circuit  functions  and  functions  that  ^srould 
be  incorporated  in  the  basic  design  of  the  call  restrictor.  Phonetele 
requested  oo.tments  from  the  Bell  System. 

BTL,  after  studying  the  circuit,  pointed  out  that  it  vrould  not  release 
the  trunk,  did  not  s\7itch  out  the  high  impedance  monitoring  leads,  and 
did  not  protect  against  neta-.ork  blockage.  Minor  design  changes  could 
correct  t^^ro  of  these  deficiencies  (release  of  trunk  and  neta-.ork  blockage)  . 

PT&T  noted  that  hazardous  voltage  protection  was  not  provided  and  AT&T 
noted  that  disconnect  Liming  was  provided  It/  the  call  restrictor  rather 
than  by  the  connecting  arxcingement  which  would  not  be  acceptable. 

After  much  discussion,  the  Bell  System  represantatives  concluded  that 
the  proposed  arrangaTent  was  much  like  ZZPG-\  witli  the  interface  leads 
reconfigured  and  that  if  deficiancics  noted  ware  taken  care  of,  the 
cost  of  the  arranga-rent  v/ould  closely  approximate  the  cost  of  the  pro- 
posed Bell  System  arrangement. 
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a.  Even  a  canpromise  connecting  arrangerrsnt  that  costs 
$5.00/mD.  is  not  acceptable  and  the  FCT  will  be  ad- 
vised of  the  anticoTpetitive  nature  of  the  connecting 
cirrangenent. 

b.  Ihey  feel  that  AT&T  will  force  them  to  accept  the 
ccnpranise  unit. 

c.  If  they  had  a  fifty  cent  connecting  arrangement,  they 
would  never  have  entered  into  Litigation. 


a.  AT&T  has  been  dealing  in  good  faith  and  never  tried 
to  jam  anything  ddijn   their  throat. 

b.  AT&T  has  done  considerable  hQtr.eMDrk  in  the  past  to 
resolve  technical  issues  and  apparently  have  done  so 
to  Phonetele's  satisfaction. 

c.  Since  Phonetele  has  no  technical  prohibition  against 
our  canpromise  design  for  the  connecting  arrangeirent, 
we  will  forge  ahead \sd.th  its  develop:r,ent  for  use  b^' 
Phonetele,  if  they  so  choose,  and  other  manufacturers 
of  call  restricting  equiprsnt.  The  features  of  the 
connecting  arrangements  are  given  in  Table  1.  The 
functional  diagra-TS  as  described  in  the  meeting  are 
being  prepared  and  will  be  forwarded  shortly. 

d.  To  eliminate  misimderstandings,  future  technical 
questions  should  be  for.-;arded  in  \vritten  form  to  the 
AT&T  Co. 
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Table  1 
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Featiores'  -  Connecting  Arranggncnt  CHI 


1.  Provides  a  neans  of  connecting  cus toner-provided  (CP)  call  restrict- 
ing equiprrent  to  PDX  trunJcs  on  a  4-wire  or  6-v/ire  interface  basis. 

2.  Provides  hi^  iirpedance  monitoring  taps  (lOOK  ohns)  to  enable  CP 
equipment  to  determine  changes  in  line  status  such  as,  line  seizure, 
address  signalling  and  disconnect. 

3.  Recognizes  a  signal  from  the  custcner-provided  equipment  that  call 
is  to  be  restricted,  sends  a  disconnect  signal  to  the  central  office 
and  closes  a  transmission  path  toward  the  calling  station  permitting 
the  CP  equipment  to  apply  a  distinctive  call  restricting  tone. 

4.  ReitDves  high  iinpedance  monitoring  taps  from  the  line  in  the  idle 
state  and  provides  battery  and  ground  on  the  sensing  leads  tabard 
tte  CP  equipment. 

5.  Protects  against  hazardous  voltage. 

6.  Protects  against  nets-rork  blockage. 

7.  Protects  against  longitudinal  irtalance. 

8.  Minijiiizes  glare  (siinultaneous  seizure  of  a  two-way  ground  start 
trunk  from  both  ends)  and  iirproper  billing. 
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Subject:  Report  on  Meeting  with  Phonetele, 

Date:     May  2k,   1973 

Rame:     T.  G.  Cross 

D.  H.  Erlckson 
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A  Beeting  was  held  on  May  2U,  1973  at  the  Pacific  Telephone  Company  Head- 
quflXters,  ll»0  Montgomery  Street,  San  Francisco,  California  with  representatives 
from  Phonetele,  Inc.,  P.T.t  T.  and  A.T.i  T.  to  discuss  a  Bell  System-wide 
connecting  arrangement  for  call  restricting  equipment  such  as  the  Phonetele 
Kionemaster.   In  attendance  were: 

R.  Feiner     -  President,  Phonetele,  Inc. 

J.  Van  Dooi-ne  -  Vice  President  Engineering  -  Phonetele,  Inc. 

T,   Wldcner    -  P.T.i  T.  Regulatory 
D.  Black      -  P.T.t  T.  Engineering 

T.  Cross  -  A.T.I  T.  Engineering 
D.  Erlckson  -  A.T,&  T.  Engineering 
J.  Caldwell   -  A.T.i  T.  Engineering 

During  the  discussion,  it  was  agreed  that  there  were  three  possible  plans  for 
call  rcotrictlng  eqiilpment  connecting  arrangements: 

Plan  1  -  CTD  for  2  way  PBX  trunks 

Itodified  ZZAGM  for  1  way  PBX  trunks. 
Hev  connecting  arrangement  for  KTS 

Plan  2  -  New  single  connection  arrangement  for  PBX  &  KTS  with 

forced  disconnect  which  doesn't  require  PBX  trunk  split- 
ting option  and  which  allows  customer-provided  direct 
tone . 

.".Plan  3  T-  New  single  connection  arrangement  that  protects  network 
blockage  and  glare  and  allows  for  customer-provided 
equipment  tone. 

Also,  certain  technical  agreements  pertaining  to  all  plans  were  reached: 

1.  Jllgh  impedance  tap  (tip  i.   ring  lOOK  resistor)  for  detection  of 
Bupei-visory  and  address  signals. 

2.  5<witched  high  Impedance  taps.   Items  to  he  resolved  were: 

a,  terminated  in  battery  when  on  hook? 

b,  terrelnated  In  open  when  on  hook? 
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3.  Six  wire  Interface  except  for  CTD  Plan  1  PBX  2-woy  trunk  vhich 
Is  four  vlre. 

2  vlre  supervisory  and  address  signals  ^""^  ^^  \   ^S 

2  vlre  restrict  request  contact  0tSi^         '  V^ 

2  vire  CPE  provided  tone 

In  closing,  it  was  agreed  that  the  future  action  items  were: 

i.  Provide  PBX  information  to  Phonetele  showing  functional  de- 
scription of  off  hook  on  hook  sequence. 

2.  Each  resolve  technical  concerns  associated  with  item  2. 

3.  Expedite  developmental  availability  of  new  KTS  connecting 
ajrrangenent  having  forced  disconnect  feature. 

a.  provide  nodela  for  Phoneteli''s  Interface  com- 
jiatibillty  evaluation. 

A  future  meeting  was  Fchedoled  in  Denver,  June  26,  1973  to  firm  up  the  remalulnK 
technical  items  and  discuss  tl.j  tecbuical  Kcritc  of  all  three  plans. 
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Subject:  Report  on  Meeting  with  Phonetele,  Inc 

Date:     June  26,  1973 

Name:     T.  G.  Cross 

D.  H.  Erickson 


Z-W 


A  meeting  was  held  on  June  26,  1973  at  A.T.sT.  Company, 
1200  West  120  Avenue,  Denver,  Colorado  with  representatives 
from  Phonetele,  Inc.,  P.T.&T.,  B.T.L.  and  A.T.fiT.  to  review 
proposed  connecting  arrangements,  resolve  remaining  technical 
issues  amd   establish  tentative  dates  for  availability.   In         ^ 
attendance  were: 

R.  Feiner      -  President,  Phonetele,  Inc. 

J.  Van  Doorne  -  Vice  President  Engineering  -  Phonetele,  Inc, 

N.  Phillips    -  P.T.&T.  Regulatory 

F.  Widener     -  P.T.ST.  Regulatory 

;     R.  Boss        -  P.T.6T.  Engineering 
S.  Stewart     -  P.T.ST.  Engineering 

G.  Heminger    -  B.T.L.  -  Denver 
J.  Rosenberger  -  B.T.L.  -  Holmdel 

T.  Cross       -  A.T.ST.  Engineering 

.  D.  Erickson    -  A.T.ST.  Engineering 

W.  Coe        -  A.T.ST.  Engineering 

ATST  opened  the  meeting  with  a  review  of  the  agreements  reached 
at  the  May  24,  1973  meeting  in  San  Francisco.  There  was  general 
agreement  among  those  present  that  the  presentation  substantially 
represented  what  had  been  decided  as  the  course  of  action  to 
purstte. 

ATST  explained  the  functional  operation  of  a  proposed  design  for 
a  new  voice  connecting  arrangement  for  use  with  customer-provided 
call  restricting  equipment  associated  with  P.B.X.  ground  start 
trunks.  The  proposed  arrangement  would  permit  the  customer,  at 
his  option,  to  supply  a  distinctive  call  restricting  tone. 

Phonetele  questioned  the  proposed  technique  for  terminating  the 
address  sensing  leads  in  the  idle  condition.  ATST  pointed  out 
that  all  options  would  be  available,  i.e..  Telephone  Company-pro- 
vided voltage  termination,  customer-provided  voltage  termination 
or  open  circuit. 

BTL  presented  a  detailed  description  of  the  proposed  interconnecting 
arrangement  based  on  the  six-wire  interface  agreed  upon  at  the 
May  24  meeting.  Phonetele  expressed  a  desire  to  have  a  four-wire 
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interface  to  facilitate  their  conversion  to  a  hard  wired  con- 
figuration should  they  be  successful  in  overturning  in  court  -^  lO 
the  requirement  for  a  connecting  arrangement.   AT&T  pointed  ^J^*'''^ 
out  that  agreenent  had  been  reached  on  a  six-wire  interface 
and  much  time  and  effort  had  been  expended  to  provide  for 
such  a  design  for  two  connecting  arrangements  (Key  System  and 
PBX  trunk) .   AT6T  also  explained  that  redesigning  to  accommo- 
date a  4-wire  interface  would  further  delay  providing  the  con- 
necting arrangements  so  "vitally"  needed  by  Phonetele.   Phonetole 
said  -they  would  be  willing  to  wait  the  needed  additional  month 
or  two  it  might  take  if  the  design  change  was  really  needed  and 
was  feasible.   BTL  agreed  to  investigate  if  the  change  could  be 
accomplished  without  major  redesign  effort  (one  arrangement  has 
been  designed  twice  already) . 


Further  discussion  of  the  proper  idle  state  termination  for  the 
address  sensing  leads  led  to  agreement  that  termination  voltage, 
when  required,  \?ould  be  supplied  by  the  Telephone  Company  with 
an  option  of  no  voltage  (open  lead)  in  the  idle  condition. 

BTL  next  described  an  arrangement  for  call  restriction  for  key 
telephone  systems  with  option  for  custrmer-provided  distinctive 
restricting  tone.   A  dctciil,-.d  description  was  presented  including 
blpck  diagrams,  and  Jt  was  noted  that  an  interim  equipment  arrange- 
ment design  was  complete  and  ready  to  be  released  for  documentation 
and  implementation.   The  design  war,  for  a  six-wire  interface  to 
the  customer-provided  equipment  identical  to  the  one  proposed  for 
the  PBX  trunk  type.   BTL  also  compared  functions  of  the  two  con- 
necting arrangements  ejnphcisizing  the  difference  in  operation 
where  appropriate. 

AT&T  summed  up  the  agreements  and  discussions  of  the  day: 

(a) 

tlie  idle  state. 


Address  sensing  leads  would  either  be  open  or  have 
voltage  supplied  by  the  Telephone  Company  when  in 


(b>   Development  and  trial  would  continue  on  the  6-wire 

connecting  arrangcJient  for  use  v;ith  PBX  applica- 
tion of  call  restricting  equipn^ent. 

(c)  Development  and  trial  would  continue  on  the  6-wire 
connecting  arrangements  for  use  with  key  telephone 
system  applications  of  call  restricting  equipment. 

(d)  Bell  Laboratories  would  investigate  the  possibility 
of  changing  both  designs  to  a  4-wire  interface. 

(e)  Phonetele  would  make  a  definitive  analysis  of  the 
real  need  for  a  4-wire  interface.   Bell  Labs,  ATST 
and  Phonetele  should  discuss  progress  as  necessary. 
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AT&T  next  addressed  the  estimated  schedules  for  finalization  of 
design,  dociunentation,  manufacture  and  availability  as  follows: 


PBX  -  about  1  year 

Key  Telephone  SystcJT.  -  interim  design  -  Oct.  1973 

Key  Telephone  System  -  final  design   -  about  1  year 


?-'3 


Phonetele  said  that  the  key  telephone  system  arrangement  would 
be  satisfactory  as  it  represents  a  very  minor  part  of  their 
business.   Phonetele  voiced  strong  disapproval  of  waiting  a 
year  to  expand  their  marketing  effort  from  California  to  the 
rest  of  the  Bell  System  operating  territory.   They  demanded 
that  Pacific  Telephone's  Connecting  Arrangement  2ZAGM  be  made 
available  as  an  interim  arrangement  throughout  the  Bell  System. 

AT&T  agreed  it  would  try  to  improve  availability  of  the  connecting 
arrangement  for  PBX  trunks,  but  did  not  agree  to  provide  ZZAGM 
systemwide.   To  this  end.  Bell  Labs  will  attempt  to  provide  an 
arrangement  consisting  of  presently  available  key  telephone  units. 
The  timing  requirements  may  preclude  this  approach. 

AT&T  requested  information  from  Phonetele  as  to  which  States  they 
were  planning  to  sell  in  and  approximate  number  of  connecting 
arrangements  required. 

A  meeting  was  scheduled  to  be  held  in  San  Francisco  at  9:00  A.M. 
on  July  17,  1973.  The  meeting  will  be  held  at  the  Pacific  Tele- 
phone Company  Headquarters,  140  New  Montgomery  Street. 

It  is  expected  that  the  final  design  of  the  two  connecting  arrange- 
ments will  be  finalized  at  this  meeting  anij.  no  further  meetings 
are  contemplated. 
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NETl/ORK  HARM  --  NO  EHPIRICAL  SUPPORT 


DIFFICULTY  IN  fiONITORIilG  AMD  PROVIiJG  HARMS 
TWO  FCC  REQUESTS  FOR  HAri  DATA 

-  INABILITY  TO  COMPL/ 
NO  PRACTICAL  SURVEILLA;!CE  P'LAil  PRESEilTLY  FEASIBLE 

"PASSIVE  DEVICE"  TARIFF  COi^CESSIO.'IS  U;^DERniME  BELL 
POSTURE  O.'l  HARM 
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IN  THF  SrPREMK  COURT  OF  THE   STATE   OF   CALIFORmA 
IN    RANK 


PIIONETELE,   INC.,  ) 


^L•PREME  COLTRT 

FILED 

APR  8   1974 


\  G.  E.   Dishel,  Clerk 

Petitioner,  ) 


V.  ) 

) 
PUBLIC   UTILITIES  COMMISSION,  ) 

) 

Respondent;  ) 

) 

GENERAL  TELEPHONE   COMPANY  OF  ) 

CALIFORNIA,    etal..  ) 

) 
Rc;il  Parties  in  Interest.  ) 


GG- 


Petitioner,   Phonetelc,  Inc.,  seeks  review  of  decision  No.  Rn247  of  the  Public 
Utilities  Commission  (Commissinn). 

Phonotele  ni.Tmifactures  n  device  kno\.-n  as  the  Phoncmaster  1040,  which  restricts 
outsoln^  telephi>nc  culls  to  selected  nrea  codes  or  eNchnngc  prefixes.      Decision  No.   80247 
deternUnes  rh  ,t  th'    I'll  .ner.iaster  ninv  not  1k>  connected  to  a  telephone  without  the  installation 
of  a  protective  eojineitiun  provided  e\clusivi  ly  by  defendant  utilities.  General  Telephone 
Company  of  California  (i.;ener;il)  and  Pacific  Telephone  and  Telegraph  Company  (Pacific). 
There  is  a  char<;e  of  S24  to  install  the  connection  and  a  .$1.30  a  month  service  charge,  there- 
by increasing  the  cost  to  a  telephone  subscrbcr  who  proposes  to  use  the  Plionem  aster,  i' 
Phonetelc  asserts  that  the  evidence  u-as  insi  fficit  nt  to  domon-tr-te  direct  connection  of  the 
Phoncmaster  presejits  a  hazard  to  the  telephone  svstem  as  a  whole',  thnt  only  a  finding  of 
potential  harm  to  the  system  was  niidr  and  sneh  j  finding  is  iMsufficit  nt  to  justify  theCom- 
mis.sion's  order,  and  that  the  roniaiissio-i  faded  to  ninl.e  proper  findings  on  the  antitrust 
issues  involved. 

As  indicated  infra,  we  hold  that  the  decision  must  be  annulled  because  the  Commission 
did  not  emplov  appropriate  stan-lards  in  deternuning  that  the  protective  connection  device 
provided  by  ihe  utilities  is  "necessary."      That  is,  the  Commission  declared  only  that  absent 
the  connection  device,  "problems  which  can  presumably  be  corrected  .   .   .  could  arise  from 
the  design,  nvnufacture,  inst;illati.in  and  n-aintenancc  of  the  Phcnemaster."       (Emphasis 
added.)     This  equivocal  assertion  cannot  support  its  conclusion  of  necessity. 

Prior  to  1071,  the  IMionen  .ister  had  been  Installed  on  the  premises  of  several  of 
Phonctele's  customers  without  the  utility's  connection  device.     In  January  1971,  General 
notified  a  Pho'Hinastei  user  thai  its  telephone  would  be  uiscuiinectcd  u.dcss  r.se  of  the  Phone- 
master  was  discontinue!.      Phoi:'-'t(  le  seui;ht  relieT  before  the  Cemmis.s-.on.      After  hearing, 
the  Commission  determir.ed  (in  i'-ei:,ion  Ni.   76SI/11  that  '.he  l-hoi^emas'ei  «as  in  no  way 
detrimental  to  tlie  telciihom   n^tror';,  that  the  evidence  was  so  clear  on  thic.  matter  that  there 
was  "no  room  for  ilouli't,"  and  ;ii  1  finding',  of  fact  to  the  cntrary  could  not,  in  justice,  be  made. 
Therefore,  it  ua>  eoiuki.'cl,  fi.'  r'l -neni:  ..ler  i|ealified  for  ccnntetion  to  the  telephone  system 
without  the  required  addition  o:  l.et-.erai's  eoiuK  e:ing  device. 

General  petitioned  for  rehearing  but  before  the  Commission  acted  on  the  petition, 
Phonetfle  filed  .i  eomolaint  a-r  in.t  I'acilie  ba-^il  on  nn  ideniicnl  threat  to  discontinue  telephone 


L/Hv  suhsenueid  tlecisi.>n,  we  are  ■lo^^•  advised,  the  utilities  were  ordered  by  the  Commission 
1  supply  the  orttective  interface  to  I'hcnetele  custoiners  without  charge. 


3596 


■  service  to  subscribers  who  used  the  Phonemaster  device  without  a  protective  Interconnection 

provided  by  Pacific.      The  Commission  held  hearings  on  the  complaint  against  Pacific,  granted 
General's  petition  for  rehearing,  and  considered  the  complaints  against  the  two  utilities  on  the 
basis  of  a  consolidated  record.      During  the  course  of  the  proceedings,  there  was  discussion 
regarding  adoption  of  a  certification  program  which  would  permit  the  connection  of  the  Phone- 
master  to  the  telephone  network  without  the  utility-provided  device.     All  the  parties  appeared 
to  agree  that  it  \\'Ould  be  desirable  to  adopt  a  certification  procedure  for  instruments  like  the 
Phonemaster.  ^  /^/^    0 

Decision  No.  80247  involved  here  declares  that  it  is  "possible"  to  design,  manufacture, 
install  and  maintain  a  call  diversion  device  like  the  Phonomahtcr  for  connection  with  the  tele- 
phone system  without  a  protective  device  provided  by  the  utilities,  hut  that  the  Phonemaster  did 
not  qualify  for  direct  connection  because  of  the  following  four  factors; 

1.  Design.      The  design  of  the  Phonemaster  "could"  cause  cross-talk  and  excessive 
noise  on  the  telephone  network.      However,  this  problem  "might  possibly  not  affect  other 
customers."     Hut  lack  of  adefiuatc  time  delay  "could"  cause  misdirected  telephone  calls  and 
inipioper  billing. 

2.  Mnniifieturc.      -Some  models    ncorporated  a  power  supply  not  listed  by  Undcnvriters 
Laboratories  andnjt  te,t,tud  to  insure  again  ;t  the  pa.ssai,'e  of  high  voltage. 

.t.        Inst;:llitior.      I:i  two  cases  installation  of  the  Plnnemastr;r  was  defective. 

4.         Mainti'mncc.      Pvcasonable  a  ;surance  of  continuing  pre  per  operation  was  necessary. 

All  of  these  asTrted  lU.ficieneies  "c;in  jirosumably  be  corrected,"  it  is  stated,  but  such 
correction  "would  seem  to  require"  a  cerl  ification  program.    Thus,  "utility-provided  protective 
connection  devices  i.re  ntcessarj  and  app.-opriate  for  the  Ihoncmaster  1040  unless  and  until  a 
suitable  certification  program  is  established  and  implemented.  "3/ 

The  two  leading  authorities  on  connecting  customer  owned  a^d  maintained  equipment 
to  the  telephone  system  arc  Re  Use  of  Cartc.-fone,  13  F.C.C.2d  420,  4S0,  and  Hush-a-Phone 
Corp.  V.  Iniicd  Stat.-s  (D.C.Cir.  1050)  23H  f.2d  206.     Thc.-e  cases  establish  that  the  use  of 
cuslomcr-owned  cquip'iieut  n.ny  be  prosciibed  ouly  if  it  is  si.ov.n  that  the  instrument  in  question 
Hill  have  an  adverse  effect  u;ji.n  the  telephone  network  as  a  whole.     Cat^-^rfone  makes  it  clear 
(hat  a  showing  that  a  i-e-iceji^'ht  harm  the  system  is  inoufficicrt  to  justify  proscription  and 
that  a  finding  ot  actual  ailver^,-  impact  or  the  netivork  or  at  least  a  probability  of  such  impact  is 
required,      (l:,  l--.C.C.2d  420  at  p.  424;  U  F.C.C.2d  4.10  at  p.  -13j,  ct  seq.)     The  Commission 
itself  has  hcl-.l  taal  an  att.chmc'it  ru'st  constitute  an  unre'so.'.aiie  liurdja  or  have  a  substantial 
adverse  offee'  .^po.i  th'-  ti.ki.h'^ne  ncfworv  in  order  to  ju.-t  fy  i-.ivi';'  -ts  use  enjoined.      (Bowles 
V.   P.T.S.T.  Co.   (.'.  ,S)  I>e.  isi-,11  No.   71<;iis,  fifi  P.U.C.    '7",  4^0-91;  tee  also  Lauria  V. 
P.T.&T.   Co.   (jni^ii)  neei:i;o-  No.   701-,n,   Cfi  P    V.C.   GIC  .  .•;20.; 

The  fnrrgo.'n^  cn=e':  in"olvcd  absolute  prohibitions  against  the  use  of  an  attachment 
whereas  herL  tiie  Iss.ie  ij  not  whether  tl  o  Phontmast-^r  m::y  be  attv./.ed  to  t.ae  telephone  system 
but  whethei  tiie  ci.n.v  cLioa  iii.,y  be  a  ;eompli.-~he  J  wit'iout  a  rovioc'rv.:  device  provided  by  the 
utilities.      Nci'Ik',  .  •  ilu   d^l.aiaiiiaLive  priucipli'  in  bi  fh  r\r<  .'n-     ,.'ves  re  ates  to  the  effect 
of  a  device  up>,a  the  tea  ph.)iv  relunrk  rs  a  whole,  :'h'\  t    j  .)'-i,i''  |  'r  ;  »     be  applied  are  the  same 
in  both  situations. 

Decision  No.  kO'in  findia-^s  tall  short  of  coniplyirg  wilj  tho  standards  enunciated  in 
apposite  cases.    The  decisi  n,  i,.)uils  to  various  defects  in  the  Phorcmaster,  only  one  of  which 
is  specified  as  reb.tir.--  to  the  telcjilnini   -system  a^;  a  whole.      "La  !c  rf  adequate  time  delay," 
it  .s  stated,  "could"  ea'ise  r.ii.-.lireclr,    (elephnne  calls  ;-id  impir,  or  f.^lling.      This  finding 
obviously  tails  to  support  th<'  I'onunis  :i,H,'.s  conclusion  tint  a  rtil  tv-provided  interface  is 
"necessary"  sin^-e  the  L  uuniissiou  ii.  id,'  n.-  (K  termiiiati  )i,  I'lat  ;h'.   Phi.Tcmastcr,   if  installed 


:£■  Decision  No.  80217  is  dpsigii.ited  as  an  "Iritcrim  Cipinion"  but  it  i  ••  clearly  final  insofar 
IS  it  relates  to  tliC  n(  ces.-ity  lor  Phonctele  to  employ  a  prf'ectiv:-  connection  provided  by  the 
iitilities  pLnoiUf;  tl.e  i.nplenK-nt  itioa  of  a  certification  program. 
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wiUiout  Uie  protective  connection,  woultl  actually  have  any  adverse  effect  upon  the  telephone 
b-ystem,  let  alnne  a  siihstnntial  nrlVL-i-sr  <rr(-ct,  nor  is  then-  anv  itniication  that  such  a  r<'sult 
is  reasonably  probahk-.  G0"'3> 

The  remainin;;  purported  rlofeets  enumerated  In  the  opinion  are  not  related  to  the  telephone 
system  as  a  whole,  and  some  would  not  support  a  findins  of  a  suhstaiitiaJ  adverse  impact,  even  if 
such  a  finding  had  been  made.      I'or  example,  the  Commission  found  that  "some  models"  of  the 
Phoncm aster  were  not  listed  by  I'nderwriters  Laboratories  and  not  tested  ti>  insure  against  the 
passage  of  high  voltage.      In  its  petition  for  rehearing  before  the  Commission  Phonetele  asserted 
that  it  was  willing  to  comply  with  the  requirement  of  a  power  supply  approved  by  Underwriters 
and  that,  in  fact,  oral  approval  had  already  bci.n  accorded  bv  I'nderwriters.      Obviously  a  defect 
which  can  be  so  easily  remedied  cannot  be  the  basis  of  a  conclusion  that  a  protective  connection 
is  necessary  in  order  to  avoid  sub.stanti.al  harm  to  the  vast  telephone  system. 

The  Commission's  conclusion  th.at  the  correction  of  the  defects  "would  seem  to  require"    ^ 
a  certification  program  is  a  non  seqiiitur.      Wiile  a  certification  procedure,  by  specifying 
standards  for  customer-provided  equipment,  might  assist  the  Commission,  the  utilities  and 
the  n\anufacturers  of  the  instruments  in  evalutiting  the  impact  ol  a  device  on  the  telephone  .system 
as  a  whole,  mere  formulation  of  a  program  would  not  itself  result  in  the  correction  of  any  of  the 
deficiencies  found  by  the  Commission  in  the  Phoncmastcr.      The  Commission's  opinion  concedes 
that  it  will  be  some  time  before  a  "possible"  •certification  program  has  been  devised,  a  prediction 
which  has  been  corroborated  by  cvclits:   no  certification  program  has  been  adopted  in  the  nearly 
two  years  since  decision  No.   80247  was  rendered.!!/ 

Phonetele  makes  numerous  additional  contentions.      It  argues  that  the  evidence  before  the 
Commission  does  not  justify  a  conclusion  that  the  use  of  the  Phonomaster  without  the  utility  con- 
nection will  result  in  cither  actual  or  putcnM:  1  harm  to  the  telephone  sv.stem,  and  Phonetele  urges 
this  court  to  substitute  its  judgment  lor  th.nt  of  the  Commission  and  onler  direct  connection  of  the 
Phoneiiiaster.      There  was  testimon\   that  thr  I'honemaster  presented  some  potential  for  damage 
to  the  telephone  system:  therefore  the  Comn  ission  should  be  afforded  the  opportunity  to  determine 
whether  the  evidence  justifies  a  finding  of  ac.\i.al  or  probable  adverse  effect  upon  the  telephone 
system  as  a  whole  and  the  ilcgrce  of  harmthcrcof  pursuant  to  the  rcquircm.cnts  described  herein. 

Phonetele  also  challenges  the  validity  of  a  portion  of  tariff  Kii-T,  which  provides  that 
customer-provided  voice  transmitting  or  Receiving  equipment  which  involves  direct  electrical 
connection  with  the  telephone  system  niust  b-  accomplished  by  means  of  a  connecting  arrange- 
ment tiirnished  !>v  the  ut^'.ilies.       Plionctcle  contends  that  this  tariff  is  void  because  it  was  adopted 
without  hcariu"  b\  the  Commission  and  that  the  requirement  for  a  connecting  arrangement  provided 
bv  the  utilitie'."witliout  regard  tc   t!ic  hai-mfu    character  of  the  attachment  violates  Carterfone.    Thesi 
matters  were  not  direeth^ raised  in  Plioneteic's  complaints  ,.r  in  the  petition  for  rehearing  before 
the  Commission,  and  thev  arc  not  discussed  in  decision  No.   XD'H .      In  anv  event,  the  Commission 
attempted,  with  the  erroneous  result  discussed  above,  to  consuler  the  effect  of  the  Phoncmastcr  on 
the  telephone  system  as  a  «liolc  as  a  basis  for  requiring  that  the  utility  connection  be  utilized. 

Another  assertion  bv  Phonetele  is  that  the  Commission  failed  to  make  findings  as  to  the 
antitrust  aspects  of  its  decision,  in  violation  of  our  holding  in  Northern  California  Power  Agency 
v.    Public  rtil.   Com.    (1071)  .-,  Cal.  :M  .:70.  .17!).       This  defect  was  remedied  in  a  supplemental 
opinion  (No.   3(18;il)  in  which  the  Commission  rendered  findings  a.ivcrse  to  Phonetele  on  the 
antitrust  issue. 

Nevertheless  the  free  enterprise  aspects  involved  in  this  proceeding  merit  brief  comment. 
The  manufacture  of  instruments  like  the  Phoncmastcr,  designed  to  enhance  the  utility  and  reduce 


3/  The  Commission  ordered  Pacific  and  General  to  present  feasibility  studies  for  a  certifica- 
tion program.  On  April  2,  197.1,  in  months  after  decision  No.  80247  was  filed.  Pacific  advised 
the  Commission  that  in  its  view  a  certification  program  at  a  reasonable  cost  was  not  practical 
and  that,  in  any  event,  consideration  of  such  a  program  by  the  Commission  shoidd  be  postponed 
pending  the  adoption  of  national  certification  standards  which  were  in  the  process  of  formulation. 
At  oral  argument  in  this  cause  Pacific  changed  its  position  again  and  urged  a  state  certification 
program  as  the  most  effective  sidution. 
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the  cost  of  telephone  service,  is  a  relatively  now  and,  as  all  parties  concede,  a  rapidly  growing 
industry.      Some  of  these  devices  conflict  with  the  economic  interests  of  the  utilities  in  two 
respects:     first,  they  are  in  direct  competition  with  instruments  provided  by  the  utilities  to 
perform  similar  functions,  and  second,  they  result  in  a  reduction  of  utility  revenue  because  they 
ri'strict  the  number  of  telephone  calls  subscribers  may  make.      In  the  present  case,  for  example, 
both  utilities  sell  call  diverters  ami,  according  to  Phonetele,  10  days  after  decision  No.   80247 
was  filed  Pacific  proposed  to  place  on  the  market  a  new  device  which  was  "truly  competitive" 
to  the  Phonemaster.  i^  Phonetele  docs  not  raise  serious  objections  to  the  findings  of  the  Com- 
mission on  the   antitrust  aspects  of  its  supplemental  opinion,  and  we  do  not  express  any  opinion 
as  to  the  merits  of  the  Commission's  findings  in  this  respect.      Nevertheless,  the  circumstances 
pointed  out  by  Phonetele  illuminate  the  necessity  for  a  careful  weighing  of  competitive  factors. 
Wlicre,  as  here,  a  finding  in  favor  of  the  utilities  will  result  in  a  potential  threat  to  free  compe- 
tition, the  Commission  must  be  particularly  solicitous  to  assure  that  its  ultimate  determin.ation 
is  warranted  by  the  need  to  safeguard  the  telephone  network  as  a  whole.  ^/ 

We  do  not  intend  to  suggest  that  the  Commission  is  powerless  to  adopt  standards  to 
assure  that  customer-owned  equipment  will  not  adversely  affect  the  telephone  system,  or  that 
it  Is  prevented  from  reasonably  enforcing  those  standards.      Apparently  the  establishment  of  such 
a  program  involves  a  considerable  ilclay.      In  the  interim,  since  damage  to  the  telephone  system 
has  not  been  demon.'-lriited,  telephone  subscribers  who  choose  to  use  the  Phonemaster  should  be 
permitted  to  do  so  withi.ut  incurrini;  adtlitioial  charges  for  connecting  devices. 

We  order  decision  No.   802  17  annulled.      The  Commission's  order  requiring  the  utilities 
to  supply  the  protective  devices  to  Phonetele  customers  without  chart,c  (see  fn.   1,  ante)  is 
continued  in  effect  unless  and  until  the  Con  mission,  after  further  proceedings,  finds,  in 
accordance  with  the  standards  set  f.n-th  above,  that  the  Phonema-ter  will  have  an  adverse  effect 
upon  the  telephone  ne'work,  or  iuiUI  ,m  appropriate  eertifieation  program  is  adopted  and 
implemented  by  the  Commission. 


MOSK.   J. 


(^'\ 


WE   CONCIR: 

WRIGHT,  C.  J. 
MeCOMB,   J. 
TCtRRlNICR,    J. 
Brni^K,   J. 
CL.ARK,   J. 
*TA\LOR,   J. 

*As:--ipned  i.y  the  Chairman  of  the  Judicial  Coun-il 


1/  Paell'ic's  aJvicc  letter  to  the  Commission  regarding  th?  rew  call  diverter  apparently  was 
voluntarily  withdrawn  after  Phonetele  objected. 

5/  The  parties  presented  to  this  eour*,,  both  immediately  before  ?ni  af^er  oral  argument,  a 
voluminous  amount  of  material  involving  issues  not  directly  related  to  r'S"islon  No.   80247. 
For  example,  the  parties  argue  the  validity  of  tariff  135-T  in  the  lir.h*  of  recent  federal  decisions 
and  the  legality  of  certain  Commissior  actions  taken  subsequen'  te  d-"-iK'on  No.  80247  relating 
to  the  eertirictioii  program  as  well  as  the  adoption  of  p(,ssible  ai'crnr.tives  to  tariff  135-T. 
We  arc  not  required  to  and  do  not  reach  these  mr.tters  in  the  piesrn'  cpiMon. 
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February  13.  1970 


Mr.  Brouyette,  Project  Engineer 

Carrillo  Enterprises  ^ 

6110  Santa  Monica  Boalevard 

Hollywood,  California  90038 

Dear  Mr.  Brouyette: 

This  is  in  reply  to  your  request  of  February  5,  1970.  We  have 
enclosed  copies  of  our  Voice  Technical  References,  as  listed  below,  for 
your  use.  This  material  is  specifically  prepared  for  designers  of  voice 
communications  equipment  and  systems  who  intend  to  connect  their  equipment 
to  the  Bell  System  telecommunications  network.  Each  reference  includes 
interface  specifications  and  a  technisal  description  of  the  operation  of 
the  voice  connecting  arrangement. 

Knowing  of  your  interest  in  this  matter,  we  have  included  you  on 
our  mailing  list  to  receive  all  future  Voice  Technical  References.  Please 
note  that  the  enclosed  Technical  References  are  in  preliminary  format  and 
subject  to  revision. 

It  is  our  desire  to  design  and  engineer  new  voice  connecting 
arrangements  which  provide  the  most  flexible  use  of  the  public  network  by 
customer-provided  equipment,  and  at  the  same  time  provide  for  protection  of 
quality  and  cost  of  service  for  all  users. 

If  you  are  interested  in  obtaining  further  information  for  any  of 
these  arrangements,  please  feel  free  to  call  rae  on  Area  Code  212  393-21*77 
and  I  shall  arrange  to  obtain  it  for  you. 


Very  truly  yours 


^yUiyrUL 


<yAoJ^ 


Miss  Diane  E.  Folacik 
Zngineering  Assistant 
Voice  Technical  References 
Enclosures 

Technical  References 

Voice  Connecting  Arrangements 

2A,  30  Type   Voice  Coupler,  CDH, 

3A,  lA,   GDI,   CDI4,   CD5,   CDSUW,   CDY, 

CD7&8,   CD9,    CAU,   CD6,   SU7,   CDX,    ?.TT 
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TESTIMONY  OF  ROBERT  L.  FEINER 
CPUC  CASE  NO.  9625 

1.  Q.   Please  state  your  name  and  address. 

A.   My  name  is  Robert  L.  Feiner.  My  business  address  is  15414  Cabrlto 
Road,  Van  Nuys,  California. 

2.  Q.   What  is  your  business  occupation? 

A.   I  am  the  President  and  Chief  Executive  Officer  of  Phonetele,  Inc. 

3.  Q.   Please  describe  your  background  and  educational  experience. 

A.   I  have  a  Bachelor  of  Science  degree  in  Business  Administration  from 
the  University  of  California  at  Los  Angeles  with  a  major  in 
marketing  and  a  postgraduate  major  in  real  estate.   I  have  been 
involved  in  multi-million  dollar  real  estate  projects  as  a  broker, 
builder,  and  property  owner.   I  served  for  ten  years  on  the  Board 
of  Directors  of  a  public  company  involved  in  the  biochemical 
business  and  was  deeply  involved  in  its  corporate  finance  activi- 
ties, which  included  dealings  with  the  Investment  banking  community 
for  private  placements,  debenture  financing,  and  prospective  public 
offerings.   I  was  a  founder  and  the  first  President  and  Chief 
Executive  Officer  of  a  company  in  the  microfilm  business  which  is 
now  a  public  company.   I  am  a  founder  of  Phonetele,  Inc.   In  both 
the  microfilm  company  and  Phonetele  my  job  responsibility  required 
close  contact  with  the  investment  banking  community.   In  my  present 
capacity  I  have  arranged  a  line  of  accounts  receivable  financing, 
a  long  term  business  loan,  and  a  number  of  private  placements  for 
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Phonetele.   My  responsibility  for  corporate  financing  keeps  me  in 
continual  contact  with  the  investment  banking  community.   The  ob- 
jective of  Phonetele,  Inc.,  is  to  eventually  become  a  public 
company  and  therefore  I  am  kept  aware  of  public  financing  con- 
siderations.  That  awareness  has  been  kept  sharp  by  having  long 
subscribed  to  and  the  consistent  regular  reading  of  Fortune 
Magazine,  Forbes,  Business  Week,  Dun ' s ,  Nation's  Business,  Over- 
The-Counter  Securities  Review,  The  0-T-C  Market  Chronicle.  Harvard 
Business  Review,  California  Business,  The  Wall  Street  Journal,  and 
occasionally  Barron's  and  The  Wall  Street  Transcript.   To  assist 
us  in  our  objective  of  achieving  public  funding,  we  have  in  the 
past  used  the  consulting  services  of  A.  D.  Little  by  purchasing  a 
feasibility  study.   Our  auditor.  Peat,  Marwick,  Mitchell  &  Company 
also  provides  us  with  consulting  services.   In  addition  we  are 
utilizing  the  consulting  services  of  PFO  Enterprises,  Inc.  to  help 
us  achieve  our  objectives.   Consequently,  I  must  keep  keenly  abreast 
of  financial  considerations. 

Q.   What  is  the  purpose  of  your  testimony? 

A.   i  will  describe  the  economic  Impact  on  the  earnings  per  share  of 
Pacific  Telephone  and/or  AT&T  as  a  result  of  competition  in  the 
customer  equipment  business.   I  will  also  describe  how  the  concept 
of  "end-to-end  service"  and  the  "common  carrier  principle'  is 
fallacious  in  that  the  customer  equipment  market  is  not  embraced 
by  a  "natural  monopoly,"  as  the  carriers  continually  allege. 
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Q.   Why  is  the  question  of  earnings  per  share  of  Pacific  Telephone 
and/or  AT&T  pertinent  to  this  proceeding? 

A.   In  opposing  competition  there  have  been  two  dominant  themes  ex- 
pounded by  the  carriers.   The  first  is  the  allegation  that 
certified  customer  equipment  will  cause  deterioration  of  tele- 
phone service  and  the  second  is  the  allegation  that  competition 
will  cause  residential  telephone  rates  to  rise.   I  have  attached 
a  number  of  Exhibits  which  generally  evidence  this.   EXHIBIT  KK 
contains  excerpts  on  competition  from  the  remarks  of  John  deButts 
in  AT&T's  1973  Annual  Report.   EXHIBIT  LL  contains  comments  on 
competition  from  Mr.  deButts'  report  to  the  New  York  Society  of 
Security  Analysts.   EXHIBIT  MM  contains  excerpts  on  competition 
from  the  speech  made  by  Mr.  deButts  at  the  1974  Annual  Shareholders' 
Meeting,  and  finally,  EXHIBIT  NN  contains  excerpts  on  competition 
from  the  Prospectus  on  the  recent  500  million  dollar  AT&T  debenture 
offering. 

Q.   What  do  these  Exhibits  have  to  say  about  the  effect  of  competition 
on  earnings? 

A.   Tnat  is  what  is  really  fascinating  about  them.   The  subject  is 
really  glossed  over.   The  New  York  analysts,  however,  appeared 
inquisitive  after  Mr.  deButts  stated  that  he  did  not  think  compe- 
tition loomed  "very  large  in  the  context  of  AT&T  as  an  investment 
prospect,"  and  also  that  "we  are  not  trying  to  protect  the  bottom 
line  of  AT&T  or  the  Bell  System  -  we  can  do  that  with  or  without 
competition."   He  states  this  in  EXHIBIT  LL,  Pages  15  and  18  of 
the  report  to  the  analysts. 
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7.  Q.   So  what  exactly  is  the  point  that  you  are  trying  to  make? 
A.   The  point  that  I  am  trying  to  make  is  that  AT&T's  motive  in 

opposing  competition  is  not  network  harm  or  cost  to  the  residential 
subscriber  -  those  are  phony  arguments,  but  highly  effective  ones. 
I  also  will  make  the  point  that  the  real  issue  is  earnings  per 
share,  that  Mr.  deButts  disclaimed  too  much  to  the  analysts.   And 
in  fact,  these  disclaimers  and  the  general  failure  to  disclose  the 
problem  generally  may  have  violated  disclosure  laws,  not  just  to 
shareholders,  but  most  seriously  to  bondholders,  particularly 
under  the  recent  offering. 

8.  Q.   Are  you  saying  that  Mr.  deButts  is  being  untruthful? 

A.   No.   I  will  not  say  he  Is  knowingly  or  intentionally  being  un- 
truthful.  I  do  believe  he  is  getting  bad  counsel.   That  is  a 
common  problem  for  Chief  Executives,  even  Presidents  of  the  United 
States.   I  just  don't  believe  he's  telling  the  whole  story. 

9.  Q.   Why  do  you  think  network  harm  is  a  phony  argument? 

A.   I  can  only  point  to  Phonetele's  recent  California  Supreme  Court 

Decision,  our  general  experience  with  the  issue,  and  most  signifi- 
cantly, to  the  extensive  arguments  we  made  in  our  voluminous  filings 
in  this  Case. 
10.   Q.   Why  do  you  believe  the  argument  that  residential  rates  will  rise 

is  phony? 
A.   The  NARUC  Report  After  Investigation  supports  this  contention  but 
only  after  prefacing  this  conclusion  by  stating  it  would  occur 
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"under  current  regulatory  practices."  These  practices  need  only 
be  changed  to  foreclose  that  occurrence,  and  even  this  Conunission 
recognized  this  fact  in  its  originating  order  in  this  Case, 
though  it  later  changed  its  position.   Also,  the  recent  Dittberner 
Report  done  for  the  Office  of  Telecommunications  Policy  takes  just 
the  opposite  view,  that  is,  residential  subscribers  are  subsidizing 
business.   So  we  have  totally  opposite  views.   Everybody  will 
probably  argue  the  issue  for  years  but  even  NARUC  recognized  that 
it  is  really  an  issue  of  "regulatory  practices." 

11.  Q.   Are  you  saying  that  investigations  into  economic  impact  questions 

are  not  pertinent  at  this  time? 
A.   No,  I  am  not  saying  that.   There  should  be  economic  inquiries. 
But  I  am  saying  that  they  should  not  be  conducted  in  the  context 
of  trying  to  outlaw  or  emasculate  interconnect  competition. 
Unfortunately,  I  believe  that  has  been  a  subtle  theme  of  such 
investigations.   On  the  other  hand,  regulators  should  certainly 
investigate  what  economic  dislocations  will  occur  with  competition 
and  I  believe  it  is  their  duty  to  do  so.  And,  I  certainly  do  not 
believe  an  economic  inquiry  is  appropriate  in  this  case  which 
alleges  to  be  an  inquiry  into  certification.   I  believe  the  Court 
will  agree  with  that. 

12.  Q.   In  what  other  ways  do  you  believe  economic  inquiries  have  been 

deficient? 
A.   Phonetele  participated  in  the  North  Carolina  case,  the  NARUC  in- 
vestigation, is  participating  in  FCC  Docket  20003,  and  is  involved 
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in  this  Case.   In  these  cases  the  question  of  earnings  per  share 

is  not  an  issue  when  it  is,  in  my  belief,  the  single  most  threatening 

issue  facing  the  carriers  with  the  advent  of  competition. 

13.  Q.   Can  you  explain  what  is  meant  by  earnings  per  share? 

A.   It  is  simply  calculated  by  taking  after  tax  earnings  and  dividing 
them  by  the  total  number  of  common  shares  outstanding. 

14.  Q.   Why  is  this  figure  important? 

A.   I  have  attached  as  EXHIBIT  00  excerpts  from  AT&T's  Annual  Statistical 
Report  for  1973.   It  shows  that  AT&T  follows  the  common  practice  of 
monitoring  earnings  per  share  and  its  price  earnings  multiple  as 
methods  of  measuring  the  company's  performance.   The  price  earnings 
multiple  is  frequently  referred  to  as  the  PE  ratio. 

15.  Q.   What  is  a  PE  ratio  and  why  is  it  significant? 

A.   Earnings  per  share  times  the  PE  ratio  equals  market  price.   There- 
fore, the  PE  ratio  is  a  measurement  by  which  the  stock  market  places 
a  value  on  the  company's  stock. 

16.  Q.   Why  is  that  significant? 

A.   The  value  of  the  stock  is  important  to  a  company's  ability  to  raise 
capital  in  the  market  place  either  through  equity  or  debt  offerings. 
For  a  capital  intensive  company  like  AT&T,  market  value  is  par- 
ticularly critical.   In  fact,  it  is  generally  recognized  that  AT&T 
raised  the  recent  $500  million  through  debt  instead  of  equity 
because  the  price  of  its  stock  was  much  too  low.   The  price  earnings 
multiple  in  1973  was  at  a  low  (EXHIBIT  00).   The  projected  impact 
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on  earnings  per  share  by  excessive  dilution  required  to  raise  the 
one-half  billion  sum  through  an  equity  offering  in  a  poor  market 
probably  exceeded  the  cost  of  paying  an  interest  rate  on  debentures 
that  exceeded  AT&T's  rate  of  return.   AT&T  had  to  raise  this  money 
at  the  highest  interest  rate  ever,  an  interest  rate  that  exceeded 
its  rate  of  return,  and  that  hurts  earnings  per  share. 

Q.   How  can  a  high  interest  rate  on  a  debenture  affect  earnings  per 
share? 

A.   A  rate  of  return  is  allowed  on  the  rate  base.   The  base  is  es- 
sentially the  stim  of  all  investments  consisting  of  both  debt  and 
equity.   If  the  overall  rate  of  return  allowed  a  carrier  was  say, 
8.5%,  and  the  interest  rate  on  a  debenture  was  say  7.0%,  the  1.5% 
differential  would  accrue  to  the  benefit  of  the  shareholders.   But 
in  the  converse,  if  the  garnered  rate  of  return  was  8%  and  de- 
bentures cost  9,  as  they  nearly  did,  this  differential  would  be 
borne  by  the  equity  holders  and  would  result  in  a  lower  earnings 
per  share  and  a  lower  market  price  for  the  shares  based  upon  the 
PE  ratio. 

Q.   Why  would  this  concern  AT&T?   Couldn't  they  just  seek  a  higher 
rate  of  return  from  the  regulators? 

A.   Rates  of  return  and  interest  rates  are  both  at  highs,  the  former 
because  of  the  latter.   The  allowed  rise  in  rates  of  return  have 
generally  lagged  rising  interest  rates  and  there  will  no  doubt  be 
pressure  to  reduce  them  if  interest  rates  drop.   Rates  of  return 
would  then  likely  lag  falling  interest  rates,  thereby  resulting 
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In  some  "windfall"  to  the  carriers,  particularly  if  they  move 
swiftly  into  the  debt  market.   Of  course,  such  a  "windfall"  might 
not  be  realized  if  rebates  are  ordered  and  if  history  tells  us 
anything,  that  would  likely  happen  to  Pacific. 

19.  Q.   You  have  shown  that  the  price  earnings  ratio  is  at  a  low,  what 

about  earnings  per  share? 
A.   Earnings  per  share  are  at  an  all-time  high,  and  that  is  particularly 
disconcerting  combined  with  the  price  earnings  ratio  being  at  a  low. 
EXHIBIT  PP  is  interesting.   By  taking  data  from  EXHIBIT  00  there 
is  revealed  the  recent  trends  in  the  incremental  percentage  changes 
In  earnings  per  share  after  discounting  the  impact  of  changes  in 
revenue.   Though  this  is  a  cursory  analysis,  it  reveals  a  rather 
poor  performance  in  the  "adjusted"  and  "analyzed"  earnings  per 
share,  even  though  they  have  been  increasing.   1973  was  obviously 
a  turnaround  year  and  the  improvement  in  actual  performance  is 
measured  by  the  2.20%  figure.   It  is  this  column  of  figures  that 
is  the  focus  of  this  discussion. 

20.  Q.  Why  do  you  say  it  is  the  focus  of  this  discussion? 

A.   Because  in  the  following  testimony  I  will  attempt  to  show  how 

competition  will  materially  affect  this  column  of  figures  and  why 
in  my  belief  the  telephone  utilities,  all  of  them,  are  fighting 
competition  so  vigorously.   They  realize  that  there  would  be 
little  legislative  or  public  sympathy  for  the  earnings  of  the 
telcos,  so  they  have  focused  the  controversy,  brilliantly  so,  on 
"harm"  to  the  network  and  cost  to  the  residential  subscriber. 
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Q.   Then  how  will  competition  affect  this  column  of  figures? 

A.   Mr.  Fochler  of  Pacific  Telephone  stated  in  his  testimony  that 

"total  revenues  for  those  services  already  affected  by  replacement 
with  interconnect  equipment  were  255  million  dollars,  more  than 
250  million  of  which  was  for  PBX,  key  and  data  equipment."  This 
is  fairly  well  confirmed  in  EXHIBIT  QQ  which  is  Page  C-11  from  the 
NARUC  Report  After  Investigation  dated  May  15,  1974.   The  1974 
Bell  market  for  PBX's  is  $1263  million,  and  for  KTS  $1308  million, 
or  a  total  of  $2571  million.   Considering  that  Pacific  represents 
roughly  10%  of  AT&T,  these  figures  suggest  an  estimate  of  $257.1 
million  for  Pacific.   To  simplify  this  discussion  I  will  settle  on 
the  figure  of  $250  million  as  representing  the  PBX  and  KTS  market 
for  Pacific  and  momentarily  set  aside  considerations  of  the  "other" 
equipment  and  data  equipment.   The  information  is  too  sketchy  to  do 
otherwise.   According  to  NARUC,  per  EXHIBIT  QQ,  by  197A  the  Maximum 
Baseline  PBX  Market  will  be  $3277  million  and  for  KTS  it  will  be 
$3581  million,  or  47.78%  and  52.22%  respectively  of  the  total  of 
these  figures.   The  minimum  market  penetration  by  1984  is  projected 
to  be  39%  and  15%  respectively.   Now  applying  the  47.78%  and  the 
52.22%  to  the  present  aforementioned  settled  upon  $250  million 
market  at  issue,  we  arrive  at  $119,450,000  and  $130,550,000 
breakdown  as  to  PBX  and  KTS  equipment  respectively.   We  also  see 
that  the  penetration  is  projected  as  39%  of  this  $119,450,000,  or 
$46,585,000,  and  15%  of  $130,550,000,  or  $19,583,000,  or  a  total 
of  $66,168,000  of  the  $250,000,000. 
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22.  Q.   So  it  Is  your  contention  that  Pacific  is,  by  your  extrapolated 

analysis,  threatened  to  the  extent  of  66  million^ dollars  of  the 
$250  million.   What  effect  does  that  have  on  earnings  per  share? 
A.   Because  this  loss  of  business  would  be  on  telephone  company  provided 
equipment,  Pacific  would  be  losing  a  substantial  portion  of  its 
rate  base.  Therefore,  on  such  a  revenue  loss  we  need  to  estimate 
how  much  of  that  $66  million  would  be  actual  after  tax  earnings.  > 

23.  Q.   Did  you  arrive  at  such  a  calculation? 

A.   Not  as  such  because  definitive  data  was  not  readily  available  to 
me  to  make  such  a  determination.   But  I  did  inquire  of  Mr.  Paul 
Popenoe  of  the  Commission  Staff  realizing  he  was  knowledgeable. 
.  I  asked  him  to  make  an  estimate. 

24.  Q.   What  was  his  estimate? 

A.  He  estimated  that  the  loss  to  Pacific  Telephone  in  after  tax  earnings 
may  be  as  high  as  25%  of  that  $66  million,  or  $16,500,000. 

25.  Q.   In  other  words,  if  the  NARUC  minimum  market  penetration  figures  for 

198A  are  accurate,  the  vulnerability  on  1973  earnings  could  have 
been  $16,500,000. 
A.   That  is  correct.   Of  course  that  was  NARUC' s  minimum  penetration 
estimate.   There  have  been  other  estimates  that  have  been  higher. 
It  should  also  be  remembered  that  earlier  we  did  exclude  "other" 
equipment  and  data  equipment.   Also,  there  has  been  no  analysis  at 
all  of  the  impact  on  earnings  per  share  due  to  the  specialized 
common  carriers. 
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26.   Q.   If  that  $16,500,000  figure  was  correct,  what  Impact  would  that 
have  on  earnings  per  share  for  Pacific? 
A.  To  analyze  that  we  have  to  look  at  Pacific's  1973  net  after  tax 
earnings  which  totaled  $257,894,061.   But  Pacific  has  pending  the 
possibility  of  $42,487,000  reduction  in  revenue  and  earnings  for 
1973  due  to  a  potential  rebate.   Pacific  has  not  been  faring  well 
in  this  regard  and  their  earnings  may  be  adjusted  downward  to 
$215,407,061,  so  I  will  use  that  figure.   A  reduction  in  this 
latter  amount  by  $16,500,000  is  quite  substantial,  being  equiva- 
lent to  7.65%.  When  we  go  back  and  look  at  the  net  percentage 
variation  in  the  earnings  per  share  shown  in  the  last  column  of 
EXHIBIT  PP,  this  7.65%  figure  becomes  substantial,  very  substantial. 
The  positive  2.20  figure  for  1973  would  have  been  a  negative  5.45%. 
When  one  looks  at  the  considerable  variations  in  this  last  column 
over  the  years  it  should  be  evident  that  an  additional  negative 
impact  of  7.65%  surpasses  the  customary  forces  that  have  caused 
such  variables  to  occur  over  those  years.   In  fact  when  we  take 
this  last  column  of  figures  covering  fourteen  years  and  average 
them  the  variable  is  a  negative  1.63%.   So  add  to  this  average 
14  year  negative  of  1.63%  the  threat  of  an  additional  negative 
7.65%,  the  concern  must  be  profound.  To  put  it  yet  another  way, 
7.65%  is  almost  4  1/2  times  the  1.63%  figure.   In  other  words,  the 
effects  of  competition  can  Impose  a  variation  on  the  real  earnings 
per  share  as  a  force  equal  to  4  1/2  times  all  of  the  other  combined 
economic  forces  that  have  been  working  against  AT&T  in  the  past 
fourteen  years. 
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27.   Q.   Do  you  really  believe  these  numbers  are  accurate? 

A.   There  is  absolutely  no  way  of  characterizing  extrapolated  pro- 
jections as  accurate.   But  I  think  what  I  have  created  is  a 
reasonable  hypothesis  based  upon  the  numbers  of  others.   1  did  not 
create  any  of  these  numbers  myself.  At  least  the  basis  by  which  I 
arrived  at  the  7.65%  and  4  1/2  times  figures  is  clearly  set  forth. 
Therefore  anyone  can  challenge  any  part  of  this  hypothesis.   For  ' 
example,  is  the  minimum  market  penetration  estimated  by  NARUC 
correct,  will  Pacific  have  to  make  the  rebate,  is  Mr.  Popenoe's 
estimate  of  possible  net  earnings  being  one-fourth  of  the  $66 
million  correct,  if  not,  what  is  it?  The  point  is  not  whether  the 
7.65%  and  A  1/2  times  figures  are  correct,  that  is  really  not 
important,  per  se.  What  is  important  is  the  obvious  fact  that 
there  will  be  a  substantial  impact  to  some  degree  on  the  net 
earnings  of  the  carriers.   It  is  for  this  reason  that  I  believe 
the  carriers  are  fighting  competition.   They  don't  care  about 
residential  rates.   They  are  using  that  argument  to  protect  their 
shareholders,  not  the  residential  subscriber.   And  the  same  goes 
for  the  network  harm  issue-.   They  know  certification  can  work  and 
that  is  evidenced  by  their  early  support  of  certification,  on  the 
record,  in  the  Phonetele  Case. 

28.   Q.   If  what  you  say  does  occur,  won't  this  cause  rates  to  rise  in 
order  to  compensate  for  the  loss  to  the  shareholders? 
A.   Rates  are  increased  for  primarily  two  reasons.   The  first  reason 
is  to  cover  increasing  costs  of  doing  business.   The  second 
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reason  is  to  allow  a  greater  rate  of  return  to  continue  the  utility 
as  an  attractive  Investment  in  relation  to  rising  interest  rates, 
i.e.,  other  investment  opportunities.   Neither  of  these  two 
situations  are  at  issue  here.   What  is  happening  is  competition  is 
displacing  the  utilities  rate  base  which  doesn't  affect  the  rate 
of  return  but  does  affect  the  net  earnings.   Decreased  earnings 
due  to  a  decreased  rate  base  would  not  require  a  rate  increase  and 
could  not  justify  it.   In  fact,  from  a  practical  standpoint  it 
would  seem  impossible  to  accomplish  a  rate  of  return  increase  if 
this  was  at  a  time  when  the  rate  of  return  was  already  at  a  high 
and  interest  rates  were  dropping. 

29.   Q.   But  then  doesn't  this  mean  that  the  utility  would  be  an  unattractive 
investment  and  wouldn't  regulators  nevertheless  have  to  grant  rate 
increases? 
A.   If  the  earnings  per  share  dropped  and  the  price  earnings  ratio 
remained  the  same,  the  net  effect  is  that  the  price  of  the  stock 
would  drop  to  the  point  where  it  would  once  again  be  an  attractive 
investment.   This  function  is  basic  to  the  market  place.   The 
shareholders  may  have  substantial  market  losses,  but  regulators 
could  hardly  increase  rates  to  save  the  shareholders'  personal 
investment.   It  should  be  remembered  that  this  occurs  gradually  so 
it's  not  traumatic.   In  fact,  looking  at  EXHIBIT  00  shows  how  AT&T's 
price  earnings  ratio  has  performed  poorly.   It  is  the  market  place 
that  determines  whether  an  investment  is  attractive  in  relation  to 
alternative  investment  opportunities.   Essentially,  stocks  rise  and 
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fall  in  the  market  place  because  they  compete  to  remain  attractive 
investments.   AT&T  is  no  different.   As  long  as  AT&T's  rate  of 
return  in  relation  to  interest  rates  is  attractive,  the  market  will 
adjust  the  price  of  AT&T  stock  according  to  its  earnings  to  allow 
AT&T  to  continually  compete  as  an  attractive  investment. 

30.  Q.   Are  you  predicting  substantial  paper  losses  to  shareholders  of  the 

telephone  utilities? 
A.   Over  a  longer  term  it  appears  this  will  be  the  net  effect  of  compe- 
tition, but  it  no  doubt  will  be  gradual.   The  one  thing  that  could 
obscure  the  visibility  of  this  effect  tremendously  is  a  continuing 
high  rate  of  inflation.   But  this  poses  another  serious  effect  that 
can  compound  the  problem,  and  that  is  the  fact  that  rate  increases 
lag  rising  costs.   But  it  is  very  difficult  to  predict  the  impact 
other  than  the  fact  that  there  will  be  one.  What  is  really  required 
is  detailed  analysis  on  this  whole  subject.   It  is  the  purpose  of  my 
testimony  to  ask  the  questions,  not  necessarily  to  provide  the 
answers.   It  is  the  purpose  of  my  testimony  to  show  that  the  question 
of  earnings  simply  has  to  be  the  real  reason  why  the  carriers  are 
fighting  competition  so  hard.   If  we  are  to  make  an  economic  inquiry, 
then  inquiry  into  the  question  of  earnings  is  essential.   In  that 
way  all  parties  can  see  in  better  perspective  the  opposing  arguments 
set  forth  by  the  carriers  on  the  subject  of  competition. 

31.  Q.   Are  you  suggesting  that  the  carriers  have  been  less  than  forthright 

in  the  arguments  against  competition? 
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I  think  they  have  been  evading  the  earnings  Issue  very  effectively. 
In  regard  to  the  question  of  candor  I  have  attached  the  Interesting 
EXHIBIT  RR.   Because  AT&T  has  cloaked  so  many  of  its  arguments  in 
tradition,  the  words  of  Theodore  N.  Vail,  the  real  founder  of  AT&T, 
are  illuminating. 

Doesn't  this  reference  question  the  honesty  of  Mr.  deButts' 
statement? 

I  don't  believe  it  does  that  at  all.   If  Mr.  deButts  was  on  a  witness 
stand,  which  he  is  not,  I  have  no  reason  to  believe  he  would  be 
any  less  forthright  and  honest  than  Mr.  Vail.  He  would  either  con- 
firm what  I  am  saying  or  demolish  my  arguments,  or  perhaps  answer 
somewhere  in  between.   I  believe  the  reference  to  Mr.  Vail  does  call 
on  Mr.  deButts  to  respond  publicly  as  though  he  were  on  a  witness 
stand.   But  let's  understand  Mr.  deButts'  role.   He  is  AT&T's  super- 
salesman.  He  even  made  a  special  trip  to  Europe  to  extol  the  virtues 
of  AT&T  to  the  European  financial  community.  He  has  to  hedge  his 
sales  pitch.  Look  at  the  first  question  an  analyst  asked  him,  the 
one  on  Page  17.  Mr.  deButts  hedged  the  answer  like  a  skilled  poli- 
tician, concluding  with  the  statement  that  "we  are  not  trying  to 
protect  the  bottom  line  of  AT&T  on  the  Bell  System  -  we  can  do  that 
with  or  without  competition."  I  believe  the  first  part  of  that 
statement  is  a  salesman  talking,  and  the  second  part  is  unsupported 
by  the  evidence.   If  AT&T  had  been  able  to  "protect  the  bottom  line" 
it  would  not  have  Incurred  the  negative  1.63%  earnings  record.  And 
If  it  cannot  accomplish  that,  I  do  not  see  how  it  can  further 
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"protect  the  bottom  line"  against  an  additional  negative  7.65%  due 
to  competition.   On  the  other  hand,  Mr.  deButts  is  not  to  be  under- 
estimated.  His  optimism  has  solid  foundation  in  his  accomplishment 
of  the  1973  turnaround. 

Q.   When  Mr.  deButts  expressed  the  opinion  that  AT&T  can  protect  its 
bottom  line,  couldn't  it  be  because  he  believes  regulators  will 
increase  rates  to  afford  that  protection? 

A.   As  I  said,  history  does  not  support  that.   There  is  no  support  to 
the  suggestion  that  regulators  will  increase  rates  to  protect 
earnings  per  share,  rate  of  return  yes,  earnings  per  share  no.   I 
believe  the  regulators  try  to  give  AT&T  an  ample  rate  of  return  to 
remain  attractive  in  relationship  to  other  investment  opportunities 
and  they  essentially  tell  AT&T  to  protect  its  own  bottom  line  by 
competent  management.   1  will  state  again,  I  do  not  believe  it  is 
the  responsibility  of  regulators  to  tax  the  subscribing  public  on 
behalf  of  AT&T's  shareholders. 

Q.   At  the  beginning  you  stated  that  the  purpose  of  your  testimony  was 
to  also  describe  how  the  concept  of  end-to-end  service  and  the 
common  carrier  principle  were  fallacious  and  that  the  customer 
equipment  market  is  not  embraced  by  a  natural  monopoly.   Would  you 
explain  this? 

A.   The  concept  of  end-to-end  service  and  the  common  carrier  principle 
is  based  upon  the  allegation  of  the  carriers  that  they  have  a 
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natural  monopoly.   This  is  why  they  oppose  competition,  even  in  the 
customer  equipment  market.   I  believe  the  expression  "common  carrier 
principle"  is  a  euphemism  for  natural  monopoly.   It  is  a  more  tena- 
ble expression.   It  has  a  nice  ring  to  it.   However,  EXHIBIT  SS-1 
shows  that  a  telephone  company  is  not  a  common  carrier. 

35.   Q.  Who  has  alleged  that  AT&T  has  a  natural  monopoly? 

A.  Mr.  deButts  makes  this  statement  in  the  1973  Annual  Report  of  AT&T 

which  is  attached  as  EXHIBIT  KK  and  he  states,  quote 

I  would  like  to  turn  now  to  a  question  of 
particularly  grave  import  for  the  future 
of  telecommunications  in  the  United  States  - 
and  that  is  the  degree  to  which  competition 
should  obtain  in  an  industry  recognized 
throughout  most  of  its  history  as  a  natural 
monopoly.   Unquote. 

Mr.  Robert  D.  Lilley,  President  of  AT&T,  made  the  following  statement 

as  quoted  in  the  May  23,  1974  edition  of  Public  Utilities  Fortnightly, 

quote 

From  the  start,  the  Bell  system  has  had  to 
face  up  to  the  peculiar  problems  and  re- 
sponsibilities of  a  business  organized  and 
operated  along  lines  that  run  counter  to 
widely  accepted  Ideological  principles  in 
this  country.  We  are  a  natural  monopoly. 
We  are  vertically  integrated.   We  have 
traditionally  opposed  competition  in  the 
broad-scale  provision  of  telecommunications 
service.  We  have  always  seemed  to  be 
'agin'  the  commonly  accepted  truth  that, 
in  all  times  and  all  circumstances,  the 
free  reign  of  competition  will  serve  the 
public  interest.   Unquote. 

36.   Q.   Why  is  the  question  of  natural  monopoly  important? 

A.   The  argument  of  natural  monopoly  appears  to  be  formulating  as  a 
major  issue.   It  certainly  is  an  issue  raised  in  the  FCC  economic 
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Inquiry  Docket  20003.   The  Chief  of  the  Common  Carrier  Bureau, 

Walter  Hinchman,  was  quoted  in  the  May  13,  197A  edition  of 

Telecommunications  Reports  as  follows,  quote 

The  time  is  ripe,  and  perhaps  even  long 
overdue,  to  begin  to  define  the  meaning 
of  a  natural  monopoly  or  monopolies  in  the 
communications  field:   What  is  the  economic, 
operational,  or  other  basis  for  labeling  a 
given  communications  activity  a  'natural  ^ 

monopoly'?  What  are  the  bounds  and  inter- 
relationship among  any  such  natural  monopo- 
lies? What  are  the  dynamic  vs.  static 
characteristics  and  forces  at  play,  and  how 
do  these  affect  the  concept  of  a  natural 
monopoly?   Unquote. 

37.  Q.   What  is  a  natural  monopoly? 

A.   That  of  course  is  the  real  question.   FCC  Docket  20003  on  Page  5 
asks  that  each  party,  quote,  will  address  the  question  of  whether 
the  supply  of  customer-operated  facilities  is  a  natural  monopoly 
according  to  accepted  economic  definition  of  that  term,  unquote. 

38.  Q.   Then  what  is  the  accepted  economic  definition  of  that  term? 

A.  After  receiving  Docket  20003  I  asked  myself  that  very  question. 

My  450,000  entry  dictionary  contained  no  definition.   This  prompted 
me  to  visit  the  UCLA  Graduate  School  of  Business  Administration 
Library.   There  I  examined  over  forty  texts  on  economics  and 
utility  regulation.   The  definition  is  generally  a  dissertation 
of  some  kind  as  opposed  to  a  dictionary-type  definition,  with  one 
exception. 

39.  Q.   How  was  it  defined? 
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A.   It  was  defined  mostly  predating  any  of  the  present  controversy,  and 
therefore  is  impartial.   Because  most  of  it  is  in  the  form  of  lengthy 
explanations,  I  have  attached  numerous  excerpts  attached  as  EXHIBIT 
SS.   I  have  carefully  provided  specific  references  even  to  the  page 
of  the  book  to  facilitate  the  research  of  others.  To  specifically 
answer  the  question  as  to  the  accepted  economic  definition,  it  is 
for  each  party  to  come  to  their  own  conclusion,  independently,  even 
though  I  have  made  comments . 

40.   Q.   Well  then,  is  the  customer  equipment  market  a  natural  monopoly  of 
the  telephone  utilities? 
A.   I  do  not  see  how  anyone  can  conclude  from  a  study  of  EXHIBIT  SS 
that  the  customer  equipment  market  is  a  natural  monopoly.  The 
telcos  have  maintained  and  presently  do  maintain  an  artificial 
monopoly  over  this  market,  and  I  believe  unlawfully  so,  precisely 
because  it  is  not  a  natural  monopoly.   This  is  the  reason  that  in 
Phonetele's  OMNIBUS  PETITION  filed  April  19,  1974,  we  petitioned 
the  Commission,  quote,  to  investigate  whether  or  not  the  telephone 
utilities  have  been,  and  are  presently  unlawfully  monopolizing  the 
customer  equipment  market,  unquote. 

41,  Q.  What  action  has  the  Commission  taken? 

A.  None.   I  do  not  believe  that  the  economic  inquiry  in  this  Case  can 
be  complete  without  deciding  this  basic  economic  question.   Such  a 
decision  is  essential  to  decide  antitrust  matters.   Inasmuch  as 
the  Supreme  Court  has  instructed  the  Commission  to  be  solicitous 
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on  antitrust  matters,  the  Court  has,  in  my  view,  ordered  the 
Commission  to  decide  this  matter,  i.e.,  to  determine  whether  the 
telephone  utilities  are  unlawfully  monopolizing  the  customer 
equipment  market. 

42.  Q.   Why  In  your  view  don't  the  telephone  utilities  have  a  natural 

monopoly? 
A.   That  is  best  answered  by  referring  to  my  specific  comments  in 
EXHIBIT  SS. 

43.  Q.  Don't  you  believe  that  your  findings  in  EXHIBIT  SS  fail  to  support 

the  concept  of  specialized  common  carriers  as  an  acceptable  form  of 
competition? 
A.  No,  though  it  would  certainly  appear  that  way  from  what  I  have 

provided.   Justifying  specialized  common  carriers  is  quite  possible 
but  it  is  a  score  times  more  complex  to  do.   It  would  have  required 
much  more  extensive  research  and  numerous  more  references  of  the 
type  I  have  made.  What  is  really  required  is  legal  research  in- 
stead of  the  mere  culling  of  definitions.   I  did  not  even  try  to 
discuss  specialized  common  carriers  because  that  area  of  competition 
is  not  pertinent  to  this  Case. 
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Per  Cent 
Increase  In 
(1)                 Earnings  Per 
(1)                 Earnings               Share  Not  Due 
Revenue    Per  Cent      Per       Per  Cent     To  Revenue 
(000000)    Increase Share Increase Increase 


1960    $  7,920  2.77 

(2)  (2)  (2) 

1965    $11,062      1.93        3.A1       4.60  2.67 


1966  $12,138  09.72        3.69       08.21 

1967  $13,009  07.17 

1968  $14,100  08.38 

1969  $15,684  11.23 

1970  $16,955  08.10 

1971  $18,442  08.77 


1972  $20,904     13.34 

1973  $23,527     12.54 


3.79 

02.71 

(4.46) 

3.75 

(1.06) 

(9.44) 

4.01 

06.93 

(4.30) 

3.99 

(.05) 

(8.15) 

3.92 

(1.76) 

(10.53) 

4.34 

10.71 

(2.63) 

(3) 
4.98 

14.74 

2.20 

14  Year  Average   (1.63) 

(1)  Source:  AT&T  Annual  Statistical  Report  for  1973,  Pages  2  &  3. 

(2)  Yearly  Average. 

(3)  1973  Earnings  Per  Share  was  $5.06  Including  $0.08  extraordinary 
gain  in  the  sale  of  COMSAT. 
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TABl.E   C-3 

PROJECTED  F.r,i,L/Lvn:ur.oN,\'i;cT  I'f.^f;'^;!'^';^!;'';^,, 

SHARES   AT   MINIMUM    INTERCONNJICT    Pb,\Ei  RATIO.. 

Maximum        2jIk!l£S£!lliii^^5 f, ^^_'i-;lli-^X^'''.'L- .--- 

Baseline       MiTmT.TIi        MEFkTt    ^axiniun        Marke 
PBX  Market     PBX 


Share     PBX  Rev.        Shai 


^TMSiioni  fSMiUion)  (li__  iULiiii-i  H) 


llSl 

127  5  92 


1974  1263  82 

1975  1390  lis  -                                                        ^(, 

1976  1529  156  10         l-^.- 

1977  1682  212  13          ■  /« 

1978  1850  291  16         15^9 

1979  2035 


372  18        1663  8/ 

1  21        1757 


1980  2238  481  ^^        --'  . 

1981  2462  62  25        1S.8  /• 


1265  39        2012 


TABLE  C-4 

PROJECTED  BELL/LNTERCGXK'ECT  KTS  M'XRKET 
SH..\RES  AT  M1XT;.;UM  INTERCONNECT  PENETRATIO 


Maximum 
Baseline 

intercoi 

inecr 

Minimum 

Market 

KTS  Market 

KTS  Rev.^- 

Share 

,, 

fS  Million; 

L 

fS  Million) 

m 

Year 

1974 

1308 

17 

1 
2 

1975 

1446 

29 

1976 

1599 

46 

3 
4 

1977 

1769 

69 

1978 

1957 

99 

5 

1979 

2164 

137 

6 

IDSO 

2393 

186 

8 

19  81 

2647 

248 

9 

1982 

2928 

325 

11 

1983 

3238 

423 

13 

1984 

3581 

545 

■15 

•■  Dcno 

tcs  iinnjmum 

rc\'e 

nue  loss  to  i: 

;eU  as  me 

and 

not  rc\'enL.cs 

act 

ua] ly  receive 

■(.;  !))■  iiite 

Bell  System 

i\;arkct 


Maximum  '''- 

KTS  Rev.  Share 
($,   Million)     ill__. 

1291  9'-' 

1417  98 

1553  97 

1700  96 

1858  95 

2027  94 

2207  92 

2399  91 

2603  89 

28.15  87 

3036  85 


Its  tarn 
industry. 


r^ 
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EXHIBIT   RR 


When  lawsuits  developed,  as  they  were  bound  to 
now  and  then,  there  was  never  any  question  as  to 
what  Theodore  Vail  would  do  on  the  witness  stand. 
He  would  tell  the  truth — all  of  it,  and  his  case  would 
stand  or  fall,  accordingly.    Once  he  said: 

"I  have  very  little  use  for  a  m?n  whc  has  to  wfn  z 
lawsuit  through  a  technicality — tricker>' — aid  I  am 
opposed  to  concealment  in  trying  a  case.  My  idea 
of  a  lawsuit  is  to  get  out  the  facts,  all  of  the  facts, 
then  see  where  the  rights  are.  I  am  opposed  to  all 
forms  of  concealment  in  litigatior)." 

He  was  a  disconcerting  witness  to  the  lawyers  of  tiie 
other  side.  Edward  E,  Loonis  once  said  to  the  writtr: 
"You  should  see  Mr.  Vail  on  the  witness  stand 
with  the  lawyers  trying  to  confuse  him.  He  will 
listen  to  one  of  their  misleading  questions  and  then 
answer,  'What  you  want  me  to  say  is  so  and  so,  but 
that  wouldn't  be  true,  so  I  am  not  going  to  say  it. 
What  happened  was  this':  He  then  proceeds  to  give 
them  a  clear  statement  of  the  case  that  cannot  be 
attacked  from  any  point.!  To  examine  Mr.  Vail  is 
likely  to  give  a  lawyer  a  lioeral  education  on  the  sub- 
ject in  hand,  but  it  also,  sometimes,  almost  gives  him 
nervous  prostration."    (Pages   239  and   240) 
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"NATURAL  MONOPOLY.   1.   A  monopoly  due  to  natural  conditions.   For 
example,  the  natural  conditions  may  be  a  peculiarity  of  soil  within 
a  small  area  enabling  the  owner  or  owners  of  that  area  to  produce  a 
product  that  cannot  be  grown  elsewhere,  or  the  existence  of  a  limited 
supply  of  mineral  wealth  coming  under  the  control  of  a  single  enter- 
prise.  2.   A  monopoly  due  to  characteristics  inherent  in  the  business. 
The  characteristics  are  usually  those  which  make  competition  self- 
destructive  and  hence  incompatible  with  the  public  interest.   Such 
conditions  have  been  met  by  subjecting  such  businesses  to  government 
control  as  in  the  case  of  PUBLIC-SERVICE  CORPORATIONS.   See  MONOPOLY." 
(Page  303) 

"MONOPOLY.   Usually  the  condition  which  exists  when  there  is  a  single 
control  over  all  the  supply  of  a  product,  thus  permitting  the  release 
of  the  supply  at  such  a  rate  as  will  yield  the  most  profitable  price. 
The  monopolist  cannot  dictate  the  schedule  demand  for  his  product.   He 
can  only  discover  it.   But  he  can  dictate  the  schedule  supply.   This 
enables  him  to  offer  for  sale  the  particular  quantity  of  his  product 
that,  according  to  the  schedule  demand,  will  yield  him  the  most  profit- 
able price.   This  price  may  be  relatively  high  or  low  depending  upon 
the  nature  of  the  product  and  the  nature  of  the  schedule  demand." 
(Page  289) 

FEINER  COMMENT:   Only  2)  above,  if  the  customer  equipment  market  had 
"characteristics  inherent  in  the  business,"  and  if 
indeed  such  Competition  is  "self-destructive  and 
hence  incompatible  with  the  public  interest,"  could 
the  arguments  of  the  telephone  utilities  be  supported. 
Following  definitions  will  help  clarify  this. 

"COMMON  CARRIER.   An  individual  or  company,  normally  regulated  by 
public  authority  and  operating  under  a  franchise,  which  engages  in  the 
transportation  of  goods  or  persons  in  return  for  a  fee,  such  service 
being  available  at  the  same  rates  for  all.   Railroads,  truck  and  bus 
lines,  commercial  aircraft,  ferries  and  certain  other  water-borne 
craft,  and  pipelines  are  considered  to  be  such  carriers,  but  telephone 
and  telegraph  companies,  which  convey  intelligence,  are  technically 
not  so  considered,  although  they  may  be  subject  to  the  same  rules 
governing  common  carriers."   (Page  85) 

FEINER  COMMENT:   There  can  be  no  "common  carrier  principle"  as  applied 
to  the  telephone  company  because  the  telephone  company 
is  not  a  common  carrier. 
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"Natural  monopolies  exist  where  the  number  of  persons  who  may  engage 
in  a  certain  undertaking  is  limited  by  the  physical  conditions  under 
which  the  enterprise  is  conducted,  or  where  the  cost  of  providing  a 
necessity  increases  with  the  number  of  competitors. 

"A  large  number  of  the  enterprises  that  are  now  classified  as  public 
utilities  and  regulated  as  such  are  natural  monopolies.   Their  business 
is  such  as  to  virtually  exclude  competition.   Such  public  utilities  as 
telephone  companies,  waterworks,  gas  companies,  electric  plants,  and 
street  railways  are  natural  monopolies.   Of  course,  it  would  be  pos- 
sible to  duplicate  these  companies  and  have  two  or  more  of  each 
occupying  the  same  streets  and  competing  against  each  other,  but 
duplication  such  as  this  is  not  economical.   The  amount  of  fixed 
capital  is  so  greatly  increased  that  the  only  possible  outcome  is 
higher  prices  or  poorer  service.   If  the  utility  must  provide  facili- 
ties adequate  to  serve  all  of  the  citizens  and  then  has  only  half  of 
them  as  customers,  it  follows  that  the  charges  must  be  higher  or  the 
profits  reduced."   (Page  7) 

FEINER  COMMENT:   Telephone  companies  are  defined  as  natural  monopolies, 
explained  as  being  so  based  upon  the  classic  concern 
of  needlessly  reduplicating  facilities.   It  is  obvious 
that  this  definition  refers  to  the  telephone  network, 
predates  by  ten  years  the  Hush-A-Phone  decision,  and 
never  contemplated  the  customer  equipment  market. 
Simply  stated,  the  definition  is  shallow. 
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"This  leaves  the  monopoly  variant  to  be  considered.   As  was  seen  in 
the  older  cases,  the  phrases  'practical  monopoly'  and  'virtual 
monopoly'  played  important  roles  in  the  decisions.   What,  therefore, 
may  be  the  kinds  of  monopoly  that  will  be  considered  as  the  basis  of 
the  public  interest  status?  At  this  point,  it  may  be  said  that  any  ^ 
monopoly  capable  of  being  broken  by  available  satisfactory  substitutes 
will  not  be  accepted  by  the  courts  as  a  basis  for  public  interest 
designation."   (Page  67) 

FEINER  COMMENT:   Customer  owned  and  maintained  equipment  is  an 
"available  satisfactory  substitute." 

"Secondly,  there  is  a  monopoly  based  on  natural  limitations  in  supply 
or  conditions  of  service.   A  company  controlling  the  only  available 
source  of  water  of  a  community  has  a  monopoly  of  supply.   This  same 
situation  has  often  existed  in  the  supply  of  natural  gas.   A  warehouse 
located  at  or  near  a  railroad  terminal  has  a  natural  situs  monopoly. 
This  was  the  situation  in  the  Munn  case.   So  also  has  a  railroad  that 
occupies  the  only  available  pass  through  a  mountain  barrier.   In  the 
case  of  the  usual  public  utilities,  each  occupies  some  portion  of 
city  streets  and  alleys  or  other  public  property.   There  is  definitely 
a  physical  and  economic  limit  to  these  public  facilities,  and  therefore, 
if  for  no  other  reason,  their  users  have  at  least  a  quasi  monopoly  of 
situs.   Some  utilities  deal  in  services  that  involve,  in  a  sense,  a 
limitation  of  time.   Such  are  the  services  of  the  telecommunications 
companies.   The  matter  of  speed  and  lack  of  time  to  sample  possible 
competing  communication  services  give  each  of  them  a  genuine  monopoly. 
(Pages  67  and  68) 

FEINER  COMMENT:   "A  monopoly  based  on  natural  limitations"  as  dis- 
cussed here  could  only  relate  to  the  telephone 
network  and  not  to  the  customer  equipment  market. 

"More  important,  however,  than  all  these  causes  of  monopoly  is  the 
condition  of  economic  monopoly,  a  characteristic  of  all  public' utili- 
ties.  Although  the  economic  circumstances  making  for  this  will  be 
presented  in  the  next  chapter,  suffice  it  to  say  there  are  many  factors 
that  tend  to  eliminate  competition  in  the  utility  field,  even  though 
all  other  limitations  were  to  be  removed.   The  cost  of  construction, 
the  low  ratio  of  income  to  investment,  the  impossibility  of  ideal  load 
factors,  and  the  legal  necessity  of  building  in  advance  of  needs,  all 
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tend  together  to  make  the  utility  operate  under  conditions  of  decreasing 
iTrL        H   ^^ituation  inevitably  makes  competition  quite  unstable  and 
monopoi;?"'  Tall   °^)^°^"— ^  interference,  leads  to  combination  and 

FEINER  COMMENT:   Once  again,  this  discussion  refers  to  the  network  and 
could  not  refer  to  the  customer  equipment  market. 
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"Like  Henry  Carter  Adams,  Ely  at  the  end  of  the  1880' s  recognized  the 
need  of  a  differentiated  view  of  the  trust  problem.   Monopolies  were 
essentially  of  two  kinds,  natural  and  'artificial.'   In  industries 
where  monopoly  is  a  natural  condition,  'Competition  is  impossible, 
and  attempted  competition  wastes  capital  and  ultimately  raises  prices.' 
Ely  did  not  hesitate  in  recommending  public  ownership  and  operation  o& 
all  public  utilities.   This  would  prevent  extortion  and  no  less  im- 
portant, eliminate  odorous  political  corruption  invariably  associated 
with  monopolies.   Clean  government  and  private  monopoly  were  actually 
incompatible.   Furthermore,  'a  correct  policy  in  regard  to  this  natural 
monopoly  helps  to  keep  competition  alive  by  preventing  .  .  .  unnatural 
and  artificial  monopolies'  in  other  industries."   (Page  124) 

FEINER  COMMENT:   Here  natural  monopoly  is  defined  where  "competition 
is  impossible"  and  this  does  not  apply  to  the 
customer  equipment  market,  because  such  competition 
will  not  "waste  capital"  and  will  not  "ultimately 
raise  prices,"  though  some  price  adjustments  may  be 
necessary. 

"The  statement  just  quoted  indicates  that  the  new  influences  in  their 
assimilated  form  did  not  prevent  Ely  from  placing  substantial  reliance 
on  competition  as  an  efficacious  regulator  of  a  wide  area  of  economic 
life.   In  an  address  delivered  in  January  1889,  he  claimed  that  'compe- 
tition is  a  good  thing  where  it  is  possible.'   And  he  was  beginning  to 
believe  that  competition  was  possible  in  most  if  not  all  industries  not 
based  on  natural  monopoly.   Most  monopolies  in  manufacturing  industry 
were  definitely  not  natural.   They  were  artificial,  based  on  reckless 
use  of  special  legislation  or  other  public  grants  of  privilege  or  on^^ 
the  discriminatory  policies  regularly  pursued  by  natural  monopolies." 
(Page  124) 

FEINER  COMMENT:   The  customer  equipment  market  is  "not  based  on  a 
natural  monopoly"  and  this  monopoly  is  "based  on 
reckless  use  of  special  legislation..."  (tariffs) 
"...or  other  public  grants  of  privilege  or  on  the 
discriminatory  policies.. ."  (tariffs)  "...regularly 
pursued  by  natural  monopolies"  (natural  as  to  the 
exchange  network  only) . 
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"The  familiar  statement  that  a  public  utility  is  a  'natural  monopoly' 
is  meant  to  indicate  that  this  type  of  business,  by  virtue  of  its 
inherent  technical  characteristics  rather  than  by  virtue  of  any  legal 
restrictions  or  financial  power,  cannot  be  operated  with  efficiency 
and  economy  unless  it  enjoys  a  monopoly  of  its  market.   So  great  are 
the  diseconomies  of  direct  competition  that,  even  if  it  gets  an  ef- 
fective start,  the  competition  will  probably  not  long  persist  if  only 
because  it  will  lead  to  the  bankruptcy  of  the  rivals.   But  even  if 
the  competition  is  long  lived,  as  has  occasionally  happened  when  the 
rivalry  has  taken  a  restrained  form,  it  is  wasteful  of  resources  be- 
. cause  it  involves  unnecessary  duplication  of  tracks,  of  cables,  of 
substations,  etc."   (Page  11) 

FEINER  COMMENT:   Once  again  this  natural  monopoly  definition  refers 

to  the  network,  not  to  the  customer  equipment  market. 

"What  then  are  the  special  characteristics  of  a  public  utility  enter- 
prise or  plant  which  give  it  a  natural  monopoly  character  not  conceded 
to  other  industries?   An  answer  frequently  given  is  that  public  utilities 
operate  under  conditions,  or  'under  the  law,'  of  decreasing  costs, 
whereas  competitive  enterprises  operate  under  conditions  either  of 
constant  cost  or  else  of  increasing  cost.   This  means  that  the  larger 
the  output  of  a  utility  plant  per  day  or  per  month  or  per  year,  the 
lower  will  be  the  cost  of  production  and  distribution  per  kilowatt 
hour,  or  per  thousand  cubic  feet  of  gas,  or  per  passenger  mile,  etc. 
Consequently,  only  a  company  enjoying  a  monopoly  of  the  supply  of 
service  in  a  given  area  can  operate  at  maximum  economy. 

"This  rationale  of  the  natural  monopoly  status  of  the  public  utility 
industries  was  given  currency,  years  ago,  by  the  late  Professor 
Henry  C.  Adams,  and  has  been  repeated,  with  many  variations,  down  to 
this  day.   Properly  qualified,  it  remains  valid.   But  a  restatement  is 
required.   For,  taken  alone,  the  well-known  economies  of  large-scale 
enterprise  are  by  no  means  peculiar  to  the  utility  business.   Instead, 
they  are  enjoyed  by  utilities  in  common  with  many  unregulated  types  of 
enterprise,  including  steel  companies,  automobile  companies,  and 
chemical  companies.   Compared  to  some  of  the  giant  manufacturing 
companies  and  manufacturing  plants,  most  utility  systems  are  of  a 
small-scale  nature  if  measured  by  any  of  the  conventional  units  of 
size . 

"What  favors  a  monopoly  status  for  a  public  utility  is  not  the  mere 
fact  that,  up  to  a  certain  point  of  size,  it  operates  under  conditions 
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of  decreasing  unit  cost  -  an  attribute  of  every  business,  including  a 
farm  or  a  hand  laundry.   Nor  is  it  even  due  to  any  indefinite  extension 
of  the  declining-cost  portion  of  a  curve  relating  unit  costs  of  pro- 
duction to  scale  of  output.   It  is  due,  rather,  to  the  severely  local- 
ized and  hence  restricted  markets  for  utility  services  -  markets 
limited  because  of  the  necessarily  close  connection  between  the 
utility  plant  on  the  one  hand  and  the  consumers'  premises  on  the  other. 
As  a  deterrent  to  successful  competition,  this  market  restriction  is 
far  more  serious  than  is  the  case  with  manufacturing  companies  which 
can  ship  their  products  throughout  a  wide  region  or  even  throughout  the 
nation.   An  automobile  plant  may  be  large  enough  to  enjoy  the  full    > 
economies  of  large  scale  without  requiring  more  than  a  fraction  of  the 
American  car  market  to  sustain  full-capacity  output.   But  a  gas  distri- 
bution system  in  Yonkers,  N.Y.,  or  an  electric  distribution  system  in 
Evanston,  111.,  has  a  market  limited  to  the  load  of  one  city.   Even  if 
permitted  to  supply  the  entire  load,  the  local  distribution  system  will 
still  be  engaged  in  fairly  small-scale  business.   Were  it  compelled  to 
share  its  limited  market  with  two  or  more  rival  plants  owning  duplicate 
distribution  networks,  the  total  cost  of  serving  the  city  would  be 
materially  higher. 

"What  has  just  been  said  about  the  interplay  of  the  factors  of  economies 
of  scale  and  of  localized  markets  points  to  the  significance  of  the 
fact,  already  noted  earlier  in  this  chapter,  that  public  utility 
companies  are  essentially  transportation  or  transmission  agencies.   The 
technology  of  electric,  gas,  or  telephonic  transmission  is  such  as  to 
require  a  close  connection  between  the  plant  on  the  one  hand  and  the 
consumers'  homes  or  factories  on  the  other.   This  is  even  true,  though 
less  rigidly  so,  for  a  railroad  plant.   Not  all  forms  of  transportation 
are  so  strictly  localized  -  not  ocean  shipping,  for  example,  nor  truck 
transport.   But  for  this  very  reason,  these  two  forms  of  transportation 
have  a  less  well  established  utility  status."   (Pages  12  and  13) 

FEINER  COMMENT:   Natural  monopoly  is  related  to  "the  necessarily  close 
connection  between  the  utility  plant  on  the  one  hand 
and  the  consumers'  premises  on  the  other."   The 
telephone  "public  utility  companies  are  essentially... 
transmission  agencies"  and  do  not  justify  monopolizing 
the  customer  equipment  market  any  more  than  a  railroad 
should  monopolize  the  supply  of  track,  cars,  and 
engines,  or  an  airline  its  planes,  or  a  trucking 
company  its  trucks,  or-  a  shipping  company  its  ships, 
as  indeed,  they  do  not. 
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"The  dangers  of  unregulated  monopoly  are  obvious  and  provide  the 
reasons  why  such  market  situations  are  usually  closely  regulated. 
Most  of  the  monopolies  in  the  United  States  today  are  so-called  'natural ' 
monopolies,  e.g.,  public  utilities  that  supply  local  electric  power, 
telephone,  gas,  or  water  services.   The  long-run  pattern  of  their  costs 
appear  to  make  competition  highly  inefficient;  therefore,  monopoly  is 
required  (and  regulated)  by  law.   For  example,  it  would  be  prohibitively 
expensive  to  have  two  or  more  electric  plants  and  distribution  systems 
in  a  given  locale,  all  operating  at  less  than  optimal  scale.   The  high 
fixed  costs  associated  with  the  operation  of  most  public  utilities  would 
result  in  higher  costs  and  charges  for  the  services  provided  if  oper- 
ating rates  were  substantially  below  capacity.   Utilities  must  anticipate 
peak  demand  periods  in  their  plant  investments;  thus,  there  is  bound  to 
be  some  excess  capacity  in  their  systems  at  off-peak  times.   If  competi- 
tors were  present,  siphoning  off  some  of  the  existing  demand,  the  costs 
to  consumers  as  a  result  of  aggravated  capacity  problems  would  become 
intolerable,  in  the  absence  of  large  government  subsidies.   Thus,  regu- 
lation is  necessary  to  assure  conduct  which  will  not  be  substantially 
different  from  that  which  might  be  expected  under  competitive  conditions." 
(Page  36) 

FEINER  COMMENT:   This  natural  monopoly  definition  applies  to  the  tele- 
phone network  and  could  not  conceivably  apply  to  the 
customer  equipment  market. 
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"Court  decisions  indicate  that  the  case  for  public  regulation  is 
clearest  in  those  utilities  that  enjoy  a  natural  monopoly  -  that  is, 
where  there  are  natural  limitations  on  the  source  of  supply  essential 
to  that  business,  thus  preventing  effective  competition.   Thus  it  has^ 
been  held  that  those  who  control  the  most  advantageous  watersheds  have 
a  natural  monopoly  in  the  water  supply  and  that  the  state  may  compel 
the  waterworks  to  supply  all  who  apply  to  the  full  extent  of  its 
undertaking."   (Page  7) 

FEINER  COMMENT:   This  definition  could  not  conceivably  apply  to  the 
customer  equipment  market. 

"Geographical  location  of  an  activity  may  give  to  that  activity  the 

character  of  a  natural  monopoly  .  .  .  This  factor  is  strikingly  clear 

in  those  cases  involving  union  stations,  terminal  facilities,  and 
stockyards."   (Page  8) 

FEINER  COMMENT:   The  analogy  here  would  be  telephone  company  central 
offices  and  not  customer  terminal  equipment.  • 

"The  character  of  the  service  may  give  to  an  enterprise  monopoly  ad- 
vantage.  Thus  it  has  been  held  that  if  the  product  is  such  that  it  can 
have  only  a  local  distribution,  the  possibility  of  outside  competition 
is  remote  and  a  factor  of  monopoly  is  present.   For  this  reason  the 
selling  of  gas  and  electricity  is  a  public  employment  while  the  sale  of 
oil  lamps  and  candles  for  light,  and  oil  and  coal  for  heat  is  private. 
Oil,  coal,  lamps,  and  candles  may  be  shipped  in  the  channels  of  trade 
to  compete  in  every  market,  whereas  gas  and  electricity  must  come  from 
one  or  a  very  few  local  companies."   (Pages  8  and  9) 

FEINER  COMMENT:   This  is  an  excellent  analogy  -  substitute  "telephone 
network"  for  "gas  and  electricity"  and  "the  sale  of 
oil  lamps  and  candles  for  light,  and  oil  and  coal 
for  heat"  with  "the  sale  of  customer  telephone 
equipment . 

"The  common  factor  is  virtual  or  potential  monopoly,  although  it  must 
be  borne  in  mind  that  monopoly  is  a  relative  term  and  that  in  any  given 
instance,  elements  of  competition  may  be  present.   The  existence  of  a 
virtual  monopoly  is  therefore  a  matter  of  degree. 

"Justice  Brandeis  as  their  spokesman  delivered  himself  of  the  following 
sweeping  generalizations: 
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'A  public  utility  frequently  has  the  status  of 
a  legal  monopoly  as  well.   Under  our  consti- 
tutional system  only  an  industry  or  service 
which  has  the  essential  characteristics  of  a 
natural  monopoly  can  be  considered  a  legal 
monopoly.   Legal  monopoly  itself  is  therefore 
not  the  test  of  public  character.'"   (Page  10) 

FEINER  COMMENT:   It  follows,  therefore,  if  the  telephone  utilities  do 
not  have  a  natural  monopoly  of  the  customer  equipment 
market,  they  cannot  have  a  legal  monopoly. 

".  .  .  1  think  .  .  .  that  the  notion  that  a  business  is  clothed  with  a 
public  interest  and  has  been  devoted  to  the  public  use  is  little  more 
than  a  fiction  intended  to  beautify  what  is  disagreeable  to  the 
sufferers."  -  Justice  Holmes.   (Page  12) 

FEINER  COMMENT:   The  foes  of  competition  should  take  note  of  this  old 
but  timely  observation. 
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"ReKulation.   For  some  industries,  it  has  long  been  recognized  that 
enforcement  of  competition  and  prevention  of  monopoly  are  --PP^°P^"^^ 
approaches.   For  these  industries,  the  technical  efficiency  achieved  by 
aUowing  but  a  single,  monopolistic  firm  to  exist  is  great.   Therefore, 
the  monopoly  is  tolerated.   Included  among  these  industries  are  the 
public  utilities.   Some  of  these  are  also  called  natural  monopolies. 
ZlenerTlfor    these  activities,  the  larger  the  firm  and  the  f-er  the 
number  of  competing  firms,  the  less  is  the  average  cost  of  production 
and  the  smaller  the  social  disadvantages.   It  is  ^^sy  to  see   or 
example,  that  five  telephone  companies  in  a  city  would  be  costly.   There 
Toull   hive  to  be  duplication  of  lines.   In  addition,  ^--^  ^^f  ";^^ 
to  have  five  telephones  to  be  assured  of  direct  communication  with  any 
other  city  resident."   (Page  157) 

FEINER  COMMENT:   Once  again,  it  is  obvious  that  natural  monopoly  refers 
to  the  telephone  network,  and  not  to  customer  equipment 
In  fact,  it  is  interesting  to  note  if  "a  user  might  need 
to  have  five  telephones  to  be  assured  of  direct  communi- 
cation..." his  right  to  own  his  own  telephone  equipment 
would  improve  his  plight,  because  instead  of  five  instru- 
ments provided  by  five  telephone  companies,  which  would 
be  cumbersome  and  costly,  he  could  purchase  a  single  key 
instrument  with  five  buttons. 
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"Economists,  lawyers,  businessmen,  and  legislators  have  been  arguing 
about  what  a  monopoly  Is  and  is  not  for  many  decades. 

"Insofar  as  monopoly  does  exist  in  the  public  utility  field,  it  may  be 
attributed  either  to  'natural '  or  'artificial'  causes.   A  natural 
monopoly  is  brought  about  by  inherent  factors  in  an  industry  or  firm, 
such  as  economies  of  large-scale  production,  which  may  make  it  possible 
for  one  large  firm  to  supply  a  market  at  a  much  lower  cost  (and  price) 
than  would  be  possible  if  several  smaller  firms  undertook  to  supply  an 
equivalent  quantity  of  service.   Natural  monopolies  also  may  arise  from 
technical  conditions,  such  as  the  possession  of  'know-how'  or  the  con- 
trol of  patents,  and  from  site  limitations  (for  example,  sites  where 
power  dams  can  be  located  or  natural  gas  found  are  fairly  limited  in 
number).   The  so-called  artificial  monopolies  arise  from  legal  barriers 
to  the  entry  of  competing  firms,  as  by  the  granting  of  exclusive 
franchises,  or  by  aggressive  policies  of  public  utility  management 
officials  who  crush  or  buy  out  their  competitors."   (Page  19  and  20) 

FEINER  COMMENT:   The  telephone  utilities  have  an  artificial  monopoly  of 
the  customer  equipment  market  arising  "from  legal 
barriers  to'  the  entry  of  competing  firms..."  (such  as 
tariffs  and  regulatory  confrontations)  "...and  by 
aggressive  policies  of  public  utility  management 
officials...."  Once  again,  the  above  refers  to  the 
network  and  cioes  not  refer  to  the  customer  equipment 
market . 

"Utilities  traditionally  have  been  organized  in  a  monopoly  form.   While 
some  authors  say  that  this  has  come  about  because  it  is  a  'natural'  forn 
for  utilities  to  assume,  others  say  that  historical  practices  like  the 
granting  of  franchises  and  limiting  entry  have  encouraged  this  form. 

"The  term  'natural  monopoly'  suggests  that  most  utility  firms  operate 
with  a  markedly  decreasing  cost  function  and  have  decreasing  costs  over 
a  wide  scale  of  operations.   That  is,  in  the  first  instance,  per  unit 
costs  can  be  lowered  considerably  if  a  firm  can  operate  near  full 
capacity.   Thus,  either  lower  prices  or  higher  profits  can  be  derived 
from  increases  in  production  up  to  the  limits  of  capacity.   In  the  long 
run,  economies  of  large  scale  seem  available  to  most  utilities.   Hence, 
the  larger  the  production  unit,  the  lower  the  costs  per  unit  of  output 
and  the  lower  the  price  or  the  higher  the  profit.   Also,  decreasing 
long-term  costs  for  utilities  result  from  technological  progress  over 
time.   In  all  these  instances  most  utilities  are  able  to  decrease  costs 
per  unit  of  production. 
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It  is  felt  that  society  will  be  better  served  by  a  monopolistic  type 
of  organization  if  such  an  organization  does  indeed  take  advantage  of 
these  economies.   This  principle  has  long  been  recognized  and  has  led 
to  social  preference  for  one  utility  in  a  given  service  area.   It  is 
further  widely  believed  that  utilities  move  'naturally'  toward  a 
monopolistic  type  of  structure  if  allowed  to  operate  without  social 
controls.   This  tendency  has  been  recognized  in  the  literature  of 
economics  for  more  than  a  century,  although  some  object  to  the  use  of 
the  term  'natural'  to  characterize  this  type  of  market  structure  " 
(Pages  155  and  156) 

FEINER  COMMENT:   Again,  this  natural  monopoly  discussion  relates  to 
the  network.   And  the  telephone  utilities  did  "move 
'naturally'  toward  a  monopolistic  type  of  structure.. 
in  that  they  were  "allowed  to  operate  without  social 
controls."   It  is  interesting  to  note  that  there  is 
objection  "to  the  use  of  the  term  'natural'  to 
characterize  this  type  of  market  structure." 
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"'Natural'  Monopolies.   Public  authorities  do  not  believe  that  competition 
of  utility  companies  is  a  reliable  means  of  price  control.   They  believe 
that  the  managerial  interests  are  likely  to  create  monopolies  in  public 
utility  markets.   'Natural '  monopolies,  they  say,  are  common  character- 
istics of  utility  industries.   The  term  implies,  of  course,  that  the 
control  of  public  utility  service  in  a  market  is  somehow  'naturally' 
or  inherently  monopolistic,  that  the  rivalry  between  unregulated  companies 
is  inevitably  eliminated,  and  one  company  ultimately  dominates  the  market 
which  several  companies  once  occupied. 

"Next,  the  word  'natural'  is  deceptive.   Is  monopolization  a  'natural' 
condition  for  public  utility  industries,  and  an  'unnatural'  condition 
for  nonutility  industries?   What  is  'unnatural'  about  the  market  control 
that  two  sulphur  companies,  for  Instance,  exercise  in  this  country?   Since 
market  prices  can  be  controlled  by  nonutility  firms  as  well  as  unregulated 
utility  companies,  the  concept  of  a  natural  monopoly  seems  to  be  a  fictional 
rather  than  a  real  characteristic  of  the  utility  industries.   Perhaps,  as 
others  have  observed,  the  notion  of  a  natural  monopoly  was  invented  to 
justify  exclusive  markets  for  utility  companies  after  their  ineffectual 
and  sometimes  wasteful  rivalry  proved  unsatisfactory  to  both  the  investor 
and  the  consumer  interests."   (Page  27) 

FEINER  COMMENT:  "The  notion  of  a  natural  monopoly"  as  being  "invented  to 
justify  exclusive  markets"  is  a  timely  observation.  The 
notion  is  being  re-invented  today. 

"The  economies  of  large-scale  plants  in  most  utility  industries  lead  to 
consolidations  and  mergers.   Although  they  are  evident  in  nearly  all 
utility  industries,  these  economies  of  large-scale  operation  are  most 
common  in  the  electric  and  gas  industries.   Some  of  these  economies  are 
related  to  technical  operations  of  plants.   As  the  capacity  of  an  electric 
generating  plant  increases,  investment  and  operating  costs  do  not  in- 
crease proportionately.   Similar  economies  of  large-scale  output  are 
available  to  gas  companies.   The  average  transmission  and  distribution 
costs  of  manufactured  gas  or  natural  gas  decrease  as  the  size  of  the  pipe 
line  increases.   And  all  utility  companies  usually  can  realize  other  in- 
ternal economies  of  size  such  as  more  specialization  of  the  managerial 
and  engineering  staff,  quantity  purchases  of  materials,  and  a  lower  cost 
of  capital.* 

"*These  economies  of  size  are  not  limitless.   Except 
in  metropolitan  areas  where  suitable  plant  sites  are 
sometimes  scarce,  there  is  actually  a  recent  trend 
away  from  the  larger  types  of  electric  generating 
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stations.   A  study  by  the  Federal  Power  Commission    Q^_  I  K 
roughly  measures  the  limits  of  large-scale  econo-      ^^   I  W 
mies  of  electricity  production.   Managerial 
diseconomies,  too,  begin  to  show  up  in  large,  un- 
wieldy companies.   Becoming  more  inflexible  in  its 
administrative  action  and  more  infused  with 
corporate  bureaucracy  as  it  grows,  any  company  can 
experience  significant  diseconomies  of  large-scale 
production."   (Page  29) 

FEINER  comment:   Here  it  is  seen  that  the  concept  of  economies  of  scale 

is  not  sacrosanct,  and  while  it  applies  to  the  telephone, 
network,  it  certainly  does  not  apply  to  the  customer 
equipment  market. 
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"The  American  people  have  not  only  regarded  monopoly  as  socially  desirable 
in  the  public  utility  industries;  they  have  also  encouraged  it  by  law 
under  government  regulation.   Public  utilities  are  regulated  not  merely 
because  they  provide  an  essential  service  (the  food  industry  also  supplies 
a  basic  necessity),  but  rather  because  the  economies  of  scale  are  so 
obvious  that  monopoly  structure  is  essential  for  economy  and  hence  so  is 
regulation.   Public  utilities,  which  include  such  essential  public  services 
as  electricity,  gas,  and  telephone  systems,  all  forms  of  public  transpor- 
tation, and  water  supply  companies,  are  considered  natural  monopolies 
because  of  both  the  function  they  perform  and  the  nature  of  the  business. 
It  would  be  inconvenient  as  well  as  expensive  to  have  two  sets  of  electric 
power  lines  on  the  same  street  and  two  sets  of  telephone  lines  serving 
the  same  town.   Consequently,  the  government  grants  private  utility 
companies  monopoly  privileges  in  supplying  certain  services  to  the  com- 
munity but,  as  we  have  Indicated,  at  the  same  time  it  regulates  public 
utility  companies'  rates,  service,  business  practices,  and  financial 
structures." 

FEINER  COMMENT:   Here  again  the  concept  of  economies  of  scale  refer  to 

structuring  the  telephone  network,  and  does  not  bear  on 
the  customer  equipment  market.   The  discussion  also 
revolves  around  "two  sets  of  telephone  lines"  as  it 
bears  on  natural  monopolies.   In  no  way  can  it  be  con- 
cluded that  natural  monopoly  refers  to  the  customer 
equipment  market. 
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"...public  utilities  are,  to  some  extent  at  least,  ' natural  monopolies. ' ' 
(Page  5) 

FEINER  COMMENT:   Obviously,  to  some  extent  public  utilities  are  not 

natural  monopolies;  they  are  not  as  far  as  the  customer 
equipment  market  is  concerned. 

"In  the  early  days  of  the  local  utilities,  such  as  the  gas,  the  street 
railway,  and  the  electric  light  companies,  cities  often  made  strenuous 
efforts  to  enforce  competition  by  issuing  franchises  to  two  or  more 
companies  with  the  expectation  that  they  would  vie  with  each  other  in 
selling  service  within  the  same  area.   Almost  without  exception  these 
efforts  came  to  grief  because  of  the  technological  nature  of  the 
business.   The  duplication  of  mains  or  wires  in  the  same  streets  proved 
terribly  wasteful;  and  the  heavy  overhead  expenses  of  a  public  utility 
plant  led  to  that  suicidal  type  of  rivalry  called  'cut-throat  compe- 
tition.'  In  consequence,  most  of  these  competing  enterprises  were 
merged,  with  or  without  public  approval,  and  the  customer  lost  his 
chance  to  pit  one  electric  company  or  one  gas  company  against  the 
other  as  a  means  of  bargaining  for  the  lowest  possible  rates." 
(Page  7) 

FEINER  COMMENT:   This  is  the  "forced"  or  "contrived"  competition  about 
which  the  telephone  utilities  have  been  speaking, 
erroneously  cloaking  this  experience  around  the 
customer  equipment  market  when  it  only  bears  on  the 
network. 
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"If  the  natural  monopoly  premise  has  been  challenged,  certainly  much  of 
that  challenge  derives  from  the  imperatives  of  technological  change. 
Consider  the  content  of  communications  service.   Today  computers  are 
capable  not  only  of  processing  data  and  information,  but  of  switching 
record  messages  as  well.   Remote  facsimile  services  are  erupting  into 
nationwide  systems.   Remote  xerography  services  are  carving  out  important 
submarkets.   Remote  batch  and  time-sharing  services  are  experiencing 
phenomenal  growth.   One  detects,  in  short,  a  segmentation  process — a 
process  that  manifests  itself  not  only  in  service  but  in  terminals,  loops, 
transmission,  and  switching  facilities  as  well. 

"In  the  terminal  field,  for  example,  new  subst itutes--including  modems, 
multiplexors,  concentrators,  telephone  sets,  teleprinters,  CRT  display 
units — are  almost  a  daily  occurrence.   The  computer  itself  now  functions 
as  a  remote  outstation  device.   Indeed,  some  claim  the  television  set 
has  the  potential  of  the  ultimate  terminal  in  the  home,  school,  and 
university.   This  is  not  to  say  that  the  carriers  have  not  introduced 
new  generations  of  touch-tone  handsets,  picturephones,  or  teletype- 
writers.  But  these  products  no  longer  stand  alone.   The  proliferation 
of  competitive  substitutes  continues  relentlessly. 

"Nor  are  transmission  facilities  immune  from  this  phenomenon  of  diversity. 
Cable  television  provides  a  broad-band  link  directly  into  the  home, 
school,  or  business  firm.   Satellite  transmission  provides  a  substitute 
for  toll  trunking  facilities,  and  carrier  switching  technology  is 
constantly  challenged  by  hardware  produced  by  the  computer  industry. 
The  carriers,  in  short,  no  longer  possess  the  sole  expertise  in  com- 
ponents fundamental  to  their  facilities  and  network."   (Page  37) 

FEINER  COMMENT:   Even  if  there  was  any  credence  to  the  telephone  companys' 
definition  of  natural  monopoly  as  it  sees  it  from  its 
historical  view,  and  I  do  not  believe  there  is,  would 
it  still  be  valid  in  a  modern  world? 
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"Many  of  the  regulated  industries  show  significant  economies  of  scale; 
that  is,  unit  costs  fall  as  the  scale  of  production  increases.   They 
are  also  relatively  capital  intensive;  that  is,  capital  is  a  large 
proportion  of  total  inputs.   Indeed,  the  rationale  for  regulating  a 
particular  industry  is  often  based  on  the  fact  that  it  has  these  two 
characteristics.   In  telephonic  communications,  and  to  a  lesser 
extent  in  rail  transportation,  both  characteristics  are  very  pro- 
nounced.  These  industries  are  sometimes  called  natural  monopolies, 
since  their  scale  economies  make  competition  inefficient  for  society 
as  a  whole.   And  in  some  of  these  industries,  unregulated  competition 
would  lead  to  monopoly  by  a  single  firm  simply  because  the  largest 
firm  can  have  the  lowest  costs  and  drive  its  rivals  from  the  market." 
(Page  3) 

FEINER  COMMENT:   Again,  we  have  the  economies  of  scale  philosophy  as 
underlying  justification  for  a  natural  monopoly.   It 
cannot  pertain  to  the  customer  equipment  market. 

"The  regulated  industries  tend  to  be  'high  technology'  industries. 
They  have  benefited  from  comparatively  large  investment  in  R&D  - 
though,  as  will  be  noted  below,  most  of  the  R6.D  affecting  them  is  not 
undertaken  by  the  regulated  firms,  except  in  the  communications  indus- 
try. 

"Quite  apart  from  any  effect  of  regulation,  it  would  appear  that  indus- 
tries ...  -  most  clearly  exemplified  by  telephone  communications  - 
could  be  expected  to  have  a- relatively  high  rate  of  increase  in  produc- 
tivity and  to  have  introduced  many  innovations."   (Page  4) 

FEINER  COMMENT:   The  one  regulated  industry,  the  telephone  industry, 
which  was  expected  "to  have  introduced  many  inno- 
vations" failed  to  do  so,  and  thereby  encouraged 
competition. 
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"Chile  possessed,  by  natural  endowment,  a  near-monopoly  of  the  world's 
supply  of  nitrate.   On  the  other  hand,  public  utility  monopolies  have 
developed  commonly  as  a  result  of  social  action  -  the  conferment  of  a 
monopoly  by  means  of  an  exclusive  franchise. 

"The  quality  of  service  can  be  improved  materially,  under  some  conditions, 
when  It  is  provided  under  a  condition  of  unified,  or  monopoly,  control. 
For  example,  when  one  enterprise  provides  telephone  service  to  an  entire 
community  each  user  of  the  service  can  call,  readily,  all  other  users. 
Obviously  this  would  not  be  possible  if  the  community's  telephone  service 
were  divided  up  among  a  number  of  firms  which  refused  to  cooperate  in 
the  establishment  of  interconnection  facilities."   (Pages  33  and  34) 

FEINER  COMMENT:   Again,  we  have  monopoly  justification  based  upon 

network  requirements,  and  in  no  way  does  this  justify 
monopolizing  the  customer  equipment  market. 


Title:       "PRIVATE  ENTERPRISE  AND  PUBLIC  POLICY" 
Author (s):   Melvin  Anshen 

Francis  D.  Wormuth 
Publisher:   The  MacMillan  Company  (New  York) 
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"'Natural'  Monopoly  in  the  Power  Industry  .  .  .  The  important  distinguish- 
ing feature  of  the  power  industry  that  created  the  circumstances  in  which 
some  type  of  public  regulation  was  held  from  the  outset  to  be  essential 
is  the  fact  that  competition  in  the  generation  and  delivery  of  power 
would  be  prodigally  wasteful  and  expensive.   The  problem  can  be  put 
simply,  yet  dramatically,  if  we  consider  the  costs  of  duplicate  in- 
vestment that  would  be  involved  in  constructing  parallel  power  facilities 
to  serve  consumers  in  a  limited  area  such  as  a  city."   (Page  331) 

FEINER  COMMENT:   Here  we  see  the  definition  of  natural  monopoly  once 
again  defined  in  the  terms  of  economies  of  scale. 

'It  is  this  quality  of  'natural'  monopoly  in  the  power  industry  that 
created  the  need  for  regulation."   (Page  332) 

FEINER  COMMENT:   It  follows  that  where  the  monopoly  is  not  "natural," 
regulation  may  not  be  needed. 
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"The  outstanding  economic  characteristic  of  public  utilities  is  that  they 
operate  at  greatest  efficiency  as  monopolies.   It  has  long  been  recognized 
that  it  is  in  the  public  interest  to  authorize  only  one  public  utility   ^ 
the  exclusive  right  to  supply  one  or  more  services  to  a  particular  market. 
Compelling  economic  and  physical  factors  rule  out  all  but  the  monopolistic 
form  of  market  organization  in  the  supply  of  local  public  utility  services. 
As  a  result,  public  utilities  are  termed  'natural  monopolies.'   As  such 
they  are  the  outstanding  exception  to  the  generally  competitive  nature  of 
our  economy. 

"The  principle  of  natural  monopoly  was  originally  noted  by  John  Stuart 
Mill,  after  London  became  the  world's  first  city  to  have  gas  service. 
Writing  in  1848,  Mill  observed  that  :  (a)  gas  and  water  service  in 
London  could  be  supplied  at  lower  cost  if  the  duplication  of  facilities 
by  competitive  firms  were  avoided;  and  that  (b)  in  such  circumstances, 
competition  was  unstable  and  inevitably  was  replaced  by  monopoly." 
(Page  15) 

FEINER  COMMENT:   Here  we  have  the  thoughts  from  John  Stuart  Mill  that 
explain  the  evolution  of  natural  monopoly  as  arising 
from  the  "duplication  of  facilities"  in  the  gas  and 
water  business.   Had  telephones  existed,  no  doubt  he 
would  have  said  "telephones."  Nowhere  is  there  any 
suggestion  that  natural  monopoly  could  apply  to  the 
telephone  customer  equipment  market. 

"In  the  face  of  unstable  and  ruinous  competition,  the  early  public 
utilities  found  it  far  preferable  to  combine  and  to  achieve  thereby 
both  monopoly  control  over  prices  and  substantial  operating  economies 
in  the  form  of  lower  costs.   The  latter  point  is  the  one  which  deserves 
special  attention  here.   The  dominant  reason  for  the  failure  of  compe- 
tition to  survive  in  the  utility  industry  is  the  fact  that  utilities 
operate  at  or  near  lowest  average  cost,  in  supplying  a  particular 
market,  when  free  from  the  competition  of  other  sellers  of  the  same 
service.   Thus,  utilities  are  inherently  monppolistic .   Viewed  in  this 
light,  natural  monopoly  is  both  inevitable  and  desirable."   (Page  16) 

FEINER  COMMENT:   Again,  the  inherent  natural  monopoly  characteristic 

of  a  utility  revolves  around  economies  of  scale  which 
pertains  to  operation  of  the  network,  and  does  not 
pertain  to  customer  provided  equipment. 


3644 


"Before  considering  further  the  economics  of  natural  monopoly,  it  is 
important  to  observe  that  there  are  undeniable  physical  limitations  which 
argue  against  allowing  more  than  one  supplier  of  each  utility  service  to 
operate  in  any  city.   Electric  and  telephone  company  poles  and  under- 
ground conduits  and  cables  occupy  choice  and  strategic  land  sites  in 
metropolitan  areas  and  along  our  highways.   Gas  and  water  mains  run  under 
our  streets.   It  is  not  hard  to  imagine  the  obstructions  which  would  be 
presented  by  a  duplication  of  utility  company  facilities  -  along  and 
beneath  our  streets.   Under  regulated  monopoly,  only  one  supplier  is 
authorized  for  each  service.   The  same,  of  course,  holds  true  for  gas 
and  water  companies,  which  occasionally  dig  up  city  streets  to  repair  or 
enlarge  their  mains.   In  light  of  the  automobile  traffic  situation,  it  is 
apparent  that  more  than  one  bus  or  streetcar  line  on  a  street  is  disadvan- 
tageous.  Competition  imposes  another,  special  handicap  on  telephone 
companies.   The  value  of  their  service  is  directly  related  to  the  number 
of  telephones  any  subscriber  can  contact  (without  toll  charge)  through 
his  own  telephone.   With  more  than  one  telephone  utility,  subscribers 
are  faced  with  the  dilemma  of  choosing  between  telephone  service  which 
will  not  reach  everyone  and  subscribing  for  more  than  one  telephone. 
Consequently,  physical  limitations  alone  indicate  that  public  utilities 
are  naturally  monopolistic . 

"In  short,  monopoly  was  recognized  as  'natural'  on  the  supply  side  of  the 
market  for  public  utility  services. 

"A  chief  cause  of  this  may  be  found  in  the  fact  that  the  unit  cost  of 
supplying  utility  service  is  lower  when  monopoly  exists  than  when  compe- 
tition is  attempted.   This  factor  provided  a  powerful  motivation  to  the 
combination  of  would-be  competitors  into  monopolies."   (Pages  16  and  17) 

FEINER  COMMENT:   Again,  the  natural  monopoly  concept  embraces  the  network, 
and  not  customer  provided  equipment. 

"Around  the  beginning  of  the  present  century,  numerous  state  courts  and 
commissions  issued  decisions  which  gave  formal  and  official  recognition 
to  the  economics  of  natural  monopoly  in  the  public  utility  industries. 
The  general  conclusion  of  these  decisions  was  that  monopoly,  suitably 
regulated,  was  in  the  public  interest.   One  of  these  decisions  was 
written  in  1908  by  Commissioner  Milo  R.  Maltbie,  of  the  New  York  com- 
mission, in  the  Long  Acre  case. 

"Turning  to  a  consideration  of  the  advantages  of  monopoly.  Commissioner 
Maltbie  cited,  first,  the  avoidance  of  duplication  of  connection  facili- 
ties and  the  public  inconvenience  related  to  such  duplication.   Second, 
he  said  that  a  single  company  would  require  less  investment  in  total 
generating-plant  capacity  and  substations  than  several  companies  serving 
the  same  market,  because  each  of  the  nominally  competing  companies  would 
have  to  install  its  own  reserve  capacity.   Third,  distribution  losses 
are  greater  when  there  are  several  systems  serving  one  market.   As  a 
result  of  the  latter  two  factors.  Commissioner  Maltbie  concluded,  the 
cost  of  electricity  is  greater  under  competition  than  under  efficient 
monopoly. 
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"A  basic  characteristic  of  a  utility  is  that  it  is  a  heavy  capital-using 
industry.   This  fact  contributes  to  the  'natural  monopoly'  aspect  of  the 
Industry.   It  is  wasteful  to  duplicate  large  investments  in  plant  and 
equipment  if  one  set  can  get  the  job  done."   (Pages  18,  19  and  412) 

FEINER  COMMENT:   Again,  we  have  the  economies  of  scale  and  duplication 
of  the  network  arguments.   They  do  not  pertain  to 
customer  provided  equipment. 
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FEINER  COMMENT:   A  request  was  made  to  Alfred  Kahn  for  a  copy  of  the 
above  publication.   That  request  was  made  to  him 
through  the  New  York  Public  Service  Commission  where 
he  has  been  recently  appointed  Chairman  of  the 
Commission.   He  graciously  arranged  that  I  receive 
the  copy  which  was  forwarded  to  me  through  Mr.  Peter 
Manus,  Director  -  Regulatory  Research  of  AT&T.   The 
publication  was  "Reprinted  by  AT&T  Company."   At- 
tachment I  is  a  page  from  that  reprint. 

"III.   THE  ROLE  OF  NATURAL  MONOPOLY 

"An  industry  is  said  to  be  a  natural  monopoly  when  it  is  characterized 
by  economies  of  scale  over  the  entire  range  of  output  that  the  market 
will  take.   In  such  an  industry,  with  an  appropriate  type  of  regulation, 
the  consumer  may  well  receive  goods  and  services  at  lower  cost  than  he 
could  under  a  competitive  organization.   Indeed,  in  such  circumstances 
true  competition  is  virtually  impossible  to  achieve  because  the  very 
presence  of  economies  of  scale  makes  it  very  difficult  for  small  firms 
and  new  entrants  to  compete  effectively  and  to  survive.   The  abandon- 
ment of  competition  even  in  these  instances  will  ordinarily  involve  a 
loss  of  some  of  its  benefits  that  we  have  already  summarized  -  notably 
a  dilution  of  the  external  pressures  to  reduce  price,  improve  service, 
and  to  increase  the  range  and  variety  .of  services.   But  the  costs  of 
competition  in  terms  of  loss  of  the  economies  of  scale  and  possible 
deterioration  in  the  quality  of  service  can  exceed  its  benefits. 

"The  complexity  of  the  evidence  required  to  demonstrate  the  presence  of 
economies  of  scale  necessitates  some  further  discussion.   Economies  of 
scale  are  not  necessarily  exhausted  when  some  expansion  of  capacity 
merely  replicates  the  company's  existing  equipment.   In  an  industry  in 
which  several  different  alternative  technologies  are  available  -  for 
example,  voice  frequency  cable,  microwave  radio  and  coaxial  cable  in 
communications  -  there  are  likely  to  be  considerable  ranges  of  volume 
between  that  at  which  it  pays  to  introduce  one  type  of  technology  and 
that  at  which  it  is  economical  to  switch  to  another.   Volume  may  have 
to  increase  very  substantially  before  it  pays  to  introduce  a  coaxial 
cable  with  its  attendant  economies  along  a  particular  route.   Econo- 
mies are  still  available  but  they  will  be  introduced  only  after  demand 
has  reached  a  certain  level.   The  rate  of  introduction  of  new,  larger- 
scale,  lower  cost  technology  may  depend  on  the  absolute  growth  of 
demand.   The  attainment  of  these  economies  can  be  delayed  or  prevented 
by  the  division  of  the  industry's  business  among  a  number  of  competing 
firms. 
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"Whether  economies  of  scale  are  so  great  as  to  outweigh  the  benefits  of 
competition  Is  an  empirical  issue.   In  some  circumstances,  full  and  free 
competition  can  determine  whether  new  firms  will  be  attracted  into  the 
industry  and  can  achieve  costs  that  permit  them  to  prosper  alongside  the 
former  monopoly.   Such  a  test  can,  of  course,  be  effective  only  if  entry 
Is  not  predicated  on  the  expectation  that  the  newcomer  will  be  assured 
by  regulation  of  a  protected  portion  of  the  market  if  his  costs  turn  out 
to  be  too  high.  ^^^^  ^/ 

In  communications,  the  advantages  of  natural  monopoly  seem  to  have 
extended  beyond  economies  of  scale,  providing  a  stimulus  to  the  sponsor- 
ship of  basic  research,  particularly  via  the  Bell  Laboratories.   Because  > 
the  benefits  are  not  diffused  among  a  number  of  firms,  the  monopoly  may 
invest  more  heavily  in  advancement  of  the  basic  technology  than  a  number 
of  smaller  competitors  would."   (Pages  5  and  6) 

FEINER  COMMENT:   Again,  economies  of  scale  is  fundamental  to  a  natural 
monopoly  and  could  not  apply  to  the  customer  equipment 
market.   The  last  paragraph,  however,  observes  that 
"the  advantages  of  natural  monopoly  seem  to  have  ex- 
tended beyond  economies  of  scale."   If  this  is  true, 
then  justifying  it  by  "sponsorship  of  basic  research" 
is  a  weak  argument,  particularly  because  the  "ad- 
vancement of  the  basic  technology"  was  not  so  re- 
sponsive to  customer  needs  that  "smaller  competitors" 
wouldn't  do  a  job.   In  other  words,  only  in  that  one 
area,  basic  research,  where  natural  monopoly  might  be 
allowed  to  extend  beyond  economies  of  scale,  AT&T 
"fell  flat  on  its  face"  evidenced  by  the  technological 
innovations  of  interconnect  competitors. 

"VII.   CONCLUSION 

"We  believe  that  there  is  much  to  be  said  on  grounds  of  social  policy 
for  the  introduction  of  full  competition  where  it  is  appropriate. 
Presumably,  this  would  not  hold  for  all  regulated  services  but  it  may 
well  be  appropriate  in  certain  selected  areas.   For  some  specialized 
services,  new  competitors  may  succeed  and  coexist  with  the  'natural 
monopolist '  or  even  drive  it  from  some  segments  of  the  market.   Where 
they  succeed,  competitors  will  have  demonstrated  their  inherent  ad- 
vantages and  their  presence  will  then  clearly  be  desirable. 

"We  believe  that  either  of  two  alternatives:  maintenance  of  regulated 
monopoly  or  full  competition  in  appropriate  selected  areas  may  represent 
a  reasonable  national  policy  choice.   In  some  areas,  it  may  be  felt  that 
competition  is  particularly  appropriate  because  there  it  is  likely  to 
stimulate  product  Innovation  without  a  high  cost  in  terms  of  economies 
of  scale  foregone.   So  long  as  full  competition  is  permitted  in  these 
limited  competitive  areas,  wo  see  no  inherent  objections  to  such  an 
arrangement. 
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"The  only  one  of  the  available  possibilities  that  society  ^f;;!'^  ""J^-f ^ 
hrfinwilline  to  accept  is  the  introduction  of  competitors  along  with  the 
pre'n  ii;  of  co^retition.   This  kind  of  government-enforced  cartellzation 
and  division  of  markets  can  result  in  tremendous  -^-'ll^'llZiTsLn 
very  costly  to  the  body  of  consumers  whose  interests  the  Commissi^ 
desires  to  protect."   (Page  13)  55"^  ' 

would  in  no  way  foreclose  the  idea  of  competition 
in  the  customer  equipment  market,  if  indeed,  this 
paragraph  does  not  openly  support  it,  as  apparently 
does  the  second  paragraph.   The  caveats  would  appear 
more  applicable  to  specialized  common  carriers  than 
competitors  in  the  customer  equipment  market. 
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Viis  paper  was  prepared  by  a  group  of  economic  advisors  at  the  request 
of  The  American  Telephone  and  Telegraph  Company.  The  group  was  asked  to 
define  certain  economic  issues  associated  with  the  changing  regulatory  scene. 

Vie  following  is  their  statement: 


Subject:    Competition  and  Monopoly  in  Telecommunications  Services 

In  our  role  as  an  economic  advisory  t;roup  to  AT&T,  we  have  on  a 
number  of  occasions  discussed  the  potential  role  of  competition  in 
communications. 

At  the  Company's  request,  we  have  prepared  the  attached  memorandum 
describing  our  views  on  the  basic  issues.  Current  examination  of  policies  in  these 
areas  makes  it  particularly  timely  to  describe  the  fundamental  economic 
principles  that  are  relevant.  It  is  in  this  spirit  that  we  submit  the  memorandum 
for  your  use.  We  have  no  objection  to  your  sharing  it  with  the  FCC. 

The  views  expressed  in  the  memorandum  are  strictly  our  own.  The 
Company  has  not  determined  the  contents  of  this  report  and  we  realize  that  it 
may  not  endorse  all  of  the  views  expressed. 


William  J.  Baumol 
Otto  Eckstein 
Alfred  E.  Kahn 


November  23,  1970 
Attachment 
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PHONEMASTER 


WHAT  IS  THE  PHONEMASTER? 

The  Phonemaster  is  a  sophisticated  sohd  state  restrictor  that  operates  with  KTS  or 
PABX  telephone  systems. 

•  Restricts  calls  to  selected  prefixes  within  an  area  code. 

•  Allows  calls  to  selected  area  codes. 

•  Optional  SIX  DIGIT  PROGRAMMING  allows  calls  to  selected  prefixes  within 
selected  area  codes. 

•  Allows  or  restricts  long  distance  information  and  toll  free  (800)  calls  while  allow- 
ing or  restricting  other  long  distance  calls. 

•  Eliminates  unauthorized  long  distance  calls. 

•  Programs  Local  trunks,  FEX  (extended  calling  areas)  trunks,  WATS  lines  and  Tie 
lines  to  enforce  their  proper  use. 

•  Changes  built-in  program  by  an  optional  PROGRAM  CONTROL  SWITCH. 

•  Provides  traffic  study  information. 
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PHONEMASTER 
1000 

The  Phonemaster  1000  is  a  Long 
Distance  Restrictor. 

It  can  restrict  dial  '1'  access,  or 
limit  calling  to  the  local  area  code 
and  allow  long  distance  information 
and  toll  free  (800)  calling. 

The  Phonemaster  1000  can  be 
provided  with  an  optional  PRO- 
GRAM CONTROL  SWITCH  to  lift 
restriction  for  placement  of  autho- 
rized long  distance  calls. 


PHONEMASTER 
1010 

The  Phonemaster  1010  provides 
all  the  capabilities  of  the  Phone- 
master 1000. 

In  addition  it  can  restrict  calls 
to  selected  prefixes  within  an 
area  code. 

Programming  can  be  changed 
with  an  optional  PROGRAM 
CONTROL  SWITCH  to  "shut 
down"  or  "open  up"  selected  pre- 
fixes or  area  codes. 


PHONEMASTER 
1040 

The  Phonemaster  1040  provides 
all  the  capabilities  of  the  Phone- 
master 1010.  In  addition,  the 
Phonemaster  1040  will  perform  the 
work  of  several  Phonemaster 
1010s  in  programming  different 
trunk  groups,  such  as  Local  trunks, 
FEX  (extended  calling  area  trunks), 
WATS  lines  and  Tie  lines  to  enforce 
proper  use. 

The  Phonemaster  1040  has 
optional  SIX  DIGIT  PROGRAM- 
MING capability,  within  system 
constraints.  For  example,  calls  to 
specified  prefixes  within  specified 
area  codes  can  be  allowed  or  re- 
stricted, or  six  (of  seven)  digit 
numbers  within  a  local  area  code 
can  be  allowed  or  restricted. 


THE  PHONEMASTER 

1000 

1010 

1040 

Allows  or  Restricts  Dial  "1"  Access 

:!: 

Allows  or  Restricts  Direct  Dialed  Long  Distance  Calls 

Allows  or  Restricts  calls  to  the  Telephone  Company  Operator  ("O") 

:;: 

Allows  or  Restricts  Long  Distance  Information  calls 

:;; 

:;: 

Allows  or  Restricts  Toll  Free  (800)  Calls 

-]• 

.-;; 

Allows  or  Restricts  Special  Service  Codes 

:!: 

:;; 

Provides  optional  PROGRAM  CONTROL  SWITCH 

:-.: 

::•• 

Provides  Traffic  Study  Information 

Restricts  calls  to  selected  prefixes  within  an  area  code 

;•; 

Provides  multiple  programs  for  multiple  trunk  groups 

Provides  optional  SIX  DIGIT  PROGRAMMING 
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CHARACTERISTICS  of  the  PHONEMASTER 
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OPERATION 


INSTALLATION 


COMPATIBILITY 


SKILLS 

SERVICE 

POWER 


EXPANSION 
DESIGN 


SIZE  tz  WEIGHT 


When  an  incorrect  call  is  attempted,  the  call  is  restricted 
and  diverted  to  an  audible  signal.  The  operation  is  auto- 
matic. No  operators  or  additional  personnel  are  required. 
It  is  wall-mounted  in  the  telephone  equipment  room  or 
common  equipment  point.  It  is  connected  on  the  tele- 
phone company  central  office  side  of  the  outgoing  trunk 
equipment  on  the  customer's  premises. 
It  is  compatible  with  both  KTS  and  PABX  telephone 
systems. 

The  employees  need  to  learn  no  new  skills  or  procedures. 
No  routine  service  is  required. 

No  special  power  source  is  required  beyond  the  utility 
ridv  outlet  which  is  required  within  six  feet  of  the 
PHC~)NEMASTER.  There  is  no  meaningful  increase  in 
the  electric  bill. 

Additional  equipment  can  be  added  with  relative  ease. 
The  PHONEMASTER  is  a  sophisticated  solid  state  elec- 
tronic device  of  advanced  design. 

A  16  trunk  system  is  less  than  2  cubic  feet  in  size  and  is 
appro.ximatcly  30  pounds  in  weight. 


WARRANTY 


The  PHONEMASTER  warranty  is  guaranteed  to  be  free  of  defective  material  and/or 
faulty  workmanship  for  a  period  of  one  year  from  date  of  delivery. 

During  the  guarantee  period  defective  parts  will  be  replaced  at  the  expense  of 
Phonetele,  Inc. 

Phonetele,  Inc.  shall  not  be  liable  for  in|ury  to  property  or  persons  other  than  the 
Phonetele  equipment  itself. 

Part  replacements  resulting  from  accident  or  abuse  are  excluded  from  this  warranty. 

Modifications,  attachments,  repairs  or  changes  made  by  the  Purchaser  and  not 
recommended  or  approved  by  Phonetele,  Inc.  void  this  warranty. 

There  are  no  warranties  express  or  implied  except  those  set  forth  herein. 
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GLOSSARY 

•  DIAL  'T'  ACCESS 

•  FEX 

•  KTS 

•  OUTGOING  TRUNK 

•  PABX 

•  PREFIX 

•  PROGRAM(S) 


PROGRAM  CONTROL 

SWITCH 

RESTRICTOR 


•  SIX  DIGIT  PRO- 
GRAMMING 

•  SPECIAL  SERVICE 
CODES 

•  TOLL  FREE  (800) 

•  TRAFFIC  STUDY 

•  TRUNK  (LINE) 

•  TRUNK  GROUP 

•  WATS  TRUNKS 


»-H 


In  some  areas  it  is  necessary  for  the  caller  to  dial  the 
number  '1'  before  making  a  toll  call. 
JForeign  EXchange  trunks,  or  trunks  to  extended  calling 
areas. 

Key  Telephone  System 

A  trunk  which  is  used  only  for  making  outgoing  tele- 
phone calls. 

i'rivate  Automatic  Jranch  Exchange,  i.e.,  a  "switch- 
board". 

The  first  three  digits  of  a  seven  digit  telephone  number. 
A  composite  of  all  of  the  allowed  or  restricted  calling  on 
a  particular  trunk  group(s)  as  it  is  engineered  and  built 
into  the  PHONEMASTER. 

Allows  a  built-in  program(s)  to  be  changed  to  an  alter- 
nate built-in  program  by  a  switch  arrangement. 
A  unit  of  equipment  (the  PHONEMASTER)  for  inser- 
tion on  outgoing  trunks  which  restricts  calls  to  forbidden 
codes. 

The  ability  to  selectively  allow  or  restrict  calls  on  the 
basis  of  the  first  six  digits  dialed. 
These  codes  include  local  information,  local  telephone 
repair,  etc. 

A  telephone  number  which  allows  free  long  distance 
calling  to  the  calling  party. 

Visual  traffic  analysis  indicates  whether  there  are  too 
many  or  too  few  trunks. 

One  telephone  communication  channel,  like  an  individ- 
ual home  telephone. 

A  collection  of  individual  trunks  by  type  (FEX  trunks, 
WATS  lines,  and  Tie  lines). 
iVide^rea  Telephone^ervice. 


Copyrighl  ig  1972  Phon. 


HB 


Phonctele,  Inc.,  15414  Cabrito  Ro-^d,  Van  Nuys,  Calif.  91406  ■ 
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Exhibit  2. — History  of  Rice  International  Corp.  Difficulty  in  Marketing  Product 
Because  of  Inability  in  Obtaining  Interface  Devices 

Bice  International  Corp., 
Miami,  Fla.,  March  29,  1974. 
Mr.  Gerald  Hellerman, 

Senate  Antitrust  and  Monopoly  Subcommittee, 
Washington,  D.C. 

Good  morning,  Mr.  Hellerman  *  *  *  and,  thank  you  for  your  telephone  call 
yesterday  morning. 

I  have  enclosed  a  red  bound  book,  giving  you  the  entire  history  of  the  plight 
of  Rice  International  in  it's  dealings  with  AT&T,  The  Bell  System,  The  FCC, 
and  State  of  Florida  Public  Service  Commission  and  others. 

Our  correspondence  with  AT&T  and  Bell  starts  back  in  August  of  1970, 
almost  four  years  ago  .  .  .  and  we  bring  your  oflaee  right  up-to-date  with  our 
last  answer,  dated  today. 

I  have  also  enclosed  several  brochures  explaining  the  functions  and  purposes 
of  the  Rice  MULTI-PHONE. 

You  may  be  interested  in  the  fact  that  our  MULTI-PHONE  has  just  re- 
ceived Underwriters'  Laboratory  Approval.  It  is  our  belief  that  ours  is  the 
only  telephone  in  the  world  with  this  seal  of  approval. 

We  are  truly  proud  of  our  product  .  .  .  with  all  circuitry  built  inside  the 
telephone  instrument.  Our  circuitry  is  patented,  is  all  solid-state  and  assembled 
under  the  latest  state-of-the-art. 

Thank    you,    Mr.    Hellerman    ...    if   you   require   additional    information, 
please  do  not  hestitiate  to  contact  us.  Our  representative,  Fritz  Gibson,  Jr., 
will  be  available  to  appear  before  your  committee  when  called  upon. 
Most  sincerely, 

Charles  F.  Rice, 

President. 

Enclosures. 
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CONFERENCE  PHONE  &  CALL  REROUTER 
OPERATING  INSTRUCTIONS 


AS  REROUTER  PHONE 

Incoming  call  is  put  on  hold,  by  pushing  Button  — 
Line  One  or  Line  Two,  depending  on  which  line 
incoming  call  is  on. 

"Secretary"  then  dials  called  Party,  wherever  he  can 
be  reached  by  phone.  Upon  reaching  party,  she 
pushes  button  for  2nd  line.  This  connects  calling 
and  called  parties.  The  "Secretary"  may  hang  up, 
leaving  both  parties  connected.  (Supervisory  Lamps 
are  on.) 

When  parties  complete  call  and  hang  up,  Super- 
visory Lights  go  out  and  all  lines  disconnect  auto- 
matically, leaving  lines  free  for  other  calls. 
NOTE:  If  calling  party  hangs  up,  called  party  is  still 
connected  to  his  office  (indicated  by  "Bright"  Su- 
pervisory Light)  and  "Secretary"  can  f  ome  back  on 
phone  for  instructions,  or  vice  versa. 
"Secretary"  and  "Executive"  may  hang  up  when  in- 
structions are  completed.  Lines  disconnect  auto- 
matically. 

AS  CONFERENCE  PHONE 

Dial  out  on  Line  One... after  party  answers,  push 
button.  Line  One,  putting  on  Hold. 
Switch  to  Line  Two.  Dial... after  party  answers,  push 
button.  Line  Two.  (This  automatically  seizes  line, 
putting  called  parties  on  Conference  Connection.) 
Should  the  originator  of  the  Conference  call  not 
wish  to  participate  in  the  Conference,  he  simply 
hangs  up  his  phone,  leaving  called  parties  talking — 
while  Supervisory  Lamps  remain  illuminated,  in- 
dicating Conference. 

The  originator,  at  his  option,  may  lift  the  receiver  in 
the  Conference  at  any  time  thereafter  to  participate. 


5.  When  parties  have  completed  Conference,  Supervi- 
sory Lights  go  out,  indicating  Automatic  Disconnect. 

6.  NOTE:  The  originator  may  at  any  time  disconnect 
Line  One  or  Line  Two  from  Conference  by  depres- 
sing Turn  Key  (having  first  switched  to  Line  to  be 
disconnected). 

AS  REROUTER  WITH  WATS  LINE 

1.  Office  receives  call,  secretary  answers,  pushes  but- 
ton—  putting  call  on  hold. 

2.  She  switches  to  Wats  Line,  dials,  party.  After  party 
answers,  pushes  button  connected  with  Wats  Line. 
This  automatically  connects  calling  party  with  called 
party. 

3.  Secretary  hangs  up  phone.  Supervisory  Lamps,  Lines 
One  and  Two  remain  illuminated,  indicating  lines 
are  in  use. 

4.  When  parties  have  completed  their  calls  (hanging 
up  phones).  Supervisory  Lamps  go  out,  indicating 
Automatic  Disconnect. 

5.  NOTE:  If  either  calling  or  called  party  wishes  sec- 
retary to  come  back  on  line  after  the  other  hangs 
up,  he  remains  on  the  phone.  The  Supervisory  Lamp 
stays  on,  signaling  her  to  lift  receiver. 

6.  When  calls  are  completed,  rerouter  phone  auto- 
matically disconnects,  freeing  lines  for  other  calls. 


SUPERVISORY 
LIGHT 


RICE  INTERNATIONAL  CORPORATION 
ElECTRONICS 

1 260  N.W.  57th  AVE.  •  MIAMI,  FLA.  331 26 
PHONE  (305)  665-6525 
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Rice  International  Corp., 
Mi(Mni,  Fla.,  November  16,  1972. 
Mr.  Samuel  Gordon, 
Assistant  Chief  of  Special  Trial  Section, 
Department  of  Justice, 
Washington,  D.C. 

Dear  Mr.  Gordon  :  First  let  me  thank  you  for  the  time  and  conrtesy  sliown 
us  at  our  conference  in  your  oflBce  Thursday,  November  2,  1972. 

At  the  close  of  our  meeting  you  asked  that  we  present  to  your  office  copies 
of  any  documents  substantiating  our  claim  that  A.T.&T.  and  the  Bell  System 
have  gone  far  beyond  any  "reasonable  time"  in  providing  Rice  International 
Corp.  with  an  interconnection  device  for  the  Rice  Multiphone. 

Rice  International  Corporation,  a  Florida  cori^oration,  incoriiorated  June  15, 
1970,  seeks  to  provide  for  the  telephone  subscribers  throughout  the  world 
several  services  which  are  presently  unavailable  in  the  telecommunications 
market. 

On  August  8,  1970,  at  the  suggestion  of  Mr.  Brian  Cosgrove,  Southern 
Bell,  Miami,  we  wrote  to  A.T.&T.  in  New  Yorik  City,  outlining  the  functions 
of  the  Rice  Multiphone  and  asking  their  opinion  and  interest,  if  any,  in 
the  instrument.  (Exhibit  No.  1). 

After  much  correspondence  which  continued  through  January.  1971,  we  de- 
termined that  A.T.&T.  was  not  at  that  time  interested  in  making  available 
to  the  subscriber  the  services  that  could  be  provided  by  the  Rice  Multiphone. 
Following  this,  a  verbal  request  was  made  to  A.T.&T.  that  we  be  provided 
with  an  interface  far  our  instrument  as  provided  for  by  the  then  existing 
tariff  regulations.  Let  me  point  out  that  these  negotiations  were  verbal  and 
the  first  documentation  of  this  is  in  the  enclosed  letter  dated  May  4,  1971 
addressed  to  Mr.  Ken  Johnson,  of  Southern  Bell,  Miami.  Please  note  Paragraph 
2  of  this  letter.  This  substantiates  that  a  request  had  been  made  some  time 
prior  to  this  date,  since,  as  indicated,  an  interface  was  to  be  installed  in  our 
corporate  offices  in  Miami  that  week.  (May  4,  1971)   (Exhibit  No.  11). 

To  further  substantiate  this  date  see  enclosed  letter  dated  May  4,  1971 
addressed  to  Mr.  Robert  B.  Brunson,  Jr.,  Assistant  Engineering  Manager  of 
A.T.&T.  in  New  York.  This  letter  refers  to  a  very  cordial  meeting  with  Mr. 
Brunson  in  New  York,  in  which  I  and  our  chief  engineer.  Eddie  Currie, 
were  assured  that  an  interface  for  the  Rice  Multiphone  was  forthcoming. 
(Exhibit  No.  12). 

From  May,  1971  to  May,  1972  we  carried  out  voluminous  correspondence 
with  A.T.&T.  and  Southern  Bell,  all  to  no  avail  as  no  interface  was  forth- 
coming. During  this  period  we  were  assured,  verbally,  that  A.T.&T.  had  evalu- 
ated our  instrument,  that  it  had  passed  A.T.&T.  engineering  tests,  and  was 
referred  to  Mr.  Herman  Goodrich,  Marketing  Supervisor  of  A.T.&T.  for  a 
marketing  study.  Also  in  October,  1971,  Mr.  Bob  Rivenes  of  A.T.&T.  New 
York  Engineering  staff  visited  in  our  office  at  the  request  of  Southern  Bell's 
Miami  Manager.  (See  Item  4  of  the  letter  dated  June  3,  1972  addressed  to 
Mr.  Bernard  Strassburg.  Chief  of  Common  Carrier  Bureau  of  the  Federal 
Communications  Comm.,  Washington.  D.C.  (See  Exhibit  No.  20). 

Commissioner  Robert  E.  Lee  of  the  F.C.C.  was  first  introduced  to  our  prob- 
lem on  February  2,  1972.  Commissioner  Lee  referred  us  to  Louis  Feldner,  the 
Vice  Chairman  of  the  P.B.X.  Advisory  Committee  on  February  10,  1972. 

On  Wednesday,  November  1,  1972,  Richard  Putman,  Executive  Vice  Presi- 
dent of  Rice  International,  and  I,  met  in  Washington,  D.C.  with  Mr.  Paul 
Darling,  Mr.  Tom  Elcan,  and  Mr.  Dave  Cosson  of  the  F.C.C.  They  arranged 
an  appointment  with  Mr.  Arthur  Woods.  Assistant  to  Mr.  Robert  Pitofski, 
Bureau  Chief  of  the  Federal  Trade  Commission.  Mr.  Woods,  in  turn  arranged 
our  appointment  with  your  office.  Later  that  same  day,  we  again  talked  with 
the  F.C.C.  and  they  informed  us  that  they  had  a  very  specific  reason  for 
sending  us  to  the  F.T.C.  They  said  that  Mr.  Darling's  office  wanted  us  to 
make  a  personal  appearance  to  present  our  problem  to  the  F.T.C.  and  that 
they,  Mr.  Darling's  staff,  would  be  sending  an  interdepartment  communique 
to  the  F.T.C.  citing  the  specific  tariffs  which,  in  their  opinion,  A.T.&T.  is 
violating. 

Enclosed  please  find  copies  of  corre.spondence  of  Rice  International  with 
A.T.&T.,  Southern  Bell,  the  F.C.C.  and  the  Florida  Public  Service  Commis- 
sion.   I   believe   this   firmly   establishes  our  claim   of  discrimination   and   re- 
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straint  of  trade  by  A.T.&T.'s  refusal  to  provide  us  with  the  required  inter- 
In  closing,  Mr.  Gordon,  may  I  make  a  plea  for  relief  from  the  untenable 
situation  in  which  we,  Rice  International,  find  ourselves.  We  were  originally 
promised  that  an  interface  device  would  be  installed  on  May  6,  1971  (See 
Exhibit  No.  11).  As  recently  as  November  9,  1972,  eighteen  months  since 
the  original  installation  was  promised,  we  are  being  advised  by  the  Bell 
System  that  our  equipment  cannot  be  used  until  a  connecting  arrangement 
can  be  worked  out.  ( See  Exhibit  No.  31) . 

I  am  certain  that  you  will  appreciate  the  gravity  of  the  situation  which 
Rice  International  Corporation  is  experiencing  and  that  this  series  of  inter- 
minable delays  has  resulted  in  the  depletion  of  the  existing  funds  which  were 
to  launch  our  corporation  into  a  national  marketing  program.  The  failure  of 
A.T.&T.  and  the  Bell  System  to  meet  their  explicit  commitments  as  stated  In 
the  related  tariffs  and  documented  by  their  letters  to  us  some  eighteen  months 
earlier  has  placed  us  on  the  brink  of  financial  disaster. 

We  have  a  highly  marketable  telecommunication  instrument  which  would 
provide  to  the  subscriber  services  which  are  not  now  available.  We  have 
tried  for  over  two  years  to  work  with  the  telecommunications  industry,  but 
cannot  market  our  product  because  of  the  refusal  of  A.T.&T.  and  the  Bell 
System  to  provide  us  with  an  interface  which  the  existing  tariffs  say  they 
must  provide. 

Finally,  we  note  that  on  Tuesday,  November  7.  1972,  the  Attorney  General 
of  the  United  States,  Richard  Kleindenst,  was  interviewed  on  C.B.S.  Follow- 
ing questioning  concerning  the  Watergate  incident  and  the  Repiiblican  cam- 
paign fund  investigations,  he  made  the  following  statement : 

"If  anyone  presents  the  Justice  Department  with  credible  evidence  of  vio- 
lations of  federal  law,  we  will  investigate  and  upon  substantiation  of  the 
evidence  we  will  prosecute.  No  one  is  immune.  This  is  a  unique  feature  of 
our   governmental   system   and   without   this   we   can   have   no   faith    in    our 

system,"  .......       ^i,  4. 

There  can  be  no  doubt,  on  the  basis  of  the  accompanying  documentation  that 
there  exists  credible  evidence  of  violations  of  Federal  law  and  we  know  that 
upon  substantiation  of  our  claims  that  we  may  look  to  the  Justice  Department 
for  assistance  against  a  most  formidable  adversary  who  has  denied  us  the 
opportunity  to  compete  fairly  and  openly  in  the  telecommunications  market- 
place for  what  will  shortly  be  a  period  of  over  two  years. 

There  can  be  no  more  classic  example  of  restraint  of  trade  than  that  to 
which   Rice   International   Corporation   has   been   subjected   at   the   hands   of 
A.T.&T.  and  the  Bell  Systems. 
Respectfully, 

Charles  F.  Rice, 
President,  Rice  International. 

Exhibit  1 

August  3,  1970. 
Engineers,  Directors  and  Customers 
Telephone  System, 
American  Telephone  &  Telegraph, 
New  York  City 

Gentlemen  :  At  the  suggestion  of  Mr.  Cosgrove  Brian,  Southern  Bell,  Miami, 
we  take  this  opportunitv  to  brifly  acquaint  you  with  the  patented,  solid  state 
circuit,  RICE  CONFERENCE  PHONE  &  CALL  REROUTER. 

Our  device,  unlike  some  of  the  others  to  which  you  may  have  been  ex- 
posed is : 

Patented. 

Solid  State  Circuit. 

Compatible  with  all  telephone  company's  switching  &  signaling  equipment, 
has: 

an  automatic  disconnect  feature. 

freedom  from  maintenance. 

been  field  tested  for  over  four  years  ...  in  Model  510  Telephones. 

We  would  welcome  the  opportunity  to  demonstrate  our  device  and  pro- 
vide any  additional  information  you  may  desire. 
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We  are  interested  in  your  opinion  and  would  lilce  your  evaluation,  as  we 
are  now  preparing  our  marketing  program. 

Thank  you,  very  much,  for  your  early  attention  to  this  matter. 
Sincerely, 

Charles  F.  Rice, 

President. 
Enclosure. 

Exhibit  2 

American  Telephone  &  Telegraph, 

August,  25,  1970. 
Mr.  Charles  F.  Rice, 
President,  Rice  International  Corp., 
Electronics, 
Miami,  Fla. 

Dear  Mr.  Rice:  Thank  you  for  your  letter  of  August  8  submitting  for  our 
consideration  United  States  patent  No.  3,470,322  on  "Combination  Con- 
ference Connection  and  Call  Transfer  Device  for  Telephone  Subscriber  Lines," 
which  was  granted  to  you  and  to  Mr.  Charles  Kimtantas  on  September  30, 
1969. 

As  you  were  informed  in  a  recent  telephone  conversation  with  Mr.  W.  J. 
Bischoflf  of  my  organization,  we  are  arranging  for  a  technical  evaluation  of 
the  submitted  patent  and  will  let  you  know,  upon  completion  of  our  study, 
where  it  contains  anything  of  interest  to  the  Bell  System.  If,  after  considera- 
tion of  the  patent,  it  should  appear  that  demonstration  would  be  desirable, 
we  would  be  pleased  to  take  advantage  of  your  kind  offer. 

In  the  meantime,  your  interest  in  writing  is  appreciated. 
Sincerely, 

F.  K.  WXJRST, 

Engineering  Manager. 
Exhibit  3 

Rice  International  Corp.. 
Miami,  Fla.,  August  28,  1970. 
Mr.  F.  K.  WuRST, 
Engineering  Manager,  A.T.&T., 
New  York,  N.Y. 

Dear  Mr.  Wurst  :  Thank  you  for  your  letter  of  August  25th.  1970.  con- 
cerning our  "Combination  Conference  Connection  &  Call  Transfer  Device" 
...  U.S.  Patent  Number  3,470,322. 

We  are  pleased  to  learn  that  you  are  arranging  for  a  technical  evaluation 
and  study  to  determine  if  the  device  contains  features  which  might  be  of 
interest  to  the  Bell  System. 

As   mentioned   in   our  letter   of  August  8th,   we   are  presently   negotiating 
a  marketing  program  in  the  U.S.  and  abroad.  And,  your  early  decision  would 
be  most  appreciated. 
Sincerely, 

Charles  F.  Rice, 

President. 
Exhibit  4 

American  Telephone  &  Telegraph  Co.. 

New  York,  N.Y.,  October  1,  1970. 
Mr.  Charles  F.  Rice, 

President,  Rice  International  Corp.,  Electronics, 
Miami,  Fla. 

Dear  Mr.  Rice  :  This  is  in  further  reference  to  your  letter  of  August  8  con- 
cerning United  States  patent  No.  3,470,322  on  "Combination  Conference  Con- 
nection and  Call  Transfer  Device  for  Telephone  Subscriber  Lines"  which  issued 
to  you  and  to  Mr.  Charles  Kimtantas.  We  also  have  your  letter  of  August  28. 

We  have  completed  our  study  of  the  submitted  patent  and  have  reached  the 
conclusion  that  it  does  not  contain  any  novel  features  which  are  of  present  Bell 
System  interest  or  which  are  likely  to  become  of  interest  in  the  future.  We  do 
not  feel  warranted,  therefore,  in  seeking  to  acquire  rights  thereto. 
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Despite  the  adverse  nature  of  this  reply,  I  want  to  thank  you  for  giving  us 
the  opportunity  to  consider  your  patent.  Your  interest  in  the  telephone  business 
is  very  much  appreciated. 
Sincerely, 

F.  K.  WURST, 

Engineering  Manager — Suggestions  Studies. 

Exhibit  5 

October  5,  1970. 
Mr.  F.  K.  WUEST, 

Engineering  Manager,  American  Telephone  d  Telegraph  Co., 
New  York,  N.Y. 

Dear  Mr.  Wurst  :  Thank  you  for  your  letter  of  October  1st  .  .  .  concerning 
the  Rice  patent  number  3,470,322  on  our  combination  conference  and  call  tralis- 
fer  device. 

I  must  admit  that  your  letter  didn't  say  what  I  wanted  to  hear.  But,  in  all 
honesty  we  did  not  expect  you  to  offer  us  "seven  hundred  million  dollars"  either. 
And,  while  you're  in  no  way  required  to  do  so.  you  didn't  tell  me  WHY  you 
reached  the  conclusion  that,  "it  does  not  contain  any  novel  features  which  are 
of  present  Bell  System  interest".  If  you  could  take  the  time,  as  part  of  your 
evaluation,  I  would  certainly  appreciate  a  more  detailed  explanation,  Mr.  Wurst. 

We  did  not  send  an  instrument  to  you  for  testing.  Had  you  had  one,  it's 
possible  that  you  might  have  reached  a  different  conclusion. 

I  realize  that  you  can  draw  certain  conclusions  from  what  we  sent  to  you 
but,  as  the  old  saying  goes,  there's  nothing  that  sells  the  steak,  like  the  sizzle. 
And,  we  had  the  sizzle  here  in  Miami. 

The  Bell  System  is  the  only  company  that  we've  shown  our  device  to  who 
has  replied  in  this  manner  .  .  .  everyone  else  has  shown  a  great  degree  of 
interest. 

We  now  have  patents — in  hand — from  the  U.S.,  Canada,  Great  Britain  and 
West  Germany.  We  expect  our  Japanese  patents  within  the  next  30  days.  To 
me.  this  makes  our  device  "novel". 

Please  don't  misunderstand  the  tone  of  my  letter  ...  we  do  appreciate,  very 
much,  the  effort  expended  on  our  behalf. 

We  would  like  to  call  on  your  good  of35ces  just  one  more  time  for  the  reasons 
behind  your  conclusions. 

Mr.  Wurst.  we  do  thank  you  very  much. 
Sincerely, 

Charles  F.  Rice, 

President. 

Exhibit  6 

American  Telephone  &  Telegraph  Co., 

New  York,  N.Y.,  October  19,  1970. 
Mr.  Charles  F.  Rice, 

President,  Rice  International  Corp.,  Electronics, 
Miami,  Fla. 

Dear  Mr.  Rice  :  This  is  in  response  to  your  letter  of  October  5.  1970  request- 
ing additional  information  as  to  the  reasons  for  reaching  the  conclusion  ex- 
pressed in  our  letter  of  October  1,  1970  and  your  comment  regarding  the  possi- 
bility that  we  might  have  reached  a  different  conclusion  if  we  had  tested  one 
of  your  instruments. 

As  I  am  sure  you  can  appreciate,  an  idea  to  be  of  value  to  us  must  be  useful 
in  our  operations  and  not  already  known  to  us  or  to  the  general  public.  While 
we  do  not  undertake  to  detail  for  submitters  our  reasons  for  not  adopting  their 
ideas,  you  may  be  interested  in  knowing,  or  may  already  be  aware,  that  for 
many  years,  Bell  companies  have  offered  an  "add-on"  service  on  key  telephone 
sets  which  provides  a  service  similar  to  that  of  your  instrument.  Early  in  the 
development  of  this  feature,  models  which  permitted  the  connection  between 
the  two  lines  to  remain  established  after  the  handset  had  been  returned  to  its 
cradle  were  considered,  but  it  was  decided  that  it  would  be  advisable  to  main- 
tain the  connection  only  as  long  as  the  handset  is  off  hook.  However,  a  number 
of  other  arrangements  for  providing  call  transfer  and  conferencing  have  been 
developed  for  other  applications.  In  a  number  of  mechanical  and  electronic 
PBX's.  a  call  transfer  option,  including  the  conferencing  feature,  is  being  of- 
fered. Whether  or  not  we  might  eventually  provide  such  a  service  on  other 
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systems  will  not  depend  solely  on  tlieir  technical  feasibility.  The  cost  of  pro- 
viding them,  the  extent  of  customer  demand,  transmission  considerations  and 
tariff  problems  are  also  factors  to  be  considered. 

You  indicated  that  you  felt  that  our  conclusion  might  have  been  different  if 
you  had  sent  an  instrument  to  us  for  testing.  While  the  information  you  have 
submitted  previously  does  not  tend  to  support  this,  I  can  assure  you,  we  are 
always  willing  to  receive  ideas  which  are  intended  to  improve  our  services.  I  am 
enclosing  for  your  information  a  printed  statement  which  explains  the  "ground 
rules"  we  follow  in  handling  such  submittals  and  contains  otlier  information  in 
which  you  might  be  interested.  If  you  should  send  us  an  instrument  or  addi- 
tional material  for  our  consideration,  we'll  assume  you  have  done  so  in  accord- 
ance with  these  "ground  rules."  We  have  found  over  the  years  that  this  pro- 
cedure helps  to  avoid  misunderstanding  and  unnecessary  delay. 

Thank  you  for  writing  and  giving  us  this  opportunity  to  explain  further  our 
policy  in  handling  such  matters. 
Sincerely, 

F.  K.  WURST, 

Engineering  Manager — Suggestions  Studies. 

Enclosed :  Form  E-5413. 

Exhibit  7 

January  16,  1971. 
Mr.  W.  J.  RiNKOR, 
Marketing  and  Service  Plans, 
New  York,  N.Y. 

Dear  Mr.  Rinkor  :  Back  in  August  of  1970,  we  started  a  chain  of  correspond- 
ence and  telephone  calls  with  A.T.t&T.'s  engineering  manager,  Mr.  F.  K.  Wurst. 

We've  received  letters  from  Mr.  Wurst  dated  8-25-70,  10-1-70,  and  10-19-70, 
concerning  our  patented  RICE  CONFERENCE  PHONE  AND  CALL  RE- 
ROUTER  (brochure  enclosed). 

Mr.  Wurst  mentions  an  "add-on"  service  (offered  by  A.T.&T.)  "similar  to" 
that  of  our  instrument.  You  do  have  a  similar  "intercom"  add-on  service,  but 
your  device  does  not  permit  "outercom."  Mr.  Wurst,  in  his  letter  of  10-1-70, 
says:  "It  (the  Rice  phone)  does  not  contain  any  novel  features  which  are  of 
present  Bell  System  interest  or  which  are  likely  to  become  of  interest  in  the 
future." 

Mr.  Rinkor,  my  next  statement  is  not  meant  to  be  critical  of  Mr.  Wurst  and  I 
do  not  mean  to  be  rude.  But,  Mr.  Wurst  has  obviously  not  given  our  device  a 
thorough  evaluation.  For  if  he  had,  he  would  have  found  that  our  patents  have 
been  Issued  because  our  device  is  novel.  Our  circuitry  permits  us  to  do  things 
in  telephone  communications  that  no  one  else  has  been  able  to  do. 

Several  independent  telephone  companies  (2  in  North  Carolina,  2  in  Florida, 
2  in  the  Midwest,  and  3  in  Georgia)  have  placed  orders  for  our  device  and  are 
applying  for  tariffs  with  their  respective  Public  Utilities  Commissions. 

Exhibit  8 

Mr.  Cosgrove  Brian,  Southern  Bell's  District  Marketing  Manager,  here  in 
Miami,  has  suggested  that  I  write  to  you.  And,  we've  learned  through  experience 
(in  dealing  with  the  above  companies)  that  we  should  originate  our  contacts 
with  Marketing,  rather  than  with  Engineering  .  .  .  another  reason  for  now 
writing  to  you. 

Mr.  Rinkor,  thank  you !  We  are  available  to  go  into  detail  on  the  merits  of 
our  device  ...  to  put  one  in  your  hands  for  tests  and  evaluation,  from  a  mar- 
keting standpoint. 

I  shall  look  forward  to  hearing  from  you. 
Sincerely, 

Charles  F.  Rice,  President. 

Enclosure. 

Exhibit  9 

January  25,  1971. 
Mr.  C.  E.  Rice, 
Rice  International  Corp. 
Miami,  Fla. 

Dear  Mr.  Rice  :  This  is  in  reference  to  your  letter  of  January  16,  1971  regard- 
ing the  Rice  Conference  Phone  and  Call  Reronter. 

The  replies  you  have  received  from  F.  K.  Wurst  of  our  Engineering  organiza- 
tion are  consistant  with  the  position  IMarketing  takes  in  regard  to  the  Rice 
Conference  Phone  and  Call  Rerouter.  Although  Engineering  has  responsibilities 
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for  evaluating  and  transmitting  Company  position  on  requests  sucli  as  yours. 
Mr.  Wurst  consults  freely  Marketing  in  the  examination  of  specific  prod- 
ucts or  services. 

Approximately  a  year  ago  we  extended  "Add-On"  service  to  cover  all  in- 
coming or  out-going  calls  where  the  line  and  set  are  equipped  for  this  capability. 
Prior  to  this  "Add-On"  was  confined  to  behind  PBX  type  applications.  Although 
your  device  has  certain  unique  aspects,  it  does  not  in  our  opinion  offer  signifi- 
cantly attractive  features  to  warrant  our  consideration  as  a  possible  standard 
Bell  System  offering. 

If  you  have  any  further  questions  regarding  this  mater  please  feel  free  to 
contact  us. 

Sincerely, 

W.  J.  RiNKOB, 

Marketing  Director. 
Exhibit  10 

Januaby  28,  1971. 
Mr.  Ken  Johnson, 
Southern  Bell  Telephone  Co. 
Miami,  Fla. 

Deab  Me  Johnson  :  As  promised,  in  our  recent  telephone  conversaiton,  I'm 
sending  you  a  photo-copy  of  Mr.  W.  J.  Rinkor's  letter  to  me.  I'm  also  taking  a 
liberty  and  sending  you  photocopies  of  our  correspondence  with  your  Mr.  F.  K. 
Wurst. 

Without  appearing  to  be  disrespectful,  I  must  say  that  I  just  don't  understand 
your  New  York  people.  Maybe  they  don't  understand  me.  But,  our  device  has 
an  entirely  different  application  from  that  of  your  "Add-on"  service  ...  as  we 
understand  this  particular  AT&T,  in-coming  and  out-going  feature. 

Even  Mr.  Rinkor  admits  that  your  "Add-on"  service  works  only  "where  the 
line  and  set  are  equipped  for  this  capability."  Our  device  is  universal  ...  it  re- 
quires no  special  additions  ...  it  disconnects  automatically  ...  it  works  with 
all  types  of  switching  and  signaling  equipment.  And,  conservatively,  there's  a 
market  of  over  40  million  telephones  just  within  Bell's  and  AT&T's  marketing 
areas  alone.  I  don't  have  to  tell  you,  that's  one  whale  of  a  market. 

Mr.  Johnson,  may  I  take  this  opportunity  to  thank  you  for  the  continuing  in- 
terest in  our  device.  It's  been  shown  many  times  by  you  and  by  other  members 
of  Southern  Bell  Marketing,  here  in  Miami  ...  we  appreciate  it ! 
Most  Sincerely, 

Charles  F.  Rice,  President. 
Enclosures. 

Exhibit  11 

May  4,  1971. 
Mr.  Ken  Johnson, 
Southern  Bell, 
Miami,  Fla. 

Deab  Ken  :  I  should  have  written  sooner.  But,  I've  been  pretty  busy.  How- 
ever, I  did  want  to  thank  you  for  your  help  and  your  interest  in  the  Rice  Con- 
ference and  Call  Rerouting  Telephone. 

I'm  looking  forward  to  having  your  interface  device  installed  on  Thursday 
of  this  week. 

I  wrote,  earlier  today,  to  your  Mr.  Robert  Brunson,  Jr.,  Assistant  Engineering 
Manager — Voice  Connecting  Arrangements  at  AT  &  T,  in  New  York.  I  wanted 
to  send  him  my  late  but  sincere  thanks  for  his  help,  while  Eddie  Currie  and  I 
were  in  New  York  last  month. 

I  enjoyed  our  luncheon  meeting  the  other  day  and  just  wanted  to  take  this 
opportunity  to  thank  you  again  and  to  assure  you,  once  again,  that  we  will  co- 
operate with  you  and  your  office  in -any  way  that  we  can. 
My  best  wishes  to  you. 
Sincerely, 

Chables  F.  Rice,  President. 
Exhibit  12 

May  4,  1971. 
Mr.  Robert  B.  Brunson,  Jr., 
Ass't.  Engineering  Manager, 
American  Telephone  &  Telegraph  Co., 
New  York,  N.Y. 

Deab  Me.  Brunson  :  A  late  but  sincere  "thank  you"  for  your  time  and  hos- 
pitality when  Eddie  Currie  and  I  were  in  New  York  last  month  ...  we  appre- 


3662 

ciate  your  interest  in  us  and  your  help  witli  your  Company  in  securing  an  inter- 
face device  for  our  Rice  Conference  Plione  &  Call  Rerouter. 

At  your  suggestion,  we  contacted  Southern  Bell  here  in  Miami  and  met  witti 
Mr.  Ken  Johnson.  Mr.  Johnson  has  also  been  most  helpful. 

To  bring  you  up  to  date,  Mr.  Johnson  says  that  we'll  have  an  interface  device 
installed  in  our  office  by  no  later  than  Thursday,  May  6th,  1971.  We're  looking 
forward  to  your  continuing  co-operation  and  want  to  assure  you  that  you  most 
certainly  have  ours. 

We  feel  that  our  device  will  offer  definite  advantages  to  our  mutual  users  and 
that  our  device  will  also  go  a  long  way  toward  increasing  revenues  through  in- 
creased usage  of  your  long  lines  .  .  .  through  the  adding  of  lines  by  your  sub- 
scribers, etc. 

Mr.  Brunson,  my  thanks  to  you  again.  On  your  next  trip  to  Miami,  I  hope 
that  you'll  favor  us  with  a  telephone  call  and  a  visit  to  our  offices  if  there's  time. 
Sincerely, 

Charles  F.  Rice,  President. 
Exhibit  13 

December  4,  1971. 
Mr.  F.  K.  WuEST, 

Engineering  Manager — Suggestions  Studies,  ATdT, 
American  Telephone  d  Telegraph  Co., 
New  York,  N.Y. 

Dear  Mr.  Wurst  :  We  have  not  corresponded  since  your  last  letter  to  us, 
dated  October  19th,  1970.  It's  been  a  long  time.  But,  much  has  happened  in  the 
interim.  We've  improved  our  solid  state  circuitry  and  we've  reduced  the  cost  of 
manufacturing  our  circuitry  and  supervisory  light  system.  We  are  now  in 
MASS  PRODUCTION,  no  longer  making  and  demonstrating  with  PROTO- 
TYPES. 

In  addition  and  at  a  slight  increase  in  cost,  we  can  now  supply  the  user  with 
an  intercom  system.  By  using  the  dial  or  the  touch-tone  buttons,  you  may  dial 
up  to  ten  persons  and  each  will  receive  a  different,  selective  tone,  indicating 
that  he's  to  pick  up  the  phone  at  this  station,  for  his  message.  This  is  accom- 
plished without  tieing  up  lines  used  for  incoming  calls. 

You  already  know  the  cost  of  telephone  instruments  from  Western  Electric 
and  other  suppliers.  Add  to  that  cost  the  cost  of  our  cii-cuitry  and  lighting  sys- 
tem (approximately  $40.00,  including  components  and  labor)  and  you  have  the 
total  cost  of  manufacturing  our  circuitry.  To  the  above  figures,  we  would  add 
a  profit  for  our  Company. 

There  is  definitely  a  customer  demand.  TELEPHONY  magazine  gave  us  a 
complimentary  "plug"  in  their  October  25th.  1971.  "New  Products"  section.  And, 
we've  already  received  over  200  inquiries  .  .  .  some  from  Bell  System  Executives 
around  the  Country.  Other  complimentary  promotional  pieces  will  be  published 
in  the  forthcoming  issues  of  all  the  major  "trade"  publications. 

Given  the  opportunity,  we  believe  that  we  can  prove  to  you  that  the  use  of 
our  device  can  definitely  increase  revenues  for  AT&T  and  it's  Subsidiaries.  This 
can  be  done  thru  the  subscriber's  adding  additional  lines  .  .  .  thru  the  increased 
use  of  long  distance  lines,  because  of  the  CONVENIENCE  of  the  subscriber 
placing  his  own  conference  calls. 

As  you  know,  our  Rice  Conference  and  Call  Rerouting  Telephone  is  Patented 
in  the  United  States,  Great  Britain.  Canada,  West  Germany  and  Japan.  We 
have  Patents  Pending  in  Australia  and  other  European  and  Asiatic  Countries. 
We  have  applied  for  our  NEW  intercom  feature,  mentioned  earlier  in  the  body 
of  this  letter. 

As  you  also  know,  Mr.  Bob  Rivenes  has  been  down  to  see  us.  We  met  with  him 
and  several  of  your  local  Engineering  and  Marketing  personnel,  to  discuss  and 
hopefully  work  out  a  solution  to  the  problem  we  face  on  your  requirement  for 
an  interface  device.  We  believe  that  we  now  have  the  solution  at  hand  and  that 
such  an  interface  will  be  available  to  us  in  the  next  several  weeks. 

We  are  aware  that  for  years,  you've  provided  an  "add-on"  service  only  slightly 
similar  to  ours.  Unlike  ours,  you  have  no  automatic  di^^connect  feature  .  .  .  your 
device  must  time  itself  out.  And,  as  you  also  know  this  sometimes  takes  "awhile". 
Ours  disconnects  automatically,  immediately.  Your  device  works  only  with  key 
system  equipment  .  .  .  ours  is  universal  and  works  with  all  types  of  switching 
and  signaling  equipment.  We  are  also  aware  of  the  fact  that  you  can  provide 
this  service  in  your  more  modern  PBX's.  But.  Mr.  Wurst.  we  want  the  oppor- 
tunity to  convince  you  that  you  can't  do  it,  either  in  PBX's  or  single  telephone 
instruments,  as  efficiently  or  as  economically  as  our  circuitry  woiild  permit  you 
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to  do  it.  Please  dont  misuuderstaud  me  .  .  .  I'm  not  knocking  wliat  you  liave. 
I'm  only  trying  to  tell  you  that  we  can  save  you  money  and  improve  the  service 
that  you  now  offer  your  customers,  through  the  use  of  our  circuitry. 

As  I  believe  I've  said  to  you  before  .  .  .  our  instrument  is  a  miniature  switch- 
board. It  can  do  many  more  things  than  those  w'hich  we're  selling  right  now. 
I'm  sure  that  you  and  your  engineers  have  discovered  this  fact. 

In  previous  correspondence,  I  had  mailed  copies  of  our  U.S.  Patents  without 
the  light  circuit.  I  have  now  enclosed  a  copy  of  our  amended  Patents  giving 
vou  additional  data,  including  our  Supervisory  Lamp  System.  (Patent  #3,567,- 
867) 

To  make  a  long,  long  story  short  .  .  .  w'd  appreciate  your  reviewing  all  the 
facts  concerning  the  feasibility  of  our  device  being  purchased  for  use  by  AT&T 
and  or  one  of  itv  i^nbsidiaries. 

As  I  said  at  the  outset,  we're  now  manufacturing  and  marketing  our  de\'1ce 
.  .  .  we  want  to  CONTINUE  to  co-operate  with  the  telephone  companies.  "We  do 
not  want  to  be  forced  to  sell  "outside"  the  Industry. 

Mr.  Wurst,  it  seems  like  everytime  I  write  to  you  I  wind  up  apologizing  for 
the  length  of  my  letters.  I  must  do  so  again  but,  hope  that  you'll  understand 
that  there's  much  to  be  said  and  much  to  be  accomplished  by  our  working  to- 
ward a  mutual  goal. 

Somewhere  along  the  line  I  must  have  been  a  pretty  poor  saleman  because  I 
haven't  been  able  to  convince  you  that  what's  good  for  Rice  International  is 
GOOD  for  AT&T  and  the  Bell  System.  ...  I  have  yet  to  talk  with  one  of  your 
Bell  Marketing  men  who  wouldn't  like  to  have  this  service  to  sell  to  his 
subscribers. 

I  realize  that  there  are  problems  involved.  But,  I  know  that  they  can  be 
solved. 

Thank  you  again,  Mr.  Wurst.  .  .  . 
Most  sincerely, 

Charles  F.  Rice,  President. 

Enclosures  (3). 

Exhibit  14 

American  Telephone  &  Telegraph  Co., 

Denver,  Colo.,  February  14, 1912. 
Mr.  Charles  F.  Rice, 
President,  Rice  International  Corp. 
Miami.  Fla. 

Dear  Mr.  Rice  :  Because  my  organization  is  responsible  for  key  telephone 
system  conferencing  arrangements,  your  letter  of  December  4,  1971  to  Mr.  F.  K. 
Wurst  concerning  the  Rice  Conference  and  Call  Rerouting  Telephone  has  been 
referred  to  me  for  reply. 

We  have  carefully  reviewed  the  operation  of  your  conferencing  telephone  and, 
on  the  basis  of  this  evaluation,  have  concluded  that  the  service  is  not  one  which 
we  believe  would  warrant  standardization  for  general  use  in  the  Bell  System. 

Thank  you  for  giving  us  an  opportunity  to  review  your  conferencing  and  call 
rerouting  telephone. 

Yours  very  truly, 

C.  J.  Nickelsen, 
Engineering  Manager. 
Exhibit  15 

January  14,  1972. 
Mr.  Herman  Goodrich, 
Marketing  Suprevisor,  AT&T, 
New  York,  N.Y. 

Good  morning.  Mr.  Goodrich  :  Thank  you  for  your  telephone  call  of  the  other 
day.  As  promised.  I'm  enclosing  some  more  brochures  and  several  sets  of  operat- 
ing instructions  on  the  Rice  MULTI-PHONE. 

We  appreciate  your  interest  and  look  forward  to  giving  you  a  demonstration 
at  your  convenience. 
Thank  you  again. 
Most  sincerely, 

Charles  F.  Rice, 

President. 
Enclosures. 
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Exhibit  16 

February  2,  1972. 
The  Hon.  Robert  E.  Lee, 

Commissioner,  The  Federal  Communications  Commission, 
Interconnection  Advisory  Committee, 
Washington,  D.C. 

Dear  Commissioner  Lee:  I  have  takeii  the  liberty  of  enclosing  brochures  on 
the  Rice  MULTI-PHONE  and  respectfully  ask  that  you  inform  us  where  we  fit 
in.  We  are  a  miniature  switchboard.  So,  could  it  be  under  the  rules  handed 
down  by  the  PBX  Advisory  Committee?  And,  our  unit  certainly  has  a  dial  so, 
could  it  be  under  the  D&A  Advisory  Committee? 

We're  naturally  delighted  with  the  suggestions  and  the  rulings  that  are  com- 
ing out  of  your  committees.  Our  device  has  ben  tested  for  over  six  years  under 
all  sorts  of  conditions  and  circumstances.  And,  it  works  .  .  .  without  creating 
excessive  voltage,  improper  network  signaling,  line  imbalance  or  without  do- 
ing any  harm  what-so-ever  to  the  telecommunications  networks  of  all  the  tele- 
phone companies  in  the  United  States. 

Our  company  was  formed  almost  two  years  ago,  right  after  the  issuance  of 
our  United  States  Patents.  In  this  span  of  time  we  have  made  no  attempt  to  sell 
our  product  to  anyone  outside  the  telephone  industry.  Instead,  we  have  been 
seeking  the  Industry's  acceptance  and  approval.  And,  as  you  no  doubt  know,  it's 
been  very  slow  in  coming. 

Response  to  recent  publicity  releases  in  such  trade  journals  as  TELEPHONY, 
SOUND  &  COMMUNICATIONS,  TELEPHONE  ENGINEER  &  MANAGEMENT 
and  COMMUNICATIONS  NEWS  has  indicated  that  we  have  a  very  saleable 
product.  We've  received  over  500  inquires  from  people  in  the  industry. 

We  believe  that  we  have  a  product  that  will  be  very  useful  and  on  that  will 
benefit  the  telephone  subscriber  and  the  telephone  companies  as  well.  Our  only 
problem  is  that  of  getting  the  recognition,  from  the  industry,  which  we  feel  we 
justly  deserve. 

In  spite  of  the  fact  that  the  Bell  System  is  showing  a  mild  degree  of  interest 
in  our  product,  we  feel  that  we're  being  stalled  .  .  .  that  we're  being  "killed  with 
kindness"  and  that  this  present  situation  is  going  to  continue  until  we  force 
the  giants  to  recognize  us.  This  "force"'  might  come  from  "pressure"  from  the 
FCC  or  from  our  "bootlegging"  our  device.  And,  as  I  mentioned  earlier,  we've 
purposely  avoided  doing  anything  other  than  attempting  to  co-operate,  with  the 
industry.  100%. 

AT&T's  Engineering  Department  has  passed  our  device  on  to  their  Marketing 
Department  with  the  recommendation  that  Marketing  try  to  determine  if  there 
is  a  market  for  our  product.  We  KNOW  that  there  is  ! 

We  know  that  our  device  will  not  harm  their  network.  We  know  that  they 
know^  that  our  device  will  not  harm  their  network.  But,  at  this  writing.  Bell  is 
hanging  its  hat  on  the  fact  that  an  interface  device  is  required  and  they  are 
suggesting,  very  strongly,  that  it's  up  to  us  to  come  up  with  an  interface  device 
which  is  acceptable  to  them.  Short  of  our  doing  this,  they're  willing  to  "create" 
an  interface  device  for  us  but,  this  "creation"  will  "take  at  least  a  year  and 
cost  the  Bell  System  at  least  $10,000  and  before  we'll  tackle  such  an  undertak- 
ing, you  Mr.  Rice  International,  must  prove  to  us  that  there's  suflScient  market 
for  us  to  justify  this  expenditure  in  time  and  effort."  But,  they're  saying  in  the 
same  breath  that  without  an  interface  device  there's  no  way  we  can  test  the 
market  to  prove  to  them  that  our  product  is  a  saleable  item.  As  the  old  saying 
goes,  "which  comes  first— the  chicken  or  the  egg?" 

Chairman  Lee,  I  had  not  meant  for  this  to  be  such  a  lengthy  missile  ...  I 
know  that  you  have  much  to  do.  But,  I  had  to  attempt  to  tell  you  a  little  bit  of 
our  problems  and  frustrations  with  the  hope  that  your  committees,  which  have 
done  so  much  already,  might  be  able  to  help  us  with  a  solution  to  our  problem. 

Our  thanks  to  you  .  .  . 
Most  Sincerely, 

Rice  International  Corp., 
Charles  F.  Rice,  President. 
Exhibit  17 

Federal  Communications  Commission, 

Washington,  D.C,  February  10,  1972. 
Mr.  Charles  F.  Rice, 
President, 

Rice  International  Corp., 
Miami,  Fla. 

Dear  Mr.  Rice  :  The  PBX  Advisory  Committee  has  recently  recommended 
that  the  FCC  establish  an  Advisory  Committee  to  deal  with  "station  apparatus." 
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We  have  asked  the  Chairnian  of  the  I'BX  Technical  Subcommittee,  John 
Wheeler,  to  define  the  items  to  be  included  in  the  station  apparatus  category.  I 
suspect  that  your  device  would  fall  in  this  category. 

I  have  asked  Louis  Feldner,  the  Vice  Chairman  of  the  PBX  Advisory  Com- 
mittee, to  contact  you.  Mr.  Feldner  will  be  able  to  fill  you  in  and  provide  you 
with  more  detailed  information. 
Sincerely, 

Robert  E.  Lee, 

Commissioner. 
Exhibit  18 

March  8,  1972. 
Mr.  Herman  Goodrich, 
Marketing  Supervisor,  AT&T, 
New  York.  N.Y. 

Dear  Mr.  Goodrich  :  Thank  you  very  much  for  the  time  given  me  in  our 
telephone  conversation  of  this  morning. 

I  have  gone  over  our  list  of  the  some  600  inquiries  received  concerning  our 
Rice  MULTI-PHONE  and  have  picked  out  most  of  those  who  showed  an  interest 
in  us.  All  of  these  names  are  with  Bell  or  other  subsidiaries.  I'm  sure  also  that 
I've  probably  missed  a  few.  But,  here's  a  sampling. 


K.P.  Finch,  Staff  Supv. 

Pacific  Tel  &  Tel 

San  Francisco 

J.H.  Durst,  Comm.  Cons. 

Pacific  N.W.  Bell 

Salem,  Oregon 

R.K.  Thue,  Comm.  Const. 

Pacific  Tel  &  Tel 

Redding,  California 

W.M.  Turk,  Gen.  Pricing  Dir. 

Pacific  Tel  &  Tel 

San  Francisco 

D.E.  Davis,  Data  Mgr. 

Pacific  Tel  &  Tel 

Palo  Alto,  California 

D.  Hester,  Comm.  Cons. 

Pacific  Tel  &  Tel 

Visalia,  California 

N.E.  Stickle,  Engr. 

Pacific  Tel  &  Tel 

San  Francisco 

R.  McClelland,  Sr.  Engr. 

Pacific  N.W.  Bell 

Seattle,  Washington 

B.  Dulberg.  PBX  Instlr. 

Pecific  Tel  &  Tel 

San  Francisco 

L.W.  Richardson.  E(ipt.  Engr. 

N.W.  Bell  Tel.  Co. 

Omaha,  Nebraska 

T.S.  Sullivan,  Proj.  Engr. 

N.W.  Bell  Tel.  Co. 

Minneapolis 

R.C.  Struck,  Comm.  Mgr. 

Mountain  Bell 

Colorado  Springs 

T.W.  Shumate,  Supv.  Engr. 

Mountain  Bell 

Colorado  Springs. 

M.  Sloane,  CSR 

New  .Jersey  Bell  Tel 

Parsippany,  N.J. 

K.D.  Hepper 

Bell  Tel  Lab 

Holmdel,  N.J. 

H.  Smith 

111.  Bell  Tel. 


Lake  Forest,  111. 

I). P.  Gary,  Comm.  Rep. 

Mich.  Bell  Tel.  Co. 

Grand  Rapids,  Mich. 

J.F.  Watkins,  Mktg.  Mgr. 

S.W.  Bell  Tel 

Clayton,  Mo. 

C.R.  Murdock,  Engr. 

Indiana  Bell  Tel  Co. 

Indianapolis 

G.  Galassini,  Comm.  Cons. 

111.  Bell  Tel  Co. 

Chicago 

E.G.  Arnold,  Comm.  Mgr. 

S.E.  Ohio  Tel  Co. 

Quaker  City,  Ohio 

K.F.  Feld.  Staff  Engr. 

111.  Bell  Tel  Co. 

Chicago 

R.A.  Rapp,  Sales  Manager 

N.W.  Bell 

Fargo,  N.D. 

J.F.  Maloney.  Sales  Mgr. 

Bell  Tel  Co./Pa. 

AUentown,  Pa. 

J.  Bond 

Bell  Northern  Res. 

Ottawa.  Ont.  Canada 

J.E.  Champagne,  Engr.  Assco. 

Bell  Canada 

Montreal,  Que. 

M.B.  Hephner,  Comm.  Cons. 

Ohio  Bell 

Youngstown 

C.L.  Schaeffer.  Jr.  Mgmt.  Asst. 

Michigan  Bell  Tel 

Northville.  Mich. 

A.E.  Joel,  Cons. 

Bell  Tel  Labs 

Holmdel.  N.J. 

A.T.  Gottlieb 

N.Y.  Tel  Co. 

Brooklyn.  N.Y. 

Jim  Mossbarger 

Western  Electric 

Cuarte,  California 
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I  count  31  names.  Now,  in  addition  to  tliose  from  Bell  who  were  good  enough 
to  show  interest,  we  have  a  like  number  from  ITT,  Gen.  Tel.,  Stromberg  Carl- 
son, RCA  and  others. 

As  I  said  to  you  on  the  phone  this  morning,  we  have  a  marketable  product. 
We  want  you  to  give  us  a  chance  to  prove  it  to  you. 

I'll  send  along  the  other  information,  which  I  promised,  under  seperate  cover 
later  this  week. 

I've  asked  Charles  Rice  to  help  me  prepare  the  data  which  we  want  to  place 
in  your  hands. 

Mr.  Goodrich,  my  thanks  to  you  again  ...  we  appreciate  your  interest. 
Most  sincerely, 

Rice  International,  Inc., 
Fritz  Gibson,  Jr.,  Director  of  Sales. 

Exhibit  19 

American  Telephone  &  Telegraph  Co., 

New  York,  N.Y.,  May  18,  1912. 
Mr.  Bernard  Strassburg, 
Chief,  Common  Carrier  Bureau, 
Federal  Communications  Cotmnission, 
Washington,  D.C. 

Dear  Mr.  Strassburg  :  Our  letter  of  November  20,  1970  to  you  announced  that 
certain  tariff  modifications  would  be  undertaken  to  permit  the  use  of  customer- 
provided  tone-type  signalling  equipment  for  the  purpose  of  performing  the  ad- 
dress signalling  portion  of  network  control  signalling.  Appropriate  modifications 
were  subsequently  filed.  Those  modifications  were  deemed  appropriate  as  a 
result  of  the  continuing  review  of  interconnection  matters  by  the  Bell  System. 

Our  further  efforts  in  this  area  have  provided  information  which  suggests 
that  modifications  to  our  tariffs  may  be  made  to  accommodate  an  alternative 
means  for  connection  of  certain  kinds  of  customer-provided  terminal  equipment 
without  undue  jeopardy  to  the  service  capabilities  of  the  telecommunications 
network  or  the  employees  that  operate  and  maintain  it.  Certain  portions  of  the 
planned  new  approach  to  these  devices  closely  parallel  the  efforts  now  underway 
in  the  F.C.C.  PBX  Standards  Advisory  Committee  and  have  been  influenced  by 
the  cooperative  discussions  of  the  many  participants  in  the  Committee  meetings. 

Each  type  of  communications  equipment  has  a  certain  potential  for  causing 
harm  resulting  from  its  specific  application,  its  inherent  functions,  design,  in- 
stallation, and/or  continued  maintenance.  As  recognized  by  the  F.C.C.  PBX 
standards  Advisory  Committee,  factors  which  have  a  potential  for  causing  harm 
must  be  controlled.  One  means  of  control  which  has  been  advanced  is  "manufac- 
turer attestation"  of  compliance  to  specified  standards  which  apply  to  those  as- 
pects of  the  equipment  whicli  have  a  limited  potential  for  causing  harm.  More 
stringent  measures  are  recognized  by  the  Advisory  Committee  as  being  neces- 
sary for  the  more  critical  areas. 

"We  have  attempted  to  identify  a  unique  class  of  equipment  for  which  the 
potential  for  causing  \  harm  is  extremely  limited,  thus  permitting  less  stringent 
requirements  as  explained  below.  This  approach  employing  manufacturer  at- 
testation, is  not  applicable  to  all  types  of  equipment  and  should  not  be  viewed 
as  applicable  to  customer-provided  equipment  which  incorporates  functions 
listed  in  the  areas  of  the  five  general  criteria  listed  below. 

Briefly,  the  proposed  tariff  modifications  will  provide  for  the  direct  electrical 
connection  of  certain  customer-provided  headsets  and  conferencing  devices,  sub- 
ject to  those  devices  meeting  certain  standards  and  procedures  which  will  be 
prepared  and  advanced  Ity  the  Bell  System.  Those  devices  that  meet  the  follow- 
ing general  criteria  will  come  within  the  proposed  new  tariff  provision  : 

1.  Device  has  no  power  source  extrenal  to  the  facilities  supplied  by  the  Bell 
System. 

2.  Device  does  not  require  grounding. 

3.  Device  has  no  amplification  which  may  exceed  the  presently  specified  net- 
work protective  criteria. 

4.  Device  has  no  permanent  wiring  (other  than  cords  equipped  with  portable 
type  connectors). 

5.  Device  performs  no  network  control  signalling  functions  prior  to  and  in- 
cluding establishment  of  the  intended  transmission  path. 

procedures  will  be  formulated  for  the  manufacturer  or  distributor  of  such  de- 
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vices  to  provide  the  Bell  System  with  an  attestation  of  compliance  to  the  ap- 
propriate standards  for  his  devices. 

The  standards  will  be  published  in  the  form  of  Technical  References  which 
will  be  readily  available  to  anyone  wishing  to  obtain  them.  Physical  connections 
of  these  devices  to  Bell  System  services  must  be  made  via  a  standard  telephone 
company-provided  connector,  e.g.,  jack  for  a  plug  or  specified  multi-lead 
connector. 

As  you  can  see,  this  approach  will  permit  the  direct  electrical  connection  of 
headsets  and  conferencing  devices  that  have  no  external  power  and  meet  the 
applicable  standards.  Additionally,  we  believe  it  may  be  practical  to  permit,  in 
a  similar  manner,  the  direct  electrical  connection  of  conferencing  devices  which 
have  the  requirement  for  connection  to  an  external  power  source  if  adequate 
assurance  can  be  obtained  that  the  power  supply  will  not  harm  the  service  capa- 
bilities of  the  network  or  our  employees.  We  believe  that  such  assurance  can 
only  be  attained  through  use  of  independent  testing  laboratories  to  certify 
compliance  of  the  equipment  to  certain  standards  that  the  Bell  System  will 
provide  for  use  by  those  laboratories.  We  also  feel  that  it  is  appropriate  for 
the  Regulatory  Agencies  to  designate  and  exercise  control  over  tho.se  testing 
laboratories.  Since  tariff  modifications  will  be  initiated  in  both  the  interstate 
and  intrastate  jurisdictions,  it  would  be  beneficial  for  all  concerned  if  arrange- 
ments could  be  made  for  the  designation  of  laboratories  acceptable  to  both  the 
State  and  Federal  Regulatory  Bodies. 

While  considerable  effort  is  yet  required  to  prepare  the  standards,  procedures 
and  tariff  material  to  begin  implementation  of  this  program,  we  felt  it  was  ap- 
propriate to  announce  our  intentions  at  this  time.  It  is  probable  that  the  out- 
lined program  will  be  implemented  in  three  steps  to  permit  direct  electrical 
connection  of  devices  which  meet  the  aforementioned  criteria  : 

1.  Tariff  modifications  to  permit  the  attachment  of  headsets. 

2.  Tariff  modificaticms  to  permit  the  attachment  of  conferencing  devices  with 
no  external  power  requirement. 

3.  Tariff  modification  to  permit  the  attachment  of  conferencing  devices  which 
employ  external  power. 

It  appears  that  we  will  be  able  to  advance  firm  details  and  proposed  tariff 
modifications  relating  to  Step  1  above  by  about  mid-summer  with  the  remaining 
steps  to  be  completed  before  the  end  of  the  year. 

Should  our  experiences  with  connection  of  devices  under  the  proposal  indicate 
that  additional  protective  measures  are  required  to  adequately  protect  the  serv- 
ice capabilities  of  the  network  or  our  employees,  we  will,  of  course,  find  it  nec- 
essary to  modify  or  withdraw  the  tariff  filings. 

We  will  be  pleased  to  keep  you  advised  as  our  plans  progress  further. 
Very  truly  yours, 

T.  W.  SCANDLY, 

Assistant  Vice  President. 
Exhibit  20 

Rice  International  Corp., 

Miami,  Fla.,  June  3,  1912. 
Mr.  Bernard  Strassbukg, 
Chief,  Common  Carrier  Bureau, 
Federal  Communications  Commission, 
Washington,  B.C. 

Dear  Mr.  Strassbtjrg  :  We  were  in  the  oflBces  of  Mr.  Louis  Feldner  during 
the  week  of  May  15th,  1972.  Mr.  Feldner  suggested  that  we  address  this  letter 
to  you. 

We  have  a  problem !  Our  Patented  conference  and  call  rerouting  device 
(brochures  enclosed)  and  our  company.  Rice  International  Corporation,  are 
being  discriminated  against  by  AT&T,  the  Bell  System  and  others,  in  the  tele- 
communications industry. 

We  are  being  denied  the  right  to  provide  a  definite  service  to  telephone  sub- 
scribers throughout  the  United  States.  And.  these  same  companies  are  denying 
our  Company  its  right  to  make  a  profit. 

Rice  International  Corporation  was  incorporated  in  the  State  of  Florida  two 
years  ago  .  .  .  for  the  purpose  of  manufacturing  and  marketing  the  Rice  MULTI- 
PHONE.  In  the  two  years  that  we  have  been  in  btisiness  we  have  purposely 
refrained  from  selling  our  product  to  anyone  outside  the  telecommunications 
industry.  (We  have  tried  to  be  cooperative  and  not  bootleg  or  blackmarket  our 
device,  as  others  have,  since  the  Carterf one  decision. ) 
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During  this  period,  we  have  loaned  or  sold  approximately  20  Rice  MULTI- 
PHONES  for  testing  and  evaluation  purposes. 

Our  product  has  undergone  extensive  field  testing  (for  over  7  years)  ;  Strom- 
berg-Carlson,  Charlottesville,  Virginia,  has  made  audio  tests  (a  copy  of  their 
written  report  is  marked  "Exhibit  A"  and  is  enclosed)  ;  We  are  in  the  process 
of  getting  the  Underwriters  Laboratories  Seal ;  And,  our  device  and  the  results 
of  the  various  tests  have  been  in  the  hands  of  the  Rural  Electrification  Adminis- 
tration, in  Washington,  for  REA  approval. 

Our  product  has  passed  every  imaginable  test.  We  know,  and  we  know  that 
the  Bell  System  knows,  that  there  is  no  possible  way  that  the  use  of  our  con- 
ference and  call  rerouting  telephone  could  create  problems  in  the  telephone  net- 
work of  local  and  long  distince  lines.  And  yet,  tariffs  obtained  by  the  so-called 
giants  of  the  industry  have  us  "boxed-in".  We  can't  move  legally.  We  are  not 
permitted  to  provide  a  very  marketable  service  to  telephone  users.  We  can't 
even  earn  a  profit  for  our  shareholders. 

Please  allow  me  another  moment  to  set  down  a  series  of  frustrating  chrono- 
logical events.  (For  support,  please  see  Exhibits  "B",  "C"  &  "D".) 

1.  June  1970:  First  contact  with  Southern  Bell,  Miami.  Purpose — to  expose 
our  device  to  Bell  with  the  thought  that  they  might  want  to  market. 

2.  August.  1970:  Contacted  AT&T,  in  New  York  City.  Our  Chief  Engineer, 
Eddie  Currie  and  I,  visited  them  (at  their  request)  shortly  after  the  initial 
contact.  Again,  at  their  request,  we  left  copies  of  our  U.S.  Patents  and  our 
schematic  drawings. 

3.  February,  1971 :  Bell  installed  interface  device  which  completely  isolated 
us  from  their  network.  Monthly  charges  for  interface  continued  to  be  added  to 
our  telephone  bill  for  4  or  5  months  after  interface  had  been  removed.  The 
interface  never  worked. 

4.  October,  1971 :  Visit  from  Mr.  Bob  Rivenes  of  AT&T's  New  York  Engineer- 
ing staff.  Visit  made  at  the  request  of  local  Bell  Manager  after  our  threatening 
litigation  to  force  Bell  to  provide  us  with  an  interface  device.  Mr.  Rivenes  made 
the  following  statement :  "We'll  be  happy  to  provide  you  with  an  interface  de- 
vice. But,  it  will  take  us  approximately  12  months  to  do  so  and  will  cost  Bell 
approximately  $10,000.00. 

5.  January,  1972:  Mr.  Herman  Goodrich.  AT&T's  Marketing  Supervisor  (in 
New  York  City)  telephoned  and  volunteered  the  information  that  our  circuitry 
had  passed  AT&T's  Engineering  requirements  and  that  he  had  been  asked  to 
undertake  a  market  study  to  determine  the  sales  potential  of  the  Rice  MULTI- 
PHONE. 

6.  February,  1972 :  See  Exhibit  "E"  .  .  .  shot  down  again  by  a  Denver  AT&T 
Engineer  whose  statements  in  his  letter  of  February  14th,  1972,  aren't  at  all 
relevant  to  our  "problem". 

In  summation,  may  I  say,  tve  are  frustrated.  We  see  so  many  "foreign"  at- 
tachments being  advertised  and  marketed.  And,  these  manufacturers  are  getting 
away  with  it.  And  yet,  when  we  go  by  the  book  and  try  to  do  what  is  right,  we 
get  slapped  down  by  Bell,  or  AT&T,  at  every  turn. 

Mr.  Strassburg,  it's  not  fair  for  us  to  be  treated  as  we  have  been  .  .  .  it's  not 

fair  for  us  to  be  denied  the  right  to  market  our  product.  We  are  tired  of  being 

at  the  mercy  of  the  larger  telecommunications  companies.  We  need  your  help ! 

Thank  you  very  much.  If  we  can  supply  additional  data,  please  let  us  know. 

Most  sincerely, 

Rice  International  Corporation, 

Charles  F.  Rice,  President. 
Enclosures. 

Enclosure  A 

Stromberg-Carlson. 
A  Subsidiary  of  General  Dynamics. 

Charlottesville,  Va.,  May  31,  1972. 
Mr.  Charles  F.  Rice. 
President,  Rice  International  Corp., 
Miami,  Fla. 

Dear  Mr.  Rice  :  Attached  is  the  supporting  information  for  the  curves  run  in 
our  laboratory  during  your  recent  visit  to  Charlottesville. 
Very  truly  yours. 

E.  S.  HiNELINE.  Jr., 

Technical  Staff  Engineer,  Telephone  Design. 
Attachment. 

B.  Air  to  Air  sweep  response  measurements  were  made  for  various  possible 
connections  including  from  A  directly  to  C  as  a  zero  loss  reference.  The  power 
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supply  was  adjusted  to  produce  an  average  current  of  100.  50  and  20  ma  in  each 
loop.  When  set  up  for  a  three  way  conference,  the  Multi-Phone  current  is  divided 
between  the  talking  circuit  and  the  holding  coil. 

4.  Results. 

Average  sweep  response  of  the  various  arrangements  relative  to  the  two  tele- 
phones referenced  are  tabulated  below  : 


Receiving 

Relative 

Transmitting  teleplione 

telephone 

Circuit 

response 

A 

C 

Direct 

0 

A 

C 

—2 

A                      

B 

_2 

c 

B 

1 

c 

B 

Conference 

—2 

A 

.-  B 

do 

—2 

A 

C 

do 

—1 

B 

c 

do 

-11 

B 

A 

do 

-9 

The  relatively  large  loss  when  the  Multi-Phone  is  used  as  the  transmitting 
telephone  in  a  three  way  conference  is  felt  to  be  the  result  of  current  supply 
loss  and  briding  loss  at  the  third  telephone  and  at  the  holding  coil. 

E.  S.  HiNELINE.,  Jr. 

Testing  Program  Performed  on  the  Rice  International  Multi-Phone 

1.    TEST  equipment 

A.  B&K  3352  Electro-Acoustical  Transmission  Measuring  Set. 

B.  Battery  Feed  circuits  composed  of  two  standard  pulsing  relays  and  two 
MF  capacitors  per  IEEE  Standard  #269. 

C.  Power  Supply,  Hewlett  Packard  #6299A,  operated  in  the  constant  voltage 
mode. 

2.  procedures  and  calibration 

All  procedures  were  in  accordance  with  IEEE  #269  as  applicable.  The  arti- 
ficial voice  level  was  set  at  94  db  R.A.P.  and  the  recorder  level  was  adjusted  to 
show  20  db  on  the  chart  for  a  94  db  R.A.P.  sound  pressure  in  the  artificial  ear 
coupler. 

3.  tests  performed 

A.  Set-up 


TEL 
A 


J L 


FEED 
I   CIRCUIT 


TEL 
C 


MULTI-PHONE 
B 


FEED 
CIRCUIT 


Tc^lcphoncs  A  and  C  were  S-C  500  Type  ttl  c-phoni' t. ;   tfUp.-.onc   B  was 
a  R;.  .•   .V.ulli- Phono. 
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Enclosure  B 

Rice  Inteenational  Coep., 
Miami,  Fla.,  September  13, 1971. 
Mr.  Stuart  W.  Patton,  Esq., 

Law  Offices,  Patton,  Kanner,  Nadeau,  Segal  d  Stohbs, 
Miami,  Fla. 

Dear  Mr.  Patton  :  We  have  a  problem  !  AT&T  and  the  Bell  System  are  "kill- 
ing us  with  kindness"  ...  as  only  these  people  can  do. 

Back  in  June  of  1970  (well  over  a  year  ago)  we  contacted  Mr.  Brian  Cosgrove, 
one  of  Southern  Bell's  marketing  men  here  in  Miami.  We  naturally  wanted  to 
expose  the  Rice  Conference  and  Call  Rerouting  telephone  to  them  with  the  hope 
that  Bell  and  AT&T  might  consider  entering  into  a  marketing  arrangement 
with  us.  (Mr.  Cosgrove  gave  us  much  encouragement).  After  listening  to  our 
story,  Mr.  Cosgrove  suggested  that  we  contact  an  AT&T  Special  Department,  in 
NYC,  supposedly  set  up  for  the  purpose  of  i-eviewing  new  products  coming  on 
the  market.  Following  Mr.  Cosgrove's  suggestion,  on  August  8th,  1970,  we  wrote 
a  letter  to  the  ENGINEERS,  DIRECTORS  &  CUSTOMERS  TELEPHONE 
SYSTEM,  in  care  of  AT&T  in  NYC.  And  then,  our  troubles  really  began.  This 
initial  contact  was  followed  by  many,  many  letters  back  and  forth.  In  addition, 
Eddie  Curie,  our  Chief  Engineer,  and  I  made  a  trip  to  New  York  City,  to  sit 
down  with  their  Engineers  three.  We  left  them  with  copies  of  our  U.S.  Patents 
and  the  schematic  drawings  on  our  solid  state  circuitry  and  supervisory  lighting 
system  .  .  .  giving  a  full  and  complete  disclosure  on  the  workings  of  our  device. 

All  our  efforts,  many  of  which  I'm  leaving  out  of  this  letter  to  you,  finally 
climaxed  in  Februray  of  1971,  with  us,  (at  the  suggestion  of  AT&T,  NYC)  mak- 
ing a  formal  request  for  an  interface  device.  xVn  "interface"  device  is  a  little 
money-maker  devised  by  Bell,  ostensibly  to  protect  their  network  from  harmful 
attachments.  (The  telephone  company  knows  that  there's  just  no  way  that  our 
circuitry  could  cause  any  harm  whatsoever  to  their  network.)  But,  at  the 
moment  the  Florida  Public  Service  Commission  allows  the  telephone  companies 
to  require  such  a  device. 

For  your  information,  the  California  Public  Utilities  Commission  recently 
issued  a  cease  and  desist  order  to  General  Telephone,  preventing  that  company 
from  interfering  with  the  installation  of  a  foreign  attachment,  proven  not  to 
harm  General's  network. 

Since  we  chose  Miami  as  a  pilot  market  and  since  we  wanted  to  continue  in 
the  spirit  of  cooperation,  we  requested  that  Bell  install  an  interface  device  at 
our  offices  for  demonstration  purposes.  At  the  outset  they  (Bell)  appeared  to 
want  to  cooperate  with  us.  They  sent  installation  crews,  supervisors  AND 
interface  devices  out  here,  some  4  or  5  times.  The  only  trouble  is.  NONE  of 
them  worked.  As  a  matter  of  fact.  I  wound  up  showing  Bell's  people  how  to 
hook  the  coupler  to  our  lines  and  I  attempted  to  show  them  just  what  our 
requirements  were  .  .  .  they  didn't  even  know  that ! 

Now,  eight  months  have  passed  .  .  .  our  sales  are  zero !  We  strongly  believe 
that  AT&T,  NYC  and  Bell,  Miami,  made  promises  to  us  which  they  never  in- 
tended to  act  upon. 

In  early  June.  1971,  when  Bell  first  attempted  to  install  an  interface  device, 
monthly  charges  for  the  coupler  began  to  appear  on  our  telephone  bill.  As  of  the 
date  of  this  letter  to  you,  these  monthly  charges  are  piling  up  and  are  still  ap- 
pearing on  our  bill.  And  yet,  we  do  not  now.  nor  have  we  ever  had,  an  interface 
device  completely  installed  and  working.  Their  connecting  arrangement  is  still 
hanging  on  our  wall  .  .  .  just  where  they  left  it,  as  though  the  installation  man 
through  up  his  hands  in  anguish  and  walked  away  from  the  task.  And,  that's 
just  about  what  he  did. 

Our  electronic  circtdtry  is  installed  in  an  ITT  model  #510  (or  comparable) 
telephone.  This  instrument  is  identical  to  Western  Electric's  model  #310.  We 
add  a  solid  state,  electronic  circuit  which  provides  a  new  service  to  telephone 
subscirbers  ...  a  service  not  now  available  and  not  now  provided  by  Bell  or  any 
other  telephone  company,  in  this  form.  Our  circuitry  is  100%  enrnpaWble  with 
all  types  of  switching  and  signaling  equipment  in  the  entire  telecommunications 
netvpork,  throughout  the  ITnited  States  ...  a  point  which  we'd  have  very  little 
difficulty  proving  if  we  could  just  get  some  of  these  people  to  listen  to  us.  When 
they  do  listen,  they  hear  only  what  they  want  to  hear. 

We  now  feel  that  the  time  has  come  to  force  them  to  move.  We  believe  that 
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the  Federal  Communications  Commission  and  the  Florida  Public  Service  Com- 
mission should  know  about  the  run-around  (and  that's  all  that  it  is)  that  we've 
been  getting  from  AT&T  and  from  Southern  Bell.  Not  only  have  we  spent  con- 
siderable time,  effort  and  money  in  letters,  telephone  calls,  etc.  but,  worse  than 
that,  8  to  9  months  have  gone  by  and  we've  missed  a  selling  opportunity  while 
waiting  on  this  "giant"  to  start  living  up  to  the  promises  made  to  us  when  all 
these  negotiations  originated. 

What  would  you  do  Mr.  Patton?  I  await  your  advice. 

Thank  you  very  much. 

Most  sincerely,  . ,     ^ 

Charles  F.  Rice,  President. 

Enclosure  C 

Southern  Bell, 
Miami,  Fla.,  September  30,  1971.  ' 
Mr.  Stuart  W.  Patton, 
Miami,  Fla. 

Dear  Stuart:  I  appreciate  your  giving  me  an  opportunity  to  assist  you  in 
solving  the  dilemma  of  your  client.  Rice  International  Corporation. 

My  investigation  reveals  that  your  client  was  put  in  contact  with  a  repi-esen- 
tative  from  AT&T  about  August,  1970.  At  that  time,  your  client  was  interested 
in  knowing  if  the  Bell  System  would  like  to  acquire  rights  to  his  patent. 

Mr.  Rice  and  several  AT&T  representatives  exchanged  correspondence  until 
February  25,  171  relative  to  this  subject.  All  parties  informed  Mr.  Rice  that 
the  Bell  System  would  not  be  interested  in  obtaining  rights  to  his  patented 
instrument!  On  January  2S.  1971,  Mr.  Rice  wrote  to  one  of  our  local  Marketing 
representatives,  Mr.  Ken  Johnson,  and  thanked  him  for  his  interest  in  this  sub- 
ject. He  also  verbally  requested  that  Mr.  Johnson  assist  him  in  obtaining  an 
interface  device  that  would  allow  him  to  connect  his  instrument  with  existing 
telephone  facilities. 

Requests,  such  as  the  one  made  by  Mr.  Rice,  are  referred  to  the  appropriate 
organization  at  AT&T  headquarters;  this  was  promptly  done.  Since  that  time, 
AT&T  and  local  representatives  have  relentlessly  tried  to  establish  compatibility 
between  the  existing  network  and  Mr.  Rice's  instrument.  Although  we  have  a 
large  number  of  interface  device.s,  none  of  them  have  successfully  coped  with 
this  problem.  During  our  efforts  we  attempted  to  use  or  most  recently  developed 
interface  device  for  which  a  tariff  has  not  been  established ;  all  has  been  in 
vain  up  to  this  point. 

Stuart,  I  am  sure  the  past  I  have  recountered  is  of  interest.  However,  I  know 
you  are  more  interested  in  the  action  I  have  taken.  I  have  telephoned  Mr.  C  R. 
Williamson,  AT&T  Assistant  Vice  President,  and  discussed  this  situation.  He  Is 
sending  his  personal  representative,  Mr.  Rivenes,  to  Miami  next  week  to  me6t 
with  Mr.  Rice  and  other  members  of  his  organization.  Mr.  Rivenes  will  contact 
Mr.  Rice  to  set  up  an  appointment.  Mr.  Rivenes  will  be  able  to  clearly  discuss 
with  Mr.  Rice  the  probability  of  establishing  compatibility  between  his  instru- 
ment and  our  existing  telephone  facilities. 

I  am  sure  your  client,  Mr.  Rice,  will  be  in  touch  with  you  as  a  result  of  this 
interview.  I  would  appreciate  your  letting  me  know  if  I  can  be  of  further 
assistance. 

Sincerely, 

Lauressa. 
Enclosure  D 

Rice  International  Corp., 

Miami,  Fla.,  June  3,  1912. 
Mr.  Bernard  Strassburg, 
Chief,  Common  Carrier  Bureau, 
Federal  Communications  Commission, 
Washington,  D.C. 

Dear  Mr.  Strassburg  :  Regarding  the  Implementation  of  External  Power 
Sources  in  conjunction  with  user  supplied  telephone  equipment  within  the 
Bell  System : 

It  is  not  the  purpose  of  this  discussion  to  establish  a  case  for  the  industry  as 
to  the  feasibility  of  employing  power  sources  other  that  those  provided  by  the 
Bell  System  for  user  owned  equipment.  Rather,  we  wish  to  consider  a  specific 
case,  viz.,  that  of  the  Rice  Multi-phone. 

The  telephone  device  presently  offered  by  Rice  International  Corporation  re- 
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quires,  for  its  full  utilizatiou,  an  external  power  sources.  Since  external  power 
supplies  can,  in  principle,  result  in  possible  harm  to  the  user,  or  to  Bell  Com- 
munications Equipment,  particular  care  has  been  taken  to  insure  that  the  Rice 
MULTI-PHONE  is  absolutely  safe  in  both  respects. 

An  especially  designed  transformer,  for  which  our  subcontractor  has  applied 
for  Patents,  is  employed  to  provide  (a)  isolation  between  individual  phone  lines 
so  as  to  eliminate  the  possibility  of  cross  coupling  and  (b)  electrical  isoluatiori 
between  the  power  source  and  the  user  and/or  Bell  System  Equipment. 

It  should  be  carefully  noted  that  the  external  power  source  is  used  to  power 
the  solid  state  circuitry  which  determines  the  status  of  the  Bell  lines,  hereafter 
referred  to  as  the  supervisory  circuitry,  and  it  not  part  of  the  actual  conferenc- 
ing and  rerouting  circuitry. 

Thus  the  power  source  is  well  isolated  from  the  phone  lines  and  the  power 
lines.  Since  the  use  of  isolation  transformers  has  been  an  accepted  practice  in 
the  electronic  industry  for  many,  many  years  it  is  apparent  that  the  only  possi- 
ble source  of  difficulty  would  be  leakage  between  the  primary  and  secondary 
windings  of  the  transformer. 

The  present  state  of  the  art  of  transformer  manufacturer  renders  such  possi- 
bility extremely  unlikely  and  our  manufacturer  stands  ready  to  supply  quan- 
titative data  in  this  regard. 

It  is  interesting  to  note  that  Bell  has  utilized  transformers  in  most  of  their 
interfacing  devices  to  avoid  harm  and  afford  protection  from  just  this  type  of 
problem. 

Therefore,  we  believe  that  the  Rice  MULTI-PHONE  can  in  no  way  afford 
serious  possibilities  of  injury,  either  to  the  user  or  the  Bell  System.  And,  we 
are  prpared  to  meet  any  claims  to  the  contrary  with  both  qualitative  and 
quantitative  data. 

Thank  you  very  much. 
Very  truly  yours. 

Eddie  Currie, 
Chief  Engineer. 
[Enclo.sure  E  omitted  ;  Same  as  exhibit  14.] 

Exhibit  21 

Federal  Communications  Commission, 

Washington,  D.G.,  June  22,  1972. 
American  Telephone  &  Telegraph  Co., 
New  York,  N.Y. 

Gentlemen  :  Enclosed  is  a  copy  of  a  letter  dated  June  3,  1972  which  the  Com- 
mission received  from  Mr.  Charles  F.  Rice,  President  of  Rice  International  Cor- 
poration. Mr.  Rice  complains  that  the  Bell  System  will  not  provide  a  connecting 
arrangement  for  use  with  bis  company's  product  known  as  the  Multi-Phone. 

The  Commission  pursuant  to  Section  1.717  of  the  Commission's  Rules,  requests 
your  company  to  satisfy  the  complaint  or  advise  the  Commission  of  your  refusal 
or  inability  to  do  so.  Your  reply,  in  duplication,  will  be  appreciated,  within  thirty 
days  of  the  date  of  this  letter. 
Sincerely  yours, 

Kelley  E.  Griffith, 
Chief,  Domestic  Rates  Division, 
for  Chief,  Common  Carrier  Bureau. 
Enclosure : 

Exhibit  22 

Federal  Communications  Commission, 

Washington,  D.C.,  July  27,  1972. 
Charles  F.  Rice, 

President.  Rice  International  Corp., 
Miami,  Fla. 

Dear  Mr.  Rice  :  This  Is  in  reference  to  our  previous  correspondence  concerning 
your  complaint  that  the  Bell  System  will  not  provide  a  connecting  arrangement 
for  use  with  your  company's  device  known  as  the  Multi-Phone.  We  have  re- 
ceived a  reply  from  the  telephone  company  in  response  to  the  inquiry  which  was 


3673 

made  on  your  behalf.  A  copy  of  the  company's  letter  of  July  24,  1972,  is  en- 
closed for  your  information. 

It  is  noted  the  telephone  company  states  that  a  new  connecting  arrangement 
is  presently  under  development  which  it  believes  may  be  suitable  for  use  with 
the  current  model  of  the  Multi-Phone. 

It  is  hoped  that  you  will  find  the  foregoing  and  the  attached  material  informa- 
tive. 

Sincerely  yours, 

Kelley  E.  Griffith, 
Chief,  Domestic  Rates  Division, 
for  Chief,  Common  Carrier  Bureau. 
Enclosure : 

Exhibit  23 

American  Telephone  &  Telegraph  Co., 

New  York,  N.Y.,  July  24,  1972. 
Mr.  Kelley  E.  Griffith, 
Chief,  Domestic  Rates  Division 
Federal  Communications  Commission, 
Washington,  D.C. 

Dear  Mr.  Griffith  :  This  is  in  reply  to  your  letter  dated  June  22,  1972,  (Ref- 
erence 9310)  which  enclosed  a  copy  of  a  letter  from  Mr.  Charles  Rice,  President 
of  Rice  Internaitonal  Corporation.  Mr.  Rice  describes  his  efforts  which  were 
designed  to  either  obtain  Bell  System  acceptance  of  his  Multi-Phone  as  a  prod- 
uct line  of  the  Bell  System  or  failing  that,  to  obtain  a  protective  connecting 
arrangement  with  which  his  device  would  be  compatible. 

In  mid  1970,  Rice  International  Corporation  submitted  copies  of  patents  and 
schematic  drawings  of  the  Multi-Ph(me  to  AT&T  for  examination  to  determine 
whether  the  Bell  System  might  wish  to  include  that  device  as  a  part  of  its 
product  line.  Mr.  Rice  was  later  informed  by  letter  that  the  Bell  System  was 
not  interested  in  the  purchase  of  his  Multi-Phone. 

As  you  know,  we  have  followed  a  policy  of  full  cooperation  with  manufac- 
turers who  have  made  known  to  us  their  interest  in  obtaining  a  suitable  con- 
necting arrangement  which  will  satisfactorily  provide  for  the  connection  of  their 
equipment  to  the  telecommunications  network.  We  supply  them  with  informa- 
tion which  will  enable  them  to  make  their  product  compatible  with  Bell  System 
protective  connecting  arrangements.  This  information  was  supplied  to  Mr.  Rice 
through  his  discussion  with  our  Engineering  personnel  and  by  our  providing  him 
with  copies  of  Technical  References  for  various  connecting  arrangements. 

Mr.  Rice's  attempts  to  connect  the  Multi-Phone  to  the  communications  network 
using  the  CEB,  and  later  the  STC  connecting  arrangements  were  unsuccessful 
since  the  Multi-Phone  apparently  is  not  designed  to  be  compatible  with  the  in- 
terface specifications  presented  by  these  connecting  arrangements.  Rice  Interna- 
tional Corporation  appears  to  be  unwilling  or  unable  to  modify  the  design  of 
the  Multi-Phone  so  as  to  achieve  compatibility  with  the  existing  connecting 
arrangements. 

As  a  result  of  our  continuing  discussions  with  manufacturers  such  as  Mr. 
Rice,  a  new  connecting  arrangement  is  presently  under  development  that  will 
accommodate  the  use  of  customer-provided  terminal  equipment  (i.e.,  key  sys- 
tems) and  which  will  incorporate  features  we  believe  may  make  this  arrange- 
ment suitable  for  use  with  the  current  model  of  the  Multi-Phone.  Present  esti- 
mates indicate  the  introduction  of  this  connecting  arrangement  early  in  1973. 
The  Technical  Reference  for  this  arrangement  will  be  provided  fo  Rice  Inter- 
national Corporation  as  soon  as  it  is  available. 

Mr.  Rice  alleges  that  he  was  advised  by  us  that  the  Multi-Phone  circuitry  has 
"passed  AT&T's  Engineering  requirements."  We  are  unaware  of  any  standards 
that  have  been  developed  for  this  type  of  terminal  equipment  and  deny  that  it 
passed  our  requirements.  Further,  Mr.  Rice  was  informed  by  letter  on  February 
14,  1972  that  we  do  not  believe  that  his  device  would  "warrant  standardization 
for  general  use  in  the  Bell  System." 

Mr.  Rice's  allegation  that  he  was  told  AT&T  would  "under  take  a  market  study 
to  determine  the  sales  potential  of  the  Rice  Multi-Phone"  is  also  denied.  Our 
Marketing  and  Service  Plans  Department  did  agree  to  discuss  the  Multi-Phone 
device  with  marketing  personnel  in  some  of  the  Associated  Companies,   and 
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when  this  was  done  it  was  found  that  interest  in  the  device  was  insuflScient  to 
warrant  further  market  investigation. 

We  trust  this  provides  you  with  the  desired  information. 
Very  truly  yours, 

T.  W.  SCANDLYN, 

Assistant  Vice  President. 
Exhibit  24 

July  31,  1972. 
Mr.  Kelley  E.  Griffith, 
Chief,  Domestic  Rates  Division 
Federal  Communications  Commission, 
Washington,  D.C. 

Dear  Mr.  Griffith  :  Thank  you  .  .  .  we  received  the  copy  of  Mr.  T.  W.  Scand- 
lyn's  letter  in  this  morning's  mail. 

We  are  prepared  to  answer  him  and  refute  many  of  the  statemepts  that  he 
made,  paragraph  by  paragraph.  But,  before  doing  this  we  respectfully  point  out 
that  Mr.  Scandlyn  has  still  not  answered  your  request  in  your  letter  to  Ameri- 
can Telephone  &  Telegraph,  dated  June  22nd,  1972.  I  quote  the  last  paragraph  of 
your  letter :  "The  Commission  pursuant  to  Section  1 :717  of  the  Commission's 
Rules,  requests  your  company  to  satisfy  the  complaint  or  advise  the  Commission 
of  your  refusal  or  inability  to  do  so.  Your  reply,  in  duplicate,  will  be  appreci- 
ated, within  thirty  days  of  the  date  of  this  letter." 

Mr.  Scandlyn  has  still  not  satisfied  our  complaint.  Instead,  he  continues  to 
give  us  the  same  "double-talk"  which  we  should  now  be  used  to  getting  from 
AT&T  and  Bell.  It's  been  our  experience  that  they  "say"  one  thing  and  "write" 
another. 

We  continue  to  take  the  position  that  the  Bell  System  and  AT&T  REFUSE 
to  supply  us  with  a  connecting  arrangement  ...  we  can  prove  that  our  Multi- 
Phone  is  compatible  with  every  piece  of  equipment  presently  in  use  by  Bell. 

We  continue  to  need  your  help  and  advice  ! 

Thank  you  very  much. 
Sincerely, 

Charles  F.  Rice,  President. 
Exhibit  25 

September  15,  1972. 
Mr.  Kelley  E.  Griffith, 
Chief,  Domestic  Rates  Division, 
Federal  Communications  Commission, 
Washington,  D.C. 

Dear  Mr.  Griffith  :  On  July  31st,  1972,  we  wrote  to  you  with  the  plea  that 
Mr.  T.  W.  Scandlyn,  of  AT&T.  New  York,  has  still  not  satisfied  our  complaint. 

According  to  our  interpretation  of  your  rule  in  Section  1.717,  AT&T  (in  this 
case)  must  "satisfy  the  complaint  or  advise  the  Commission  of  its  refusal  or  in- 
ability to  do  so".  AT&T  has  not  satisfied  our  complaint  .  .  .  AT&T  has  not  re- 
fused to  satisfy  our  complaint  and  AT&T  has  not  advised  you  of  it's  inability 
to  do  so. 

Mr.  Scandlyn  did  say,  in  his  July  24th  letter  to  you,  "a  new  connecting  ar- 
rangement is  presently  under  development  that  will  accommodate  the  use  of 
customer-provided  terminal  equipment  (e.g.,  key  systems)  and  which  will  in- 
corporate features  we  believe  may  make  this  arrangement  suitable  for  use  with 
the  current  model  of  the  Multi-Phone.  Present  estimates  indicate  the  introduc- 
tion of  this  connecting  arrangement  early  in  1973."  We  first  heard  a  statement 
similar  to  Mr.  Scandlyn's,  from  Mr.  Bob  Rivenes,  of  AT&T's  Engineering  Staff 
...  on  his  visit  to  our  Miami  offices,  in  October  of  1971.  Mr.  Rivenes  said  that 
AT&T  would  develop  a  connecting  arrangement  at  a  cost  of  about  $10,000.00 
and  it  would  take  about  a  year  to  complete  the  interface  device  and  have  it 
ready  for  use  by  Rice  International  Corporation.  Now,  in  July  of  1972,  Mr. 
Scandlyn  says  that  it'll  be  ready  "early  in  1973". 

Rice  International  Corporation  is  still  in  a  position  where  it's  not  able  to 
enter  the  market  place.  We  have  formally  approached  the  regulatory  agency, 
the  Federal  Communications  Commission  for  assistance.  We  don't  know  where 
we  stand  because  there's  been  no  reply  to  our  letter  to  you  dated  July  31st,  1972. 

I  have  enclosed  a  photo-copy  of  an  article  from  Telephone  Engineer  &  Man- 
agement, from  their  August  1st,  1972  issue. 

From  the  tone  of  this  article,  our  plea  has  not  fallen  on  deaf  ears — if  we  can 
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relv  on  the  source  of  the  reporter's  information.  But,  we  still  do  not  know  for 
sure  as  we've  received  no  definitive  answers  from  AT&T  nor  have  we  received 
an  answer  from  the  Commission.  ,         ,     , 

We  are  reluctant  to  take  this  magazine  article  as  a  formal  reply  because  we 
need  more  than  this  before  taking  our  next  step. 

We  cannot  keep  our  product  off  the  market  until  AT&T  gets  around  to  pro- 
viding us  with  a  connecting  arrangement.  We  believe  that  it's  very  unfair  that 
we  be  expected  to  do  so  .  .  .  particularly  since  we  know  that  AT&T  knows  that 
there's  no   way   that   the  Rice  Multi-Phone  can,   or  will  be  harmful   to   their 

"  AT&T  is  simply  using  all  the  delaying  tactics  at  their  command  to  keep  us, 
and  others  like  us.  out  of  the  market  place  for  as  long  as  they  possibly  can. 
Thank  you,  Mr.  Griffith. 

Sincerely,  ^  ^         „       •■,     ^   ' 

Charles  F.  Rice,  President. 

Enclosure 

Paystation  Security 

(By  Fred  Hank) 

Losses :  Paystation  losses  occur  in  two  ways,  1.  Vandalism  and  Theft,  2.  Cheat- 
ing in  making  calls. 

theft  and  vandalism 

CEECO  PAYSTATIONS  discourage  theft  and  vandalism  by  making  it  diffi- 
cult. A  thief  will  not  attempt  to  steal  from  a  paystation  if  it  takes  him  more 
than  five  or  six  minutes  to  open  the  cash  box.  The  CEECO  locks  make  it  almost 
impossible  to  get  into  the  cash  box  in  less  than  ten  minutes  by  picking  the  locks. 
The  strength  of  the  stainless  steel  housing  and  the  mounting  bracket  assembly 
make  it  almost  impossible  to  pry  open  the  cover. 

COIN  cheating 

Credit  card  cheating  and  walking  away  on  overtime  calls  we  cannot  do  much 
about;  that  requires  effort  on  the  Telephone  Security  Division.  However,  the 
CEECO  Paystation  will  not  permit  the  thief  to  use  slugs  or  cheaper  coins.  Nor 
can  the  thief  use  the  "peanut"  or  "cereal  box"  whistle  with  or  without  the  little 
black  box  oscillator  by  dialing  a  555  or  800  number. 


Naturally  security  costs.  However,  the  CEECO  Type  200  Paystation  is  so  much 
more  economical  than  the  existing  system  that  it  is  more  than  worth  the 
investment. 

Where  high-security  is  not  needed,  the  CEECO  Standard  model  is  adequate 
and  more  economical. 

CA  POLICY  clarification 

The  practices  and  policies  of  AT&T  in  furnishing  connecting  arrangements 
for  customer-provided  equipment  are  at  variance  with  its  tariff  lanuage  on  the 
subject  the  FCC's  Common  Carrier  Bureau  has  stated,  in  suggesting  tariff 
changes. 

If  the  present  tariff  language  is  construed  in  favor  of  the  customer,  the  bu- 
reau said,  it  states  that  "the  telephone  company  will  provide  a  network  control 
signaling  unit  and  connecting  arrangement  for  any  item  of  customer-provided 
equipment.  The  tariff  does  not  state  that  connecting  arrangements  are  available 
only  for  customer-provided  equipment  which  was  either  designed  in  accordance 
with  your  technical  references  or  for  which  the  manufacturer  has  cooperated 
with  (AT&T)  in  the  development  of  a  new  standard  arrangement." 

The  bureau  emphasized  that  it  did  not  wish  to  imply  it  had  concluded  that 
the  company  should  make  the  offering  implied  by  the  tariff  language.  It  sug- 
gested, as  a  result,  that  AT&T  "may  wish  to  consider  modifications  in  your 
tariff  language  which  set  forth  the  limitations  which  you  believe  might  be 
reasonable  on  your  obligation  to  provide  a  connecting  arrangement." 
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Since  the  practice  is  in  "direct  conflict"  with  the  offering,  the  bureau  said,  it 
may  recommend  forfeitures  in  any  compaint  where  it  is  established  that  the 
telephone  company  was  unable  or  unwilling  to  provide  connecting  arrangements 
or  network  control  signaling  units,  "until  the  two  are  brought  into  concert." 

Exhibit  26 

Federal  Communications  Commission, 

Washington,  D.C.,  September  26,  1972. 
American  Telephone  &  Telegraph  Co., 
New  York,  N.Y. 
(Attention.  Thomas  W.  Scandlyn,  Assistant  Vice  President) 

Gentlemen  :  Enclosed  is  a  copy  of  a  letter  dated  September  15,  1972  which  the 
Commission  received  from  Mr.  Charles  F.  Rice,  President  of  Rice  International 
Corporation.  Mr.  Rice  complains,  in  addition  to  other  matters,  that  your  com- 
pany IS  intentionally  delaying  the  introduction  of  a  connecting  arrangement  for 
use  with  his  company's  device  known  as  the  Multi-Phone. 

The  Commission,  pursuant  to  Section  1.717  of  the  Commission's  Rules,  requests 
your  company  to  satisfy  the  complaint  or  advise  the  Commission  of  your  refusal 
or  inability  to  do  so.  Your  reply,  in  duplicate,  will  be  appreciated,  within  thirty 
days  of  the  date  of  this  letter. 
Sincerely  yours, 

Kelley  E.  Griffith, 
Chief,  Domestic  Bates  Division, 
for  Chief,  Common  Carrier  Bureau. 
Enclosure : 

Exhibit  27 

July  17,  1972. 
Mr.  Floyd  Jordan, 
Dispatch  Services, 
Miami  International  Airport, 
Miami,  Fla. 

Dear  Mr.  Jordan  :  Representatives  of  Southern  Bell  Telephone  and  Telegraph 
Company  have  observed  your  use  of  a  "Conference  and  Rerouter  Phone"  which 
is  connected  directly  to  our  facilities. 

Paragraph  b4  of  Section  34  of  our  General  Exchange  Tariff,  on  file  with  the 
Florida  Public  Service  Commission  contains  the  following  provisions : 

"Where  the  use  of  any  customer-provided  terminal  equipment  as  specified  in 
these  regulations  involves  direct  electrical  connection  to  the  facilities  furnished 
by  the  Telephone  Company  such  connection  shall  be  made  through  a  connecting 
arrangement  furnished,  installed  and  maintained  by  the  Telephone  Company." 

Furthermore  our  Interstate  Tariff  FCC  No.  263,  on  file  with  the  Federal  Com- 
munications Commission,  also  requires  the  use  of  a  proper  connecting  arrange- 
ment. 

In  requesting  that  you  disconnect  the  "Conference  and  Rerouter  Phone"  which 
is  connected  to  your  service,  we  must  further  ask  that  you  give  us  confirmation 
following  your  receipt  of  this  letter  of  its  disconnection.  If  we  do  not  receive 
such  confirmation  we  have  no  alternative  but  to  discontinue  your  service  pur- 
suant to  paragraph  A7  of  Section  34  of  our  General  Exchange  Tariff  which  is  in 
effect  in  the  State  of  Florida.  That  paragraph  reads  as  follows  : 

"Where  any  customer-provided  equipment  or  system  is  used  with  telecommuni- 
cations service  in  violation  of  any  of  the  provisions  in  this  tariff,  the  Telephone 
Company  will  take  such  immediate  action  as  necessary  for  the  protection  of  its 
services,  and  will  promptly  notify  the  customer  of  the  violation.  The  customer 
shall  discontinue  such  use  of  the  eciuipment  or  system  or  correct  the  violation 
and  shall  confirm  in  writing  to  the  Company  within  10  days,  following  receipt 
of  written  notice  from  the  Company,  that  such  use  has  ceased  or  that  the  viola- 
tion has  been  corrected.  Failure  of  the  customer  to  discontinue  such  use  or  to 
correct  the  violation  and  to  give  the  required  written  confirmation  to  the  Tele- 
phone Company  within  the  time  stated  above  shall  result  in  termination  of  the 
customer's  service  imtil  such  time  as  the  customer  complies  with  the  provisions 
of  this  tariff." 

We  must  receive  this  confirmation  no  later  than  S  :00  AM  July  27,  1972,  other- 
wise vour  service  will  be  disconnected  at  that  time. 
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Should  you  desire,  we  are  prepared  to  discuss  the  matter  of  Teleplioue  Com- 
pany provided  couuectiug  arrangements  witli  you. 
Yours  very  truly, 


District  Marketing  Manager. 
Exhibit  28 

Miami,  Fla., 
July  18,  1972. 
Mr.  B.  D.  Williams, 
District  Marketing  Manager, 
Marketing  Department, 
Southern  Bell, 
Miami,  Fla. 

Dear  Mr.  Williams  :  1  am  in  receipt  of  your  letter  of  July  17th  with  refep^ 
ence  to  the  conference  and  rerouter  phone  which  is  stated  in  your  first  paragraph 
is  connected  directly  to  your  facilities. 

If  you  will  research  your  records  you  will  find  that  this  connection  was  made 
by  Bell  Telephone  installation  personnel.  This  connection  was  made  some  two 
years  ago. 

I  will  skip  replies  to  the  balance  of  your  letter  with  the  exception  of  your  last 
paragraph  where  you  state  "Should  you  desire,  we  are  prepared  to  discuss  the 
matter  of  Telephone  Company  provided  connecting  arrangements  with  you." 
This  was  done  in  the  original  installation,  however,  if  you  have  other  means 
available  that  are  more  suitable  to  your  desires  I  certainly  would  like  to  hear 
about  them. 

Looking  forward  to  your  reply,  I  remain 
Very  truly  yours. 


Exhibit  29 


F.  D.  Jordan. 


Southern  Bell, 
Miami,  Fla.,  July  25,  1972. 


Mr.  F.  D.  Jordan, 
Dispatch  Services,  Inc., 
Miami,  Fla. 

Dear  Mr.  Jordan  :  This  is  in  reply  to  your  letter  dated  July  18,  1972,  concern- 
ing a  connecting  arrangement  for  privately -owned  equipment  with  the  Telephone 
Company. 

Southern  Bell's  interconnection  procedures  for  the  provision  of  voice  connect- 
ing arrangements  is  implemented  when  the  customer  places  his  order.  Orders 
for  voice  connecting  arrangements  should  be  placed  by  the  customer  using  the 
desired  arrangement  (USOC/Equipmnt)  designation.  If  the  customer  does  not 
know  what  arrangement  to  order,  he  should  be  referred  to  his  equipment  sup- 
plier for  the  proper  arrangement.  It  is  the  Telephone  Company's  position  that 
the  customer  must  arrange  for  the  design,  engineering,  installation  and  main- 
tenance of  his  equipment  and  that  the  Bell  System  will  provide  the  type  inter- 
connection arrangement  specified  by  the  customer.  This  is  for  the  customer's  pro- 
tection as  well  as  the  Telephone  Company's.  We  (Southern  Bell)  do  not  know 
the  technical  details  of  the  various  manufacturers'  equipment,  nor  with  which 
of  the  connecting  or  access  arrangements  it  is  compatible. 

Customers  requesting  detailed  technical  information  regarding  a  voice  con- 
necting arrangement  should  be  referred  to  the  appropriate  technical  reference. 

As  a  result  of  this  procedure,  many  meetings  have  taken  place  with  represen- 
tatives of  Rice  International  Corporation  Electronics,  American  Telephone  and 
Telegraph  Company,  and  our  Company.  Several  letters  have  been  written  by  all 
concerned  trying  to  satisfy  customer  requests  like  yours  for  using  this  equip- 
ment. Presently,  this  manufacturer'^  equipment  is  not  compatible  to  any  voice 
connecting  arrangement  that  is  available. 

Because  of  the  fact  that  the  Rice  International  Corporation  Electronics  Con- 
ference and  Re-Router  Phone  is  not  compatible  to  available  interface  devices, 
we  encourage  you  to  discontinue  use  of  this  equipment  on  or  before  July  27,  1972. 
Failure  to  discontinue  use  of  this  equipment  shall  result  in  termination  of 
your  telephone  service  until  such  time  as  you  comply  with  the  provisions  of  the 
tariff. 

Tours  very  truly. 


District  Marketing  Manager, 
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Exhibit  30 

Miami,  Fla.,  October  3, 1972. 
Mr.  B,  D.  Williams, 
District  Marketing  Manager, 
Marketing  Department, 
Southern  Bell, 
Miami,  Fla. 

Dear  Mr.  Williams  :  lu  reply  to  your  letter  of  July  25,  1972,  Southeru  Bell 
Telephone  Company  personnel  installed  a  four-conductor,  female  jack  in  my 
office  over  two  years  ago. 

I  refer  to  your  letter,  dated  July  17,  1972,  more  specifically,  paragraph  three : 
"Where  the  use  of  any  customer-provided  terminal  equipment  as  specified  in 
these  regulations  involves  direct  electrical  connection  to  the  facilities  furnished 
by  the  Telephone  Company  such  connection  shall  be  made  through  a  connecting 
arrangement  furnished,  installed  and  maintained  by  the  Telephone  Company." 
This  four-conductor,  female  jack,  installed  by  Southern  Bell,  is  under  interstate 
Tariff  FCC  No.  262  (mentioned  in  paragraph  four  of  your  letter  of  July  17, 
1972).  I  am  certain  that  Southern  Bell,  having  a  complete  monopoly  (in  this 
area)  in  the  telecommunications  field,  knows  that  according  to  your  own  tariffs, 
the  four-conductor,  female  jack  is  a  proper  connecting  arrangement. 

With  all  the  telephone  conversations  between  your  office,  my  office  and  the 
offices  of  Rice  International  Corporation,  plus  the  meeting  held  in  Rice  Inter- 
national's offices  in  October,  1971,  between  you,  your  engineers  and  Bob  Rivenes 
of  AT«&T,  New  York,  I  cannot  for  the  life  of  me  understand  why  now,  10  months 
later,  you  are  citing  your  tariff  regulations  to  me. 

In  addition,  as  you  and  Southern  Bell  know,  I  have  had  the  Rice  Multi-Phone 
installed  (by  Southern  Bell)  and  it's  been  in  use  for  over  two  years  and  has  not 
caused  or  created  any  harm  to  Bell's  network  of  lines. 

I  have  been  using  the  device  for  over  two  years ;  I  have  found  a  definite  need 
for  it.  .  .  a  need  which  cannot  be  supplied  by  Southeru  Bell  but  only  by  Rice 
International  Corporation.  By  forcing  me  to  remove  this  Multi-Phone,  you  are 
denying  me  (and  many  other  businessmen  like  me)  the  use  of  a  telecommunica- 
tions device  which  I  find  very  helpful  in  my  business. 

I  refer  now  to  your  letter  of  July  25,  1972.  We  agree  with  part  of  the  first 
paragraph  on  the  second  page  of  this  letter.  We  did,  in  fact,  have  many  meetings 
and  telephone  conversations  with  all  representatives  concerned.  I  have  not  seen 
the  "several  letters"  which  you  mention ;  but  I  would  argue  with  the  last  sen- 
tence in  this  paragraph :  the  Rice  Multi-Phone  is  couipatible  with  your  four- 
conductor,  female  jack  and  the  Multi-Phone  is  compatible  with  the  telecommu- 
nications network  of  switching  and  signaling  offices — Universally  Compatible ! 
This  has  been  proven  time  and  time  again  through  my  use  of  the  device  and 
through  over  seven  years  of  testing,  under  all  kinds  of  circumstances  and  con- 
ditions (tests  made  by  Rice  International  Corporation  and  at  least  one  independ- 
ent telephone  company).  According  to  the  August  1,  1972  Telephone  Engineer  & 
Management  magazine,  the  FCC  states :  "The  practices  and  policies  of  AT&T  in 
furnishing  connecting  arrangements  for  customer-provided  equipment  are  at 
variance  with  its  tariff  language  on  the  subject".  (A  photocopy  of  the  article  is 
enclosed.)  I  certainly  agree  with  that  statement. 

Mr.  Williams,  let's  resolve  this  situation  without  my  having  to  resort  to  legal 
action.  Thank  you  very  much. 
Sincerely, 

F.  D.  Jordan. 

Exhibit  31 

Southern  Bell, 
Coral  Gables,  Fla.,  November  9, 1912. 
Mr.  F.  D.  Jordan, 
Dispatch  Services,  Inc. 
Miami,  Fla. 

Dear  Mr.  Jordan  :  Subject  to  your  letter  dated  October  3,  1972,  we  have  re- 
viewed our  position  with  the  responsible  people  in  our  Company  to  be  sure  of 
what  our  present  position  is.  We  must  make  reference  to  our  letter  dated  July 
25,  1972,  and  state  that  this  same  procedure  still  exists. 

We  encourage  you  not  to  use  the  equipment  in  question  until  a  definite  agree- 
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meut  is  reached  between  you  and  our  Company  cpncerning  a  connecting  ar- 

^^^We^^au^appreciate  your  interest  in  pursuing  this  matter,  and  we  look  forward 
to  having  news  which  would  satisfy  your  requirement,  in  the  near  future. 

As  I  stated  in  my  telephone  conversation  with  you  on  November  9,  1972, 
vou  will  be  advised  as  soon  as  further  information  is  available  that  would  have 
a  significant  bearing  concerning  the  equipment  which  you  want  to  connect  to 
our  lines. 

Yours  very  truly,  B.D.Williams, 

Distrcit  Marketing  Manager. 
Exhibit  32 

Kendall,  Fla.,  May  26, 1912.^ 

Phil  Sutton, 

Marketing  Office 

Southern  Bell  Tel.  and  Tel.  Co., 

Homestead,  Fla. 

Sirs-  In  September,  1971,  I  requested  the  installation,  in  my  office,  of  two 
lines  (central  office  rotary)  using  two  (2)  four  (4)  prong  plug  jacks  as  termi- 
nals with  a  ringer  on  the  line.  As  indicated  at  that  time,  I  intended  to  use  Rice 
multi-phones  in  mv  office.  The  request  for  this  installation  was  refused. 

This  letter  was  followed  by  another  in  November  renewing  the  request  and 
a  copy  was  sent  to  the  Florida  Public  Service  Commission. 

On  April  1  1972,  I  received  a  letter  from  the  Fla.  P.S.C,  signed  by  James  G. 
Parks  of  the'p.S.C.  Rate  Department,  stating  that  a  "special  assembly  arrange- 
ment" (interconnect)  was  available  for  use  with  this  instrument. 

I  sent  a  copy  of  this  letter  to  Mr.  Phil  Sutton  of  the  Homestead  Marketing 
Office  of  Southern  Bell  and  again  renewed  the  request  for  the  above  mentioned 
installation.  I  was  informed  that  it  would  be  30  days  before  such  installation 
could  be  made.  .  ^.       ^^    .  ..  .     . 

The  30  day  period  is  more  than  past  and  I  am  again  requesting  that  this  in- 
stallation be  made.  If  this  is  again  denied,  I  have  no  alternative  but  to  instruct 
my  attorney  to  take  legal  action  against  the  Southern  Bell  Co.  At  the  same  time 
I  intend  to'  inform  the  Miami  Herald  and  the  Miami  News  of  our  action. 
Respectfully,  ^    ^ 

RiCHABD  L.  PUTMAN. 

Exhibit  33 

Florida  Public  Service  Commission, 

Tallahassee,  March  31, 1912. 
Dr.  R.  L.  PuTMAN, 
Miami,  Fla. 

Dear  Dr.  Putman  :  This  has  further  reference  to  the  problem  of  whether  an 
interconnecting  device  is  needed  between  lines  provided  by  the  telephone  com- 
pany and  facilities  provided  by  a  customer  such  as  the  Rice  Conference  and 
Rerouter  Telephone.  . 

To  this  point  in  time  any  equipment  provided  by  a  subscriber  may  be  inter- 
connected with  anv  telephone  line  only  through  a  proper  protective  interconnect 
arrangement.  Thi.s"  is  a  rule  sanctioned  by  the  Federal  Communication  Commis- 
sion and  followed  by  all  telephone  companies  which  provide  any  interstate  serv- 
ices. Such  rule  has  been  approved  by  this  Commission  for  intrastate  services  and 
is  reflected  in  the  telephone  companies  tariffs. 

It  is  our  understanding  that  a  new  interconnecting  arrangement  for  this  type 
of  instrument  is  presently  being  developed  and  should  be  available  within  the 
next  few  months.  However,  in  the  meantime,  a  special  assembly  arrangement  is 
available  if  such  instrument  must  be  used.  If  the  instrument  is  attached  with- 
out anv  such  device  tlie  telephone  company  is  required  to  demand  the  removal 
of  the  facility  and  to  suspend  service  if  its  use  is  continued  without  the  addi- 
tion of  the  interconnect  unit. 

If  you  have  any  additional  questions  in  this  matter  we  will  do  our  best  to 
answer  them. 

Very  truly  yours, 

James  G.  Parks, 
Jlate  Department, 
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Exhibit  34 

Southern  Bell, 
Miami,  Fla.,  June  12,  1912. 
Richard  L.  Putman,  D.D.S., 
Kendall,  Fla. 

Dear  Dr.  Putman  :  During  our  telephone  conversation  of  June  8,  1972,  re- 
garding your  letter  dated  May  26,  1972,  you  requested  a  written  reply  as  to  our 
Company's  position  in  refusing  to  connect  our  lines  to  your  equipment  (Confer- 
ence and  Re-Router  Phone)  supplied  by  Rice  International  Corporation  Elec- 
tronics. 

Southern  Bell's  interconnection  procedure  for  the  provision  of  voice  connect- 
ing arrangements  is  implemented  when  the  customer  places  his  order.  Orders  for 
voice  connecting  arrangements  should  be  placed  by  the  customer  using  the  de- 
sired arrangement  (USOC/Fquipment)  designation.  If  the  customer  does  not 
know  what  arrangement  to  order  he  should  be  referred  to  his  equipment  supplier 
for  the  proper  arrangement.  It  is  the  Telephone  Company's  position  that  the 
customer  must  arrange  for  the  design,  engineering,  installatoin  and  mainte- 
nance of  his  equipment  and  that  the  Bell  System  will  provide  the  type  intercon- 
nection arrangement  specified  by  the  customer.  This  is  for  the  cu.stomer's  pro- 
tection as  well  as  the  Telephone  Company's.  We  (Southern  Bell)  do  not  know 
the  technical  details  of  the  various  manufacturers'  equipment,  nor  with  which 
of  the  connecting  or  acces.s  arrangements  it  is  compatible. 

Customers  requesting  detailed  technical  information  regarding  a  voice  con- 
necting arrangement  should  be  referred  to  the  appropriate  technical  reference. 

As  a  result  of  this  procedure,  many  meetings  have  taken  place  with  represen- 
tatives of  Rice  International  Corporation  Electronics,  American  Telephone  and 
Telegraph  Company,  and  our  Company.  Several  letters  have  been  written  by  all 
concerned  trying  to  satisfy  customer  requests  like  yours  for  using  this  equip- 
ment. Presently,  this  manufacturer's  equipment  is  not  compatible  to  any  voice 
connecting  arrangement  that  is  available. 

Serious  consideration  was  given  to  the  CEZ  voice  connecting  interface  device, 
as  this  device  would  require  the  least  amount  of  modification  by  the  manufac- 
turer of  the  equipment  you  desire  to  use.  Because  of  the  modification  require- 
ments by  the  supplier  and  the  applicable  rate  of  $50.00  connection  charge  and 
$2.15  monthly  charge,  this  device  was  not  acceptable. 

American  Telephone  and  Telegraph  Company  has  been  working  on  the  design 
of  a  new  voice  connecting  interface  device  called  an  STP,  but  it  will  not  be 
tested  and  priced  out  until  January  1973  or  later. 

The  special  assembly  arrangement  mentioned  in  the  letter  dated  March  31, 
1972,  from  the  Public  Service  Commision  is  possible.  The  time  interval  in  proc- 
essing a  special  assembly  arrangement  and  the  charges  that  would  be  applicable 
usually  discourages  the  customer's  acceptance. 

We  have  discussed  your  request  with  our  Area  Attorney  and  he  has  suggested 
that  your  attorney  contact  him,  at  his  convenience,  for  a  more  detailed  expla- 
nation as  to  why  we  cannot,  at  this  time,  honor  your  request  for  connecting 
Southern  Bell  Telephone  and  Telegraph  lines  to  your  equipment.  Our  Area  At- 
torney is  Mr.  M.  T.  Walsh  and  is  located  at  330  Biscay ne  Boulevard,  Room  301, 
Miami,  Florida,  telephone  number  305  350-8046. 
Tour.s  very  truly, 

B.  D.  Williams, 
Difitrict  Marketing  Manager. 

Exhibit  35 

Kendall,  Fla.,  June  21,  1972. 
Mr.  B.  D.  Williams, 
SnutJiern  Bell, 
Miami,  Fla. 

Dear  Mr.  Williams  :  Re  your  letter  of  June  12.  1972  : 

It  is  my  understanding  that  this  letter  was  cleared  thru  Southern  Bell's  legal 
office  hence  T  can  understand  its  content.  The  letter  is  merely  a  rehash  of  nu- 
merous things  discussed  verbally  by  phone.  It  does  not  deal  with  the  existing 
problem. 

In  paragraph  two  of  your  letter  you  state  that  "if  the  customer  does  not 
know  what  arrangement  to  order,  he  should  be  referred  to  his  equipment  sup- 
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plier  for  the  proper  arrangement".  Mr.  Williams,  I  do  know  what  arrangement 
to  order  and  have  done  so  on  several  occasions  beginning  September,  1971.  The 
order  has  been  made  verbally  and  in  writing  as  I  am  sure  you  are  aware.  All 
that  is  needed  is  a  four  (4)  prong  plug  jack  with  a  ringer  on  the  line.  You  and 
I  both  know  that  there  is  no  way  in  which  this  instrument  (the  Rice  Multi- 
phone)  can  harm  the  communications  network.  In  view  of  the  Carter  decision 
this  should  not  be  a  problem. 

To  add  further  impetus  to  my  request,  as  you  know,  two  previous  installa- 
tions have  been  made  by  Southcm  Bell  of  an  identical  arrangement  as  that  that 
I  have  requested.  These  installations  were  made  at  the  offices  of  Dispatch  Serv- 
ices, Inc.,  Miami  International  Airport,  and  at  8301  S.W.  112  St.,  Miami.  These 
instruments  have  been  in  service  approximately  two  (2)  years  and  have  caused 
no  interference  with  the  communications  network. 

The  above  mentioned  installations  were  referred  to  in  my  letter  of  Novembej 
1971.  At  that  time  I  was  informed  by  Southern  Bell  that  they  were  installed 
for  demonstration  purposes  onli/.  Mr.  Foy  Jordan,  of  District  Services,  Inc., 
gives  me  a  different  version.  He  says  that  there  was  never  any  mention  of  any 
detnonstration  only  stipulation  and  that  they  were  intended  to  be  used  for  nor- 
mal business  and  residential  communications  and  have  been  so  used.  He  is  pre- 
pared to  make  a  statement  to  this  effect. 

My  point  is  this :  that  by  refusing  my  request  for  a  like  installation.  Southern 
Bell  is  in  direct  violation  of  the  established  tariff  regulations.  Unless  Southern 
Bell  can  obtain,  in  writing,  a  statement  from  Mr.  Jordan  to  back  their  claim 
of  the  reasons  for  the  above  mentioned  installations  I  must  request  that  my 
attorney  proceed  with  litigation  as  indicated  in  my  letter  of  May  25,  1972  to 
Southern  Bell  marketing  office. 

In  your  letter  of  June  12,  1972  you  requested  that  my  attorney  contact  the 
Southern  Bell  Area  Attorney,  Mr.  M.  T.  Walsh,  for  a  more  detailed  explanation 
of  Southern  Bell's  refusal  to  honor  my  request.  For  the  above  outlined  reasons, 
I  can  see  no  advantage  of  such  a  meeting  at  the  present  time.  The  situation 
seems  pretty  clear  cut  in  that  Southern  Bell  is  refusing  to  honor  my  request  for 
a  service  which  it  has  provided  another  subscriber. 

I  would  appreciate  your  immediate  attention  to  this  matter. 
Respectfully, 

Richard  L.  Putman. 
Exhibit  36 

Southern  Bell, 
Coral  Gables,  Fla.,  November  10,  1972. 
Richard  L.  Putman,  D.D.S., 
Kendall,  Fla. 

Dear  Mr.  Putman  :  During  our  telephone  conversation  on  November  9,  1972, 
we  discussed  our  Company's  position  in  reference  to  the  connecting  arrange- 
ment procedure  for  equipment  you  have  requested  to  connect  to  our  lines.  As  I 
stated,  our  position  is  the  same  as  was  stated  to  you  in  my  letter  dated  June  12, 
1972. 

We  encourage  you  not  to  use  the  equipment  in  question  until  a  definite  agree- 
ment is  reached  between  you  and  our  Company  concerning  a  connecting  ar- 
rangement. 

We  can  appreciate  your  interest  in  pursuing  this  matter,  and  we  look  forward 
to  having  news  which  will  satisfy  your  requirement,  in  the  near  future. 

You  will  be  advised  as  soon  as  further  information  is  available. 
Yours  very  truly, 

B.  D.  Williams, 
District  Marketing  Manager. 

American  Telephone  «&  Telegraph  Co., 

New  York,  N.Y.,  October  SO,  1972. 
Mr.  Kelley  E.  Griffith, 
Chief,  Domestic  Rates  Division, 
Common  Carrier  Bureau, 
Federal  Communications  Commission, 
Washington,  D.C. 

Dear  Mr.  Griffith  :  This  is  in  reply  to  your  letter  dated  September  26,  1972. 
reference  9310,  which  enclosed  a  September  1.5,  1972  letter  from  Mr.  Charles 
Rice,  President  of  Rice  International  Corporation.  Mr.  Rice  indicated  that  he 
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felt  our  previous  reply  did  not  satisfy  his  complaint  and  alleges  that  we  are 
deliberately  delaying  the  availability  of  a  connecting  arrangement  for  use  with 
his  MULTI-PHONE  product. 

Mr.  Rice's  allegation  that  we  are  deliberately  delaying  development  of  an 
interface  device  which  could  be  used  with  his  equipment  is  completely  untrue. 
We  have  always  followed  a  policy  of  full  cooperation  with  manufacturers  and 
have  supplied  them  with  information  which  would  enable  them  to  design  their 
equipment  so  as  to  be  compatible  with  an  appropriate  connecting  arrangement. 
Mr.  Rice  has  been  and  will  continue  to  be  afforded  our  same  full  cooperation. 

In  the  past,  Mr.  Rice  has  unsuccessfully  attempted  to  utilize  his  product  with 
two  existing  types  of  connecting  arrangements  with  which  his  product  was  ap- 
parently incompatible.  Since  he  is  either  unwilling  or  unable  to  appropriately 
modify  his  product  interface  to  match  that  of  existing  connecting  arrangements 
we  subsequently  took  his  requirements  along  with  similar  requirements  from 
other  manufacturers  to  enable  development  of  a  connecting  arrangement  with 
which  compatibility  hopefully  will  be  achieved  by  Mr.  Rice's  device.  Hence,  Mr. 
Rice  is  one  of  many  manufacturers  who  wiwU  be  able  to  use  this  connecting 
arrangement.  This  results  in  a  more  economical  connecting  arrangement  for 
all  concerned  than  would  otherwise  be  available  if  a  multiplicity  of  connecting 
arrangements  were  developed  for  essentially  the  same  interface  configuration. 

It  must  be  recognized  that  the  development  of  a  new  connecting  arrangement 
generally  involves  a  minimum  interval  of  one  year.  The  aforementioned  con- 
necting arrangement  will  be  applicable  to  both  voice  and  data  transmission. 
Being  more  complicated,  the  development  time  for  this  connecting  arrangement 
exceeds  that  which  is  required  where  only  one  capability  is  provided.  As  indi- 
cated in  my  previous  letter,  the  Technical  Reference  for  this  new  connecting 
arrangement  will  be  provided  to  Rice  International  Corporation  as  soon  as  it 
becomes  available.  We  are  continuing  to  press  strongly  for  availability  of  the 
connecting  arrangement  in  mid-1973. 

We  trust  this  will  provide  you  with  the  desired  information. 
Very  truly  yours, 

t.  w.  scandlyn. 

Federal  Communications  Commission, 

Washington,  D.C.,  November  I4,  1912. 
Charles  F.  Rice, 
Rice  International  Corp., 
Miami,  Fla. 

Dear  Mr.  Rice  :  This  is  in  reference  to  our  previous  correspondence  concern- 
ing your  complaint  that  the  Bell  System  is  deliberately  delaying  the  introduction 
of  a  connecting  arrangement  for  use  with  your  company's  Multi-Phone  device. 
We  have  received  a  reply  from  the  telephone  company  in  response  to  the  inquiry 
which  was  made  on  your  behalf.  A  copy  of  the  company's  letter  of  October  30, 
1972  is  enclosed  for  your  information. 

It  is  noted  the  company  states  that  it  is  not  deliberately  delaying  develop- 
ment of  an  interface  device  for  use  with  your  company's  equipment. 

If  you  wish  to  piirsue  this  matter  further,  you  are  entitled  to  file  a  formal 
complaint  with  this  Commission.  Such  formal  complaints  must  be  filed  in  ac- 
cordance with  Sections  1.721  through  1.735  of  the  Commission's  Rules,  copies  of 
which  are  enclosed. 

Sincerely  yours, 

Kelley  E.  Griffith, 
Chief,  Domestic  Rates  Division, 
for  Chief,  Common  Carrier  Bureau. 
Enclosures : 

May  11,  1972. 
Hon.  William  T.  Mayo, 
Commissioner, 

Public  Service  Commission, 
State  of  Florida, 
Tallahassee,  Fla. 
(Attention:  Director.  Legal  Department) 

Dear  Sir:  Commissioner  Mayo  asked  that  we  send  copies  of  the  enclosed 
Briefs  and  Testimony  in  Plionetele,  Inc.  vs.  General  Telephone  of  California 
and  Pacific  Telephone  of  California. 
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We  have  had  one,  informal  meeting  with  Chairman  Yarborough,  Commission- 
ers Mayo  &  Bovis,  concerning  our  right  to  tie-in  to  the  telecommunications  net- 
work to  provide  a  service  (not  now  available)  to  the  telephone  subscriber  in 
the  State  of  Florida.  ^^     ^,^  ^      *  r>.  ,• 

We  believe  that  hte  enclosed  documents  clearly  show  that  the  btate  ot  Cali- 
fornia is  moving  in  the  direction  of  causing  a  certification  program  (for  for- 
eign attachments)  to  be  established  in  their  State. 

We  are  hopeful  that  the  Florida  Public  Service  Commission  will  see  fit  to 
move  in  a  similar  direction.  .   . 

It  is  my  understanding  that  Commissioner  Mayo  is  going  to  ask  for  an  opinion 
from  you,  thus  my  reason  for  mailing  this  information  to  you  at  his  request. 

Thank  you  very  much. 

Most  sincerely,  _         „      . ,     . 

Charles  F.  Rice,  President.  * 

November  11,  1972. 
President  Richard  M.  Nixon, 
Washington,  D.C. 

Dear  Mr.  President  :  Congratulations  on  your  very  recent  victory  ! ! 

In  your  compaign,  you  appealed  for  our  help  in  seeking  re-election,  and  you 
can  be  assured  that  it  was  given.  Now,  we  are  appealing  to  you  for  help  in 
correcting  a  situation  within  the  Federal  government  which  we  feel  is  terribly 
wrong. 

It  is  impossible  in  a  brief  letter  to  give  you  a  complete  history  of  our  case; 
hence,  we,  the  undersigned,  are  seeking  a  few  minutes  of  your  time  in  which  to 
personally  explain  the  untenable  situation  in  which  we  find  ourselves. 

Let  me  explain  briefly  : 

Rice  International  Corporation  (a  Florida  corporation)  was  incorporated 
on  June  15,  1970.  It  seeks  to  provide,  through  patented  circuitry,  several  serv- 
ices to  the  subscriber  which  are  not  now  available  within  the  telecommunica- 
tions industry. 

Under  present  tariffs,  our  instruments  cannot  be  wired  directly  into  the  tele 
communications  network  without  a  protective  interconnect  device,  hut,  the  law 
says  that  this  instrument,  if  required,  must  be  provided  by  the  telecommunica- 
tions companies :  namely,  AT&T  and  the  Bell  System.  This  they  refuse  to  do. 

We  have  sought  relief  through  petition  to  the  F.C.C.  We  have  personally  met 
with  the  F.C.C.  in  Washington,  and  have  been  informed  that  they  are  unable 
to  bring  enough  pressure  to  bear  to  force  AT&T  and  the  Bell  System  to  comply 
with  the  law.  An  appointment  was  arranged  for  us,  by  the  F.C.C,  to  meet  with 
the  F.T.C.  because,  in  the  opinoin  of  the  F.C.C,  we  had  a  very  sound  case  of 
restraint  of  trade  invovliug  millions  of  dollars. 

After  meeting  with  the  F.T.C,  in  which  our  case  was  briefly  reviewed,  the 
F.T.C.  recommended  that  our  case  be  taken  to  the  Justice  Department  and  they 
arranged  the  meeting.  Here  again,  our  case  was  briefly  reviewed,  and  they  asked 
that  they  be  supplied  with  copies  of  all  documents  pertaining  to  our  case  and 
that  it  would  be  investigated.  However,  it  was  pointed  out  that  the  Justice  De- 
partment rarely  interferes  in  F.C.C.  matters.  In  other  words,  we  are  getting 
the  "Washington  Shuflle".  All  the  aforementioned  points  and  many  others  are 
documented.  We  are  asking  for  a  chance  to  present  it. 

Various  communications  instruments  are  being  sold  presently  throughout  the 
United  States  and  are  being  illegally  wired  into  the  communications  network. 
We,  however,  have  tried  to  work  within  the  industry  and  have  refrained  from 
making  any  sales  to  private  individuals,  although  a  vast  market  exists.  It  might 
be  of  interest  to  note  that  your  own  White  House  Communications  oflBce  has 
made  inquiry  concerning  our  instruments. 

Mr.  President,  we  believe  you  to  be  a  fair  man  and,  as  an  attorney,  I  am 
sure  you  can  appreciate  our  situation.  We  have  limited  resources  and  the  cor- 
poration will  soon  be  faced  with  one  of  two  alternatives,  either : 

1.  Sell  the  instruments  to  the  subscriber,  and  wire  them  into  the  com- 
munications network  illegally  or, 

2.  Face  financial  disaster. 

In  capsule  form,  it  boils  down  to  this.  The  F.C.C,  the  Federal  bureau  charged 
with  regulating  this  industry,  is  being  told  by  AT&T  what  they  will  and  will 
not  do.  and  the  F.C.C.  seems  powerless  to  act.  This  is  not  right,  and  we  need 
your  help  in  correcting  it. 
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We  are  aware  that  the  pressures  of  governmental  business  are  enormous  and 
that  your  schedule  is  tight.  By  comparison,  our  problems  may  seem  small,  but 
this  is  no  trivial  matter  where  private  industry  is  concerned. 

May  we  please,  Mr.  President,  speak  with  you  at  your  earliest  possible  con- 
venience ? 

Respectfully, 

Charles  F.  Rice, 
President. 

RiCHAKD  L.  PUTMAN, 

Executive  Vice  President. 

Office  of  Telecommunications  Policy, 

Executive  Office  of  the  President, 
Washington,  D.C.,  December  18,  1912. 
Mr.  Charles  F.  Rice, 
President, 

Rice  International  Corp. 
Miami,  Fla. 

Dear  Mr.  Rice:  The  President  has  asked  me  to  thank  you  for  your  letter 
regarding  your  difficulties  with  respect  to  existing  telephone  company  intercon- 
nection tariffs. 

As  you  know,  the  question  of  "reasonable"  interconnection  restrictions,  net- 
work protection,  and  equipment  performance  criteria  presently  is  being  con- 
sidered by  the  Federal  Communications  Commission.  We  are  working  with  the 
FCC  to  achieve  a  prompt  and  satisfactory  resolution  of  these  issues. 

Recently  the  FCC  issued  a  staff  report  proposing  a  registration  procedure  for 
FCC-authorization  of  customer-owned  and  maintained  equipment  which  is  di- 
rectly connected  to  the  switched  telephone  network.  I  am  forwarding  a  copy 
under  separate  cover  and  would  appreciate  any  comments  on  it  which  you  may 
have. 

I  appreciate  your  taking  the  time  to  write  to  us  of  your  concerns,  and  your 
support  for  the  Administration. 
Sincerely, 

Clay  T.  Whitehead. 

Rice  International  Corp., 
Miami,  Fla.,  January  11,  1973. 
Mr.  Clay  T.  Whitehead, 
Office  of  Telecommunication  Policy, 
Executive  Office  of  the  President, 
Washington,  D.C. 

Dear  Mr.  Whitehead  :  Thank  you  for  your  letter  of  December  18,  1972  and 
the  Technical  report  #T-7202. 

We  at  Rice  International  feel  that  the  proposals  set  forth  in  this  report  are 
a  sensible  approach  to  the  solution  of  present  problems  faced  by  the  intercon- 
nect industry. 

However.  Mr.  Whitehead,  following  receipt  of  your  correspondence  we  were 
informed  by  the  FCC  in  Washington  that,  "this  report  was  merely  a  proposal 
based  on  the  opinion  of  the  office  of  the  chief  engineer  only,  and  did  not  reflect 
the  thinking  of  the  full  FCC  staff.  At  a  full  staff  meeting  this  report  would  be 
placed  in  the  hopper  along  with  all  other  inputs  from  many  sources  and  would 
carry  no  more  weight  than  any  other  report." 

This  brings  us  back  to  our  original  request  for  a  meeting  with  President 
Nixon.  We  would  still  like  such  an  audience  in  order  that  we  miglit  bring  to 
light  the  negative  results  that  have  been  achieved  by  three  years  of  trying  to 
work  within  the  system. 

We  would  like  very  much  to  see  a  certification  program  established,  but  in 
lieu  of  this  we  will  install  our  equipment  with  an  interface  which  the  existing 
tariffs  say  are  to  be  furnished  and  maintained  by  the  telecommunications  com- 
panies. AT&T  and  the  Bell  System  refuse  to  supply  us  with  their  interface  even 
though  it  has  been  over  two  years  since  our  original  request. 

This  flagrant  violation  of  the  tariffs  has  resulted  in  the  restraint  of  trade  of 
Rice  International  Corporation. 
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We  have  Iitid  voluiuiuous  curiespoudence  witli  the  FCC  and  also  the  Depart- 
meut  of  Justice  iu  au  attempt  to  ol)tahi  some  relief.  Following  a  meeting  with 
Mr.  Samuel  Gordon  of  the  .Iiistiee  Department  we  forwarded  to  him  documeu- 
lation  of  all  our  efforts  under  the  apparently  mistaken  impression  that  the 
Justice  Department  would  in  some  manner  help  our  cause. 

Finally,  we  can  bestsummarize  the  present  situation  of  liice  Internalional 
Corporation  by  the  following  : 

(a)  AT&T  has  under  the  existing  tariffs  the  right  to  an  interface. 

(b)  The.se  tariffs  state  explicitly  that  such  interface  devices  are  to  be  "fur- 
nished" by  xVT&T. 

(c)  Rice  International  must,  in  order  to  comply  with  the  law  be  supplied 
with  an  interface  by  AT&T. 

(d)  AT&T  has  failed  to  comply  with  the  requirements  of  the  aforementioned 
tariffs  which  they  themselves  have  drafted  by  their  failure  to  supply  said  iuter-^ 
face  for  a  period  in  excess  of  two  years,  and  therefore  are  in  direct  violation 
of  the  law. 

(c)  Rice  International  withheld  their  products  from  the  public  marketplace 
in  compliance  with  said  laws. 

(f )  That  is.  Rice  International  has  ))eeu  and  continues  to  be  restrained  from 
trade  as  a  direct  result  of  its  desire  to  obey  the  law  and  the  refusal  of  AT&T 
to  do  so. 

We  add  parenthetically  that  we  are  not  concerned  here  with  the  intentions  of 
AT&T  but  rather  with  those  actions  or  failures  to  act  within  tlie  spirit  and  letter 
of  the  law,  which  have  restrained  our  trade  within  the  Bell  System. 

Under  separate  cover  we  are  sending  you  copies  of  all  docuineiir.s  presently 
in  the  hands  of  both  the  FCC  and  the  .Justice  Department. 

Frankly,  Mr.  Whitehead,  we  need  guidance  in  what  moves  we  can  and  sliould 
make  in  order  to  bring  about  an  immediate  resolution  of  our  problems.  As  I 
said  iu  my  original  letter  to  President  Nixon,  we  have  faith  iu  our  system  and 
are  trying  to  work  within  it.  There  must  be  some  department  or  individual  who 
can  help  a  small  Florida  corporation  fight  a  giant  adversary  when  both  com- 
mon sense  and  the  law  indicate  that  our  cause  is  just. 
Respectfully. 

Charles  F.  Rice,  President. 
U.S.  Senate, 
December  18.  1972. 
]Mr.  Charles  F.  Rice. 
Premlent.  Rice  Iiitenuitiovnl  Corp.. 
Miami,  Fla. 

Dear  Charles:  INIy  Administrative  Assistant,  Cliarles  Cnnady.  discussed  with 
me  his  recent  meeting  with  you  and  Dr.  Richard  Putman  and  I  just  wanted  to 
take  this  opportunity  to  touch  base  with  you. 

In  addition.  I  have  read  the  material  you  left  with  Mr.  Canady  and  it  cer- 
t.Tinly  appears  that  you  have  been  getting  the  run-around.  I  found  your  device 
quite  interesting  and  agree  that  there  is  a  definite  market-place  for  it. 

As  my  staff  indicated  to  you.  I  have  written  directly  to  Mr.  Kelley  E.  Griffith. 
Chief.  Domestic  Rates  Division  of  the  Federal  Communications  Commission, 
requesting  that  he  provide  you  with  the  direction  needed  to  bring  this  matter 
to  a  swift  conclusion.  T  hope  to  hear  from  him  soon,  and  when  I  do.  we'll  be 
back  in  touch  with  you. 

You  mentioned  that  you  had  talked  to  Mr.  Samuel  Gordon,  Assistant  Chief 
of  the  Special  Trial  Section.  Department  of  .Justice,  on  this  same  matter,  and 
you  thought  he  would  l>e  helpful.  Mr.  .John  Currie  of  my  staff,  who  sat  in  on 
your  meeting  in  Uakeland.  talked  to  Mr.  Gordon  today  and  I  don't  think  we  can 
expect  too  much  support  from  him  at  this  time.  Mr.  Gordon  briefly  explained 
that  there  was  a  question  of  primary  jurisdiction  in  this  case,  and  tliat  it 
would  probably  be  his  recommendation, to  tu.rn  the  matter  over  to  the  FCC.  He 
snid  this  wasn't  an  official  .Justice  response  because  the  file  had  not  been  com- 
pletely studied,  but  he  left  little  encouragement. 

Please  stay  in  touch.  T  hope  we  cnn  be  of  some  help  to  you  because  T  know 
what  you  must  be  going  through  after  all  of  this  time. 
Sincerely. 

Laavton  CniT'^s 
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U.S.  Senate, 
January  19,  1973. 
Mr.  Charles  F.  Rice, 
President,  Rice  International  Corp., 
Miami,  Fla. 

Dear  Charles:  Jobu  Currie  discussed  with  me  his  telephone  eonversation 
with  you  and  Dr.  Putnam  earlier  this  week  about  the  Federal  Communication 
Commission's  decision  to  require  a  formal  complaint  from  you  before  they  can 
proceed  further.  This  was  indeed  bad  news,  and  I  have  fully  briefed  the  Sena- 
tor on  what  transpired. 

Enclosed  is  a  copy  of  the  letter  from  the  FCC  explaining  this  action.  It's  a 
rather  bad  copy  and  as  soon  as  the  original  letter  from  Mr.  Eger  arrives,  I'll 
forward  it  directly  to  you. 

If  the  FCC  was  stalling  for  time,  and  there  is  every  indication  they  were,  they 
certainly  succeeded.  Unfortunately,  this  was  at  your  expense  and  I  can  well 
understand  your  feeling  that  the  FCC  has  failed  to  exercise  its  proper  role. 
Senator  Chiles  will  give  you  full  cooperation  in  trying  to  expedite  a  formal  com- 
plaint through  the  Agency,  but  as  Mr.  Currie  advised  you,  there  is  no  way 
getting  around  the  fact  that  this  is  a  time-consuming  procedure.  In  all  of  our 
minds,  it's  a  shame  there  is  no  other  way  out. 

Keep  us  advised  from  your  end  on  what  your  plans  are,  and  again,  we'll  help 
as  best  able. 

"With  kindest  regards,  I  am 
Sincerely, 

Charles  Canady, 
Administrative  Assistant  to 

Senator  Lawton  Chiles. 

Federal  Communications  Commission, 

Washiiifjtnv.  D.C.  .January  18,  197S. 
Hon.  Lawton  Chiles, 
U.S.  Senate, 
Wa-^Mngton,  D.C. 

Dear  Senator  Chiles  :  This  is  in  response  to  your  letter  of  December  20,  1972. 
concerning  the  complaint  of  Rice  International  Corporation  against  the  Ameri- 
can Telephone  and  Telegraph  Company  (AT&T).  The  complaint  concerns  the 
alleged  deliberate  delay  by  AT&T  in  producing  a  connecting  arrangement  which 
would  permit  connection  of  Rice's  Multi-Phone  device  to  telephone  company 
facilities. 

By  letter  of  October  30,  1972  AT&T  has  denied  that  the  delay  is  deliberate  and 
alleges  that  a  suitable  connecting  arrangement  will  be  developed  within  a 
reasonable  period  of  time,  consideringthe  circumstances.  The  rules  of  this  Com- 
mission provide  that  where  a  telephone  company  states  that  it  refuses  or  is 
unable  to  satisfy  an  informal  complaint,  such  as  was  filed  by  Rice,  the  com- 
plainant may  tlien  file  a  formal  complaint  with  the  Commission.  Rice  Interna- 
tional has  been  advised  of  this  by  our  letter  of  November  14,  1972  and  a  copy  of 
the  appropriate  rules  governing  such  complaints  was  enclosed  with  tha,t  letter. 
Except  for  the  filing  of  such  a  formal  complaint,  there  is  no  other  procedure 
which  we  can  recommend  to  Rice  for  resolution  of  the  matter  by  this  Commis- 
sion. This  does  not  preclude  Rice  from  seeking  court  action. 

It  should  be  noted  that  our  referral  of  Mr.  Rice  to  the  Federal  Trade  Com- 
misison  (FTC)  was  for  the  sole  purpose  of  informing  that  agency  of  his  com- 
plaint concerning  the  advertising  and  marketing  practice  of  other  companies  in 
the  interconnection  business.  While  many  of  these  companies  encourage  their 
customers  to  connect  equipment  directly  to  the  telephone  network  without  the 
connecting  arrangements  required  by  the  tariffs,  whether  such  encouragement 
might  constitute  misleading  advertising  or  an  unfair  trade  practice  is  a  ques- 
tion within  the  expertise  of  the  FTC.  We  did  not  imply  that  the  FTC  should  or 
would  consider  the  basic  complaint  concerning  the  delay  in  provision  of  the 
connecting  arrangement. 

We  hope  the  foregoing  will  be  of  assistance  to  you.  Copies  of  the  correspond- 
ence mentioned  above  are  enclosed. 
Sincerely, 

John  M.  Eger. 
Leffal  Assistant  to  tJir  Chairman. 

Enclosures : 
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Federal  Communications  Commission, 

Washington,  D.V.,  February  1,  191S. 
Charles  F.  Rice, 
President, 

Rice  International  Corp. 
Miami,  Fla. 

Dear  Mr.  Rice  :  This  is  in  reference  to  our  previous  correspoudeuce  couceru- 
iug  your  complaiut  tliat  the  telephone  compauy  has  deliberately  delayed  the 
provisiou  of  a  connecting  arrangement  for  use  with  your  company's  device 
known  as  the  Multi-Phone.  In  your  December  26,  1972  letter  on  this  matter, 
you  have  asked  that  we  review  the  correspondence  pertaining  to  your  complaint 
and  advise  you  how  you  can  pursue  this  matter  further  with  this  Commission. 
The  American  Telephone  and  Telegraph  Company  has  denied  in  its  letter  of 
October  30,  1972,  that  it  has  deliberately  delayed  development  of  an  interface 
device  which  could  be  used  with  your  company's  device.  The  rules  of  this  Com- 
mission provide  that  where  a  telephone  company  states  that  it  refuses  or  is 
unable  to  satisfy  an  informal  complaint,  such  as  the  complaint  filed  by  your 
company,  the  complainant  may  then  file  a  formal  complaint  with  the  Commis- 
sion. You  have  been  advised  of  this  by  our  letter  of  November  14,  1972  and  a 
copy  of  the  appropriate  rules  governing  such  complaints  was  enclosed  with 
that  letter.  Except  for  the  filing  of  such  a  formal  complaint,  there  is  no  other 
procedure  which  we  can  recommend  for  resolution  of  the  matter  by  this  Com- 
mission. This  does  not  preclude  your  compauy  from  seeking  court  action. 

It  is  hoped  that  you  will  find  the  foregoing  responsive  to  your  December  26, 
1972  inquiry  into  this  matter. 
Sincerely  yours, 

Kelley  E.  Griffith, 
Chief,  Domestic  Rates  Division, 
-for  Chief,  Common  Carrier  Bureau. 

Congress  of  the  United  States, 

House  of  Representatives, 
Washington,  D.C.,  February  12,  1973. 
Dr.  Richard  Putman, 
Rice  International  Corp., 
Miami,  Fla. 

Dear  Dr.  Putman  :  I  enjoyed  talking  with  you  on  Friday,  and  have  today 
received  the  material  you  sent.  It  certainly  does  appear  that  you  have  a  legiti- 
mate case  and  I  want  to  do  whatever  I  can  to  be  of  assistance. 

I  have  already  been  in  contact  with  Senator  Chiles'  office  and  have  told  them 
of  my  willingness  to  work  with  them  in  your  behalf.  They  have  advised  me 
that  you  have  already  engaged  counsel  to  represent  you  with  the  FCC,  and  this 
seems  to  be  the  best  course  of  action  at  this  point. 

I  appreciate  your  bringing  this  sittation  to  my  attention.  Please  be  assured 
of  my  continued  interest. 
Sincerely, 

Dante  B.  Fascell. 
Member  of  Congn ss. 

March  7,  1973. 
Thomas  W.  Scandltn, 
Assistant  Vice  President, 
American  Telephone  d  Telegraph  Co., 
New  York,  N.Y. 

Dear  Mr.  Scandlyn  :  Since  you  were  unable  to  meet  with  us  while  we  were 
in  New  York,  this  letter  is  to  confirm  our  telephone  conversation  of  Friday 
March  2,  1973  between  you,  one  of  your  engineers,  Dr.  R.  L.  Putman  and  myself. 

As  was  pointed  out  in  our  conversation,  we  have  been  trying  to  get  an  inter- 
face from  AT&T  for  something  over  2%  years.  As  per  our  conversation,  you  are 
now  prepared  to  give  Rice  International  Corporation  a  letter  specifying  the 
exact  date  on  which  we  will  be  furnished  the  required  two  line  interface.  You 
said  that  the  date  to  be  designated  was  May  1,  1973  and  that  the  letter  would 
be  mailed  within  three  days  of  our  conversation. 
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I  wish  to  tliauk  you  for  your  time  aud  courtesy  and  to  state  that  we,  Rice 
Iiiteruatioual  Corporation,  are  eagerly  awaiting  the  receipt  of  this  letter. 
Respectfully, 

Charles  F.  Rice,  President. 

American  Telephone  &  Telegraph  Co., 

Neio  York,  AM'.,  March  10,  197S. 
Mr.  Charles  F.  Rice, 
Rice  Intcriiationul  Corp., 
Miami,  Fla. 

Dear  Mk.  Rice  :  Regarding  your  phone  conversation  with  us  on  March  2,  we 
wish  to  advise  you  that  a  Technical  Reference  is  expected  to  be  available  in 
May  describing  the  connecting  arrangement  for  use  with  key  systems  such  as 
yours.  Product  availability  is  scheduled  by  July.  We  will  provide  ybu  with  a 
copy  of  the  Technical  Reference  for  the  arrangement  as  soon  as  it  is  available. 
You  also  inquired  about  status  of  the  attestation  program  for  conferencing 
devices.  We  fully  expect  the  Technical  Reference  to  be  be  available  this  month 
along  with  the  announcement  of  the  related  proposed  tariff  filing.  We  will  also 
snd  you  a  copy  of  tliis  reference  when  it  is  issued. 
Sincerely. 

W.  Schiavonl 

Rice  International  Corp., 
Miami,  Flu.,  March  22,  1913. 
Thomas  W.  Scandyln, 
Assistant  Vice  President, 
American  Telephone  tt-  Telegraph. 
A'cif  York,  N.Y. 

Dear  Mr.  Scandtln  :  On  INIarch  7,  1973,  Mr.  Charles  Rice  wrote  to  you  re- 
garding our  conversation  of  March  2,  1973,  betvpeen  you,  Mr.  W.  Schiavoni,  Mr. 
Rice  and  myself. 

At  that  time  you  agreed  to  give  us  a  letter  specifying  the  exact  date  ( May  1, 
1973  >  on  which  we  would  be  furnished  a  two  line  interface  for  use  with  the  Rice 
iNIultipIione.  This  letter  was  to  come  from  yon  as  an  oflicer  of  AT&T.  To  date  it 
has  not  been  received. 

We  are  in  receipt  of  a  letter  dated  March  16,  1973,  from  Mr.  W.  Schiavoni  in 
which  it  is  stated  that  a  "Technical  Reference"'  is  "expected"  to  be  available  in 
May  with  "product  availability  scheduled  by  July."'  In  the  past,  we  have  been 
promised  this  interface  as  far  back  as  May  4,  1971. 

We  have  had  voluminous  correspondence  with  the  FCC  in  an  attempt  to  ob- 
tain some  relief  from  the  untenable  situation  in  which  we  at  Rice  International 
find  ourselves. 

We  can  best  summarize  the  present  situation  of  Rice  International  Corpora- 
tion by  the  following : 

(a)  AT&T  has  under  the  existing  tariffs  the  right  to  an  interface. 

(b)  These  tariffs  state  explicitly  that  such  interface  devices  are  to  be  "fur- 
nished"' by  AT&T. 

(c)  Rice  International  must,  in  order  to  comply  with  the  law%  be  supplied 
with  an  interface  by  AT&T. 

(d)  AT&T  has  failed  to  comply  with  the  requirements  of  the  aforementioned 
tariffs  which  they  themselves  have  drafted  by  their  failure  to  supply  said  inter- 
face for  a  period  in  excess  of  2i^  years,  and  therefore  are  in  direct  violation 
of  the  law. 

(e)  Rice  International  withheld  their  products  from  the  public  marketplace 
in  compliance  with  the  laws. 

(f )  That  is.  Rice  International  has  been  and  continues  to  be  restrained  from 
trade  as  a  direct  result  of  its  desire  to  obey  the  law  and  the  refusal  of  AT&T 
to  do  so. 

We  add  parenthetically  that  we  are  not  concerned  here  with  the  "expecta- 
tions"' of  AT&T,  but  rather  with  the  actions  of  AT&T.  In  our  conversation 
with  you.  Mr.  Scandlyn.  on  March  2.  1973,  we  asked  for  a  specific  date  on  which 
we  would  be  supplied  with  the  required  interface  and  you  set  May  1.  1973.  and 
agreed  to  give  us  a  letter  to  tins  effect,  signed  by  you  as  an  officer  of  AT&T. 

May  we  please  have  this  letter  over  your  signature  as  promised. 
Sincerely, 

R.  L.  PUTArAN. 

E.recutive  Vice  President. 
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Rice  International  Corp., 

Miami,  Fla.,  May  24,  1073. 

Mr.  T.  W.  SCANDLYN, 

Assistant  Vice  President, 
A.T.  d  T., 
New  York,  N.Y. 

Dear  Mr.  Scandlyn  :  lu  refereuce  to  your  letter,  to  me,  of  May  2ud.  19To : 
First,  please  allow  me  to  apologize  for  my  reference  to  your  alleged  position  as 
an  Officer  of  AT&T. 

In  our  telephone  conversation  of  March  2nd,  1973,  in  which  you  voluntarily 
set  May  1st,  1973  as  the  date  on  which  we  could  expect  to  be  furnished  an  inter- 
face device  to  be  used  with  our  Rice  MULTI-PHONE,  we  asked  that  this  iufo?;- 
mation  be  set  in  writing  and  signed  by  an  officer  of  AT&T.  Your  reply  was,  and 
I  quote,  "at  this  point  in  time,  I  cannot  see  any  reason  why  that  can't  be  done". 
You  went  on  to  say  that  the  letter  would  be  gotten  out  the  first  part  of  the  fol- 
lowing week.  In  view  of  this  conversation  we  assumed  that  as  an  Assistant  Vice 
I'rt'sident  that  you  were  an  officer  of  AT&T.  You  are  correct  that  you  did  not 
represent  yourself,  to  us,  as  an  officer  so  again,  please,  accept  my  apologies. 

Since  receipt  of  your  letter  we  have  been  in  conununication  with  Mr.  B.  D. 
Williams,  District  Marketing  Manager.  Southern  Bell,  here  in  Miami.  He  has, 
through  Southern  Bell's  Atlanta  Office,  been  informed  that  the  interface  has 
been  designated  the  STP.  Neither  Mr.  Williams  nor  anyone  at  our  office  have 
been  al)le  to  get  the  information  on  the  proposed  tariff,  installation  costs  and 
per  line  charge  on  said  interface.  We  can  see  mt  reascin  why  this  information 
can't  be  divulged  to  Rice  Internati(nial  at  tliis  time  so  that  we  may  begin  pre- 
paring our  program  for  marketing  tlie  Rice  MI'LTI-PHONE. 

As  to  the  statements  in  your  May  2nd.  1973  correspondence  and  while  we  do 
appreciate  your  newly  initiated  efforts  in  our  belialf,  to  keep  us  abreast  of  vari- 
ous aspe<'ts  of  the  interface  (under  development  foi-  the  Rice  MULTI-l'IIONE. 
by  AT&T)  we  must  point  out  that  our  interest  in  the  technical  details  of  this 
equipment  is  at  most,  academic.  Under  paragraph  B4  of  Section  34  of  Southern 
Bell's  General  Exchange  Tariff,  on  file  with  the  Florida  Public  Service  Com- 
mission and.  furthermore  the  Interstate  Tariff.  P'CC  #263,  on  file  with  the  Fed- 
eral ("omnumications  Commission,  it  is  clearly  the  responsibility  of  AT&T  and 
the  Bell  System  to  "furnish  and  maintain"  said  interface.  Issuance  of  the 
Technical  Reference  EI>  2317  is.  in  no  way,  pertinent  to  our  present  discussions. 

Rice  International's  interest  in  the  aforementioned  interface  device  extends 
fio  further  than  the  time  and  date  of  delivery  of  the  interface  device  and  the 
details  as  to  the  amount  of  tariff",  the  installation  charges  and  the  line  charges. 

Since  we  first  requested  an  interface  from  Southern  Bell  and  AT&T  in  Feh- 
ruary.  1911,  surely  you  can  understand  our  frustrations  over  the  continuing  de- 
lays. We  need  the  information  requested  because  of  its  effects  on  our  plnns  for 
marketing,  but  as  to  the  actual  interface  device,  we  expect  to  be  provided  with 
a  device,  with  appropriately  marked  terminals  for  connection  and  use  with  the 
Rice  MUl.TI-PIIONE.  The  function  of  said  interface  is  solely  the  problem  of 
AT&T  and  the  Bell  System. 

Please,  just  i)rovide  the  interface. 

Thank  you  very  much. 
Sincerely, 

Richard  L.  Putman,  DDS. 

Executive  Vice  President. 

American  Telephone  &  Telegraph  Co.. 

Nexc  York,  N.Y.,  May  2.  1973. 
Mr.  R.  L.  Putman. 
E.recutive  Vice  President, 
Rice  International  Corp., 
Miami.  Fla. 

Dear  Mr.  Putman  :  I  apologize  most  sincerely  for  the  late  response  to  your 
IMarch  24.  1973  letter.  Somehow  during  my  frequent  absences  on  other  business, 
the  letter  was  inadvertently  misplaced. 

Apparently,  there  is  some  nn'siniderstanding  on  the  sulistance  of  our  March  2. 
1973  telephone  conversation.  According  to  your  most  r(>cent  letter,  it  is  alleged 
that  "In  our  conversation  with  yon,  Mr.  Scandlyn.  on  Marcli  2.  1973,  we  asked 
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for  a  specific  date  on  which  we  would  be  supplied  with  the  required  interface  * 
and  you  set  May  1,  1973,  and  agreed  to  give  us  a  letter  to  this  effect,  signed 
by  you  as  an  officer  of  AT&T.'  To  the  best  of  my  recollection,  and  that  of  Mr. 
Schiavoni's,  I  made  no  such  commitments — that  is,  for  me  to  send  you  a  letter 
and  that  May  1,  1973  would  be  the  product  availability  date.  And,  furthermore, 
I  did  not  represent  myself  to  be  an  officer  of  AT&T  which,  of  course,  I  am  not. 
As  best  can  be  determined  by  Mr.  Schiavoni  at  this  time,  and  he  is  the  per- 
son responsible  for  such  matters,  his  March  16,  1973  letter  to  Mr.  Rice  fairly 
stated  our  expectations  for  the  availability  of  both  the  Technical  Reference  ma- 
terial and  the  connecting  arrangement.  His  letter,  I  believe,  met  our  commit- 
ment to  Mr.  Rice  since  exact  dates  just  are  not  ascertainable.  However,  Mr. 
Schiavoni  reconfirms  that  distribution  of  the  Technical  Reference  to  you  and 
other  interested  manufacturers  is  scheduled  for  the  last  week  in  May  and  that 
the  product  is  scheduled  for  availability  by  July. 
Very  truly  yours, 

T.  W.  SCANDLYN. 

American  Telephone  &  Telegraph  Co., 

Neic  York,  N.Y.,  June  21,  1913. 
Dr.  Richard  L.  Putman, 
Executive  Vice  President, 
Rice  International  Corp., 
Miami,  Fla. 

Dear  Dr.  Putman  :  In  reply  to  your  letter  of  May  24,  1973  regarding  the 
voice  connecting  arrangement  which  can  be  used  with  your  Rice  Multi-Phone, 
it  looks  to  me  that  the  whole  matter  will  be  cleared  up  in  a  few  weeks. 

You  now  should  have  the  Technical  Reference  STP  (PUB  42212)  applicable 
generally  for  connecting  arrangements  of  multi-line  terminal  devices.  This  ref- 
erence was  forwarded  to  Mr.  Rice  on  May  25,  1973.  I  understand  further  con- 
versations were  held  with  Mr.  Schiavoni's  people  on  that  same  day. 

You  have  asked  when  delivery  of  the  interface  device  can  be  made.  The  device 
is  available  now  and  can  be  delivered  in  a  short  period  of  time.  You  have  also 
asked  about  the  tariff  and  associated  charges.  Work  on  these  items  is  being 
done  now  and  will  be  available  by  June  29,  1973.  The  monthly  charge  which  we 
will  suggest  to  our  Associated  Companies  is  expected  to  l>e  $5.25.  The  suggested 
installation  charge  will  be  .$30.00.  Please  understand,  however,  these  are  tenta- 
tive figures  since  the  final  amounts  will  depend  on  each  Associated  Company's 
review  of  their  own  requirements  and  on  appropriate  regulatory  body  action 
when  the  tariffs  are  filed  in  each  state. 

If  you  have  any  further  questions,  please  call  Mr.  B.  D.  Williams  in  Coral 
Gables,  telephone  305-350-8514. 
Very  truly  yours, 

T.  W.  Scandlyn. 

Rice  International  Corp.. 

Miami,  Fla.,  June  28, 1973. 
Mr.  T.  W.  Scandlyn. 
Asfiistant  Vice  President, 
A.T.  d  T., 
New  York.  N.Y. 

I>ear  Mr.  Scandlyn  :  I  have  read  your  letter  of  June  21st,  1973,  addressed 
to  Richard  L.  Putman,  Rice  International's  Executive  Vice  President. 

We  acknowledge  receipt  of  the  Technical  Reference  Manual  (PUB  42212)  on 
the  STP  interface,  mentioned  in  your  letter. 

The  interface  device  (STP)  was  installed  in  our  offices,  by  Southern  Bell,  on 
Friday.  June  15th,  1973. 

The  STP  does  not  work  with  the  Rice  Mulit-Phone.  This  fact  is  acknowledged 
by  some  6  or  7  of  Southern  Boll's  representatives,  here  in  Miami. 

We  conclude,  at  this  juncture,  that  since  AT&T  has  again  failed  to  meet  their 
acknowledged  commitment  to  provide  and  maintain  an  interface  that  the  only 
reasonable  course  of  action  at  this  time  is  for  AT&T  to  default  their  option  to 
require  an  interface  until  such  time  as  a  suitable  device  is  forthcoming.  Or. 
until  such  time  as  certification  of  telephone  equipment,  such  as  ours,  has  be- 
come the  standard  practice. 


*  St.ited  e.irlier  in  the  March   24.    197.3  letter  as   "a   two  line   interface  for   use  with 
the   Rice  Multi-Phone." 
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This  is  predicated  on  a  number  of  pertinent  points  : 

(a)  Rice  International  lias  deliberately  witliheld  its  products  from  the  tele- 
communications market  (for  over  two  years)  based  upon  the  assurances  and 
time-tables  provided  by  AT&T. 

(b)  Southern  Bell,  here  in  Miami,  has  installed  two  Rice  Multi-Phones  which 
operated  for  in  excess  of  two  years  without  an  interface  (i.e.,  hardwired  direct 
to  the  Bell  network  by  Bell  employees)  and,  this  was  done  without  incident 
or  harm  to  the  network. 

(c)  AT&T  is  clearly  unable  to  provide  the  equipment  necessary  within  their 
own  timeframe. 

(d)  An  interface  is  not  a  requirement  under  the  law,  but  rather  an  option 
which  may  be  exercised  by  AT&T  (and  the  Bell  System)  to  protect  their  net- 
work. ,         ' 

(e)  Such  an  option  may  only  reasonably  be  exercised  when  it  is  within  the 
capability  of  AT&T  to  provide  such  a  device  and  may  not  reasonably  be  imple- 
mented to  deny  free  enterprise  access  to  the  telecommunications  industry. 

Since  both  AT&T  and  Rice  International  Corporation  have  now  exhausted  all 
possibilities  regarding  these  matters,  we  see  no  further  reason  for  delay  of  any 
kind  and  look  forward  to  an  immediate  reply. 
Thank  you  very  much. 
Most  sincerely, 

Feitz  Gibson,  Je., 
Chairman  of  the  Board  of  Directors. 

Rice  Inteenational  Coep., 

Miami,  Fla.,  June  28,  1973. 
Hon.  William  Bevis, 
CJiainnan, 

The  Htate  of  Florida, 
Public  Service  Commision, 
Tallahassee,  Fla. 

Deae  Mr.  Chaieman  :  By  now,  you  have  probably  received  a  copy  of  Fritz 
Gibson's  letter  to  T.  W.  Scandlyn,  Assistant  Vice  President  of  AT&T. 

The  much  heralded  STP  interface  device  was  installed  in  our  offices  on  Fri- 
day, .Tune  15th,  1973.  This  is  the  second  interface  installation  by  Bell  .  .  .  the 
first  being  done  in  February  of  1971  .  .  .  and,  since  the  installation  of  the  2nd 
interface,  Southern  Bell  has  had  6  or  7  technical,  engineering  and  marketing 
people  out  at  our  offices,  trying  to  make  the  STP  work.  On  Monday,  June  25th, 
1973.  all  of  Bell's  people  agreed  that  the  STP  is  not  compatible  with  the  Rice 
Multi-Phone. 

We  are  now  of  the  opinion  that  since  nearly  3  years  have  elapsed  since  we 
first  requested  an  interface  from  AT&T  and  since,  after  two  feeble  attempts  to 
comply  with  our  request  have  resulted  in  compromise  after  compromise.  Rice 
International  Corporation  should  be  given  some  sort  of  immediate  relief  from 
the  untenable  position  in  which  we  find  ourselves.  AT&T  has  been  given  much 
more  than  ample  time  in  which  to  perform.  And,  AT&T  has  failed,  willfully  or 
otherwise,  to  provide  a  compatible  interface  device. 

Under  paragraph  B4  of  Section  .34,  of  Southern  Bell's  General  Exchange  Tariff, 
on  file  with  the  Florida  PSC  and  the  Interstate  Tariff.  FCC  #263,  on  file  with 
the  Federal  Communications  Commission,  it  is  clearly  the  responsibility  of 
AT&T  and  the  Bell  System  to  "furnish  and  maintain"  said  interface  device. 

Since  AT&T  and  the  Bell  System  have  been  unable,  or  unwilling,  to  satisfy 
this  retiuirement  within  a  time-frame  set  by  themselves,  would  it  be  unreason- 
able to  suggest  that  such  option  be  waived  in  the  case  of  Rice  International 
Corporation? 

Mr.  Chairman,  what  we  now  feel  that  we  need,  at  this  time,  is  a  formal  hear- 
ing before  the  State  of  Florida  Public  Service  Commission. 

We  would  appreciate  your  advice  and  guidance  in  whatever  steps  are  neces- 
sary for  us  to  accomplish  same. 

Thank  yoti  very  much  ...  we  appreciate  your  continued  interest  in  our 
problems. 

Most  sincerely, 

Chaeles  F.  Rice,  President. 
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Rice  International  Corp., 

Miami,  Fla.,  July  5,  1973. 
Mr.  B.  D.  Williams, 
District  Markctiny  lUuimyer, 
Southern  Bell, 
Coral  Gahles,  Fla. 

Dear  Mr.  Williams  :  In  this  letter.  I  set  forth  a  series  of  events  in  chronologi- 
cal order.  ,.  •  ,,  ■  -^  i 
June  14th.  1973:  Wendall  Ford,  Southern  Bell  Installation  loreman,  visited 
our  offices  to  aciiuaint  himself  with  the  Kice  Multi-Phone  so  that  he  might  bet- 
ter understand  our  requirements  for  installation  of  AT&T's  new  STF  interface. 
.June  ir.th,  1973:  .Jim  Edwards,  one  of  SB's  Installation  Technicians,  came  to 
our  othces  to  install  the  new  .STP.  At  the  completion  of  the  installation,  on  the 
same  day,  we  discovered  that  the  STP  was  not  compatible  with  the  Rice  Multi- 
Phone. 

.June  19th  1973:  You,  along  with  Don  Herron,  SB  Marketing  Manager:  ,Iim 
Deegan,  SB  "District  Plant  Manager;  and.  Earl  Wagner,  SB  District  Engineer, 
visited  our  offices  to  attempt  to  reach  a  solution  to  the  problem  of  the  STP's 
incompatii.ililv  witli  the  Multi-Phone.  You'll  recall  that  this  meeting  lasted  over 
one  and  one  "half  hours  and  that  the  general  conclusion,  by  all  present,  that 
since  the  STP  was  a  new  AT&T  device,  we  should  first  determine  that  it  Uhe 
STP )  was  properly  connected. 

-Tune  20th.  1973:  .Jim  Deegan  arranged  for  W.  D.  Fasshinder.  Earl  Wagner 
and  Wendall  Ford  to  return  to  our  offices  on  June  21st,  1973.  to  re-check  all 
connections  to  see  if  anything  could  be  done  to  make  the  STP  combatible  with 
the  Rice  .Alulti-Phone.  As  of  today,  the  device  has  still  not  been  made  compati- 
ble and  there  is  no  way  to  make  it  so. 

June  25th.  1973:  Tlie  following  were  present,  in  our  offices,  from  Southern 
Bell  .  .  .  Dick  Lake,  SB  Communications  Advisor:  Jim  Deegan.  Earl  Wagner, 
Wendall  Ford  and  vourself.  I  represented  Rice  International,  along  witli  Dr. 
R.  L,  Putman.  our  Executive  Vice  President ;  Dr.  Eddie  Currie,  our  Vice  Presi- 
dent and  Chief  Engineer,  and  Dal  Mohler,  involved  with  our  sales  division. 

In  response  to  a  previous  request,  made  by  me.  you.  along  with  the  other 
Southern  Bell  representatives  present,  on  June  2.5th.  1973,  did  confirm  that  the 
STP  was  properly  installed  and  thnt  the  STP  did  not  function  in  harmony  with 
the  Rice  Multi-Phone.  In  addition,  the  statement  was  made  that,  "the  solution 
to  Rice's  problem  is  no  longer  Southern  Bell's  but.  now  became  AT&T's  prob-. 
lem  again"  .  .  .  the  theorv  being  that  Southern  Bell  has  done  all  it  could  to 
insure  proper  installation  of  the  STP  and  all  it  (SB)  could  do  to  provide  Rice 
with  a  working  interface  device.  In  other  words,  "it's  back  to  the  drawing 
boards"  and.  excuses  for  more  delays. 

The  following  are  facts:  (a)  the  STP  interface  IS  NOT  compatible  with  the 
Rice  Multi-Phone.  The  electrical  characteristics  of  the  STP  are  clearly  not  com- 
patible with  the  Multi-Phone.  (This  was  noted  by  all  the  SB  representatives 
who  visited  our  offices.)  (b)  The  STP  is  not  even  compatible  with  other  Bell 
equipment,  i.e..  anv  lines  which  are  to  be  us(>d  with  customer  owned  equipment, 
mav  not  employ  a'uy  Bell  e(iuipment  other  than  the  STP  interface.  This  means 
that  any  customer  who  desires  to  use  his  own  equipment,  in  conjunction  with 
the  service  provided  by  the  Bell  System,  must  either  remove  ALL  Bell  equip- 
ment or,  refiuest  additional  lines  for  the  implementation  of  customer  owned  de- 
vices. It  then  follows  that  Bell's  requirement  for  additional  lines,  for  customer 
owned  equipment,  certainly  violates  the  spirit  (if  not  the  letter)  of  the  per- 
tinent court  decisions  involving  interconnection  rights.  And.  we  seriously  doubt 
that  there  was  NC^T  a  time  when  Southern  Bell  and/or  AT&T  would  have  re- 
fused to  install  separate  lines  for  the  use  of  customer  owned  equipment.  We 
also  seriouslv  doubt  that  Bell  and/or  AT&T  have  the  right  to  design  eouinment 
and  establish  tariffs  for  a  device  to  suit  Bell's  and  AT&T's  needs,  rather  than 
those  of  the  customer.  Southern  Bell's  stated  policy  of  not  permitting  Bell 
equipment  to  work  in  harmony  with  customer  owned  equipment  (behind  an 
interfnce)  fails  to  apply  uniformly  to  all  customer  owned  equipmeuT.  So,  Rice 
Interna itoonl  t^kes  the  position  that  it  is.  once  again,  being  selectively  discrim- 
inated aaainst  by  the  Bell  System  and  by  AT&T. 

(c)   We  stronalv  suggest  that  either  the  interface  which  was  to  be  compatible 
with  the  :Multi-Phone  does  not  exi^t.   Or.  the  interface  installed  in   our  offices 
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hy  Soutlieni  Bell  is  not  lue  mucli  heraUled  STi'.  Aiul,  the  latter  is  elearly  not 

tilt*  CRSG 

(d)  Since  au  iuteilace  with  data  transmission  capabilities  has  in  fact,  tailed 
to  materialize,  it  may  be  concluded  that  AT&T  has— onec  again— failed  to  per- 
form within  their  own  expressly  stated  timeframe. 

(e)  The  equipment  used  to  house  the  inrerface  (.STP)  is  excessively  expen- 
sive .  .  excessively  large,  physically  and  excessively  complicated  to  install. 
Witness  the  fact  that  appioximalely  ten  Southern  Bell  emi)loyees  were  involved 
in  the  installation.  .       .    .         ^.  , 

(f  I  The  Rice  Multi-Phone  has  been  working  in  the  Miami  Area  tor  a  number 
of  years,  with  the  full  knowledge  of  Southern  Bell.  And,  never  during  this  pe- 
riod has  there  been  the  slightest  suggestion  that  the  Multi-Phone  is  in  any  way 
harmful,  or  even  potentially  harmful,  to  the  Bell  System  Networks  and/or  as- 
sociated equipmeut.  ,       ^  ^      ^1    ^         •,• 

(s)  PUB  42212  (the  STP  Technical  Reference  Manual)  states  that  auxiliaiT 
power  is  available  to  provide  for  the  event  a  customer  experiences  power  failure. 
Bell  informs  us  that  providing  standby  power  would  be  so  expensive  as  to  pre- 
clude the  feasil»ilitv  of  offering  this  service  to  the  customer.  In  the  very  likely 
event  of  a  power  failure,  the  customer  who  is  "behind"  the  STP  interface  with 
his  own  equipment,  would  be  completely  without  telephone  service  until  power 
was  restored  by  the  power  company. 

Again,  Mr.  Williams,  Rice  International  Corporation  is  being  selectively  dis- 
criminated against.  ,r,^rr^  ,    j.,        t>    1  1 

ruder  the  aforementioned  circumstances,  we  ask  that  Alc*cT  and  the  Bell 
System  waive  their  (iijfioii  to  re(inire  an  interface  for  use  with  the  Rice  Multi- 
Phone  and  allow  us  to  get  on  with  the  marketing  of  our  products. 

T'nder  parai-raph  B-1.  of  Section  34,  of  Southern  Bell's  Exchange  Tariff  (on 
tile  with  the  Florida  Public  Service  Commission)  and,  the  Interstate  Tariff, 
FCC.  #263.  on  tile  with  the  Federal  Communications  Commission,  it  is  clearly 
stated  that  it  is  the  responsibility  nf  A1\V:T  and  Southern  Bell  to  ••furnish  and 
maintain"  said  interface.  .^<,  „,,        ,   ^, 

After  two  attempts  (over  two  years  apart)  you  have  failed.  AT6iL  and  the 
Bell  System  are  either  unable  or  unwilling  to  satisfy  our  requirements  within 
AT&T's  own  set  timeframe. 

I'd  be  delighted  to  receive  your  comments  concerning  our  feelings.  Thank  you ! 
Sincerely. 

Charles  F.  Rice.  Prcsi(h)}t. 

Rice  IxterNxVtional  Corp., 

Miami,  Flu.,  June  28.  1973. 
Mr.  Kelley  E.  Griffith. 
Chief,  noiiie-^tir  Rates  THvi><i(>ri. 
The  Federal  Couiminiiratioiis  Vniimis^iou. 
Washington.  B.C. 

Dear  Mr.  Griffith  :  It's  been  some  time  since  we've  corresponded.  And,  we're 
deluging  you  with  letters.  I  assume  that  by  now  you've  received  a  copy  of  Fritz 
Gibson's  letter  to  T.  W.  Scandlyn.  Assistant  Vice  President  of  AT&T. 

Yonr  files  on  us  will  reveal  that  ATA&T  and  Southern  Bell  iu.stalled  an  inter- 
face device  for  the  Rice  Multi-Phone  (the  first  time)  in  February,  1971.  This 
device  did  not  work  and  was  removed  l>y  Southern  Bell. 

This  incident  prompted  us  to  contact  the  FCC  and  resulted  in  additional 
correspondence  between  your  office.  Mr.  Scandlyn's  oflSce  and  Rice  International 
On  (October  30th.  1972.  Mr.  Scandlyn  replied  to  a  letter  which  you  had  written 
him  and  stated:  (Page  2.)  "It  must  be  recognized  that  the  development  of  a 
new  connecting  arrangement  generally  involves  a  minimum  interval  of  one  year. 
The  aforementioned  connecting  arrangement  will  be  applicable  to  both  voice  and 
data  transmissicm." 

On  .Tune  1.5th.  1973.  the  long  awaited  and  much  heralded  STP  interface  de- 
vice was  installed  in  our  iliami  oflSces  by  Southern  Bell.  The  installation,  or 
Technical  Reference  Manual  (PUB  42212).  under  Paragraph  1.2  states  :  "It  (the 
STP)  is  not  intended  for  data  transmission." 

Our  position  is  as  follows  :  AT&T  and  the  Bell  System  have  compromised  us 
into  waiting  for  this  device  as.  to  again  quote  Mr.  Scandlyn.  "Mr.  Rice  is  one 
of  the  manv  manufacturers  who  will  be  able  to  use  this  connecting  arrangement. 
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This  results  in  a  more  ecououiical  counecting  arrangement  for  all  concerned  .  .  ." 

The  STP  does  not  work  with  the  Rice  Multi-Phone.  So,  this  prompts  two 
questions:  1.)  Where  is  the  interface  Mr.  Scandlyn  made  reference  to  in  his 
letter  to  you  of  October  30th,  1972 V  (The  STP  is  obviously  not  the  same  con- 
necting arrangement.)  And,  2.)  When  may  Rice  International  Corporation  ex- 
pect relief  from  the  untenable  position  it  continues  to  find  itself  in? 

At  this  point.  I  v\ould  appreciate  your  referring  to  the  copy  of  Mr.  Gibson  s 
letter  to  Mr.  Scandlyn.  And.  more  particularly,  from  Paragraph  #4  to  the  con- 
clusion of  his  letter.  Hopefully,  these  remaining  paragraphs  clearly  give  you 
our  position  (in  Mr.  Gibson's  letter)  and  you  can  see  the  plight  of  Rice 
International. 

Since  nearlv  3  vears  have  elapsed  since  we  first  requested  a  connecting  ar- 
rapuement  from  AT&T  and  Southern  Bell  and  since  two  attempts  (by  Bell  & 
AT&T)  to  comply  have  failed  and  since,  according  to  Interstate  Tariff,  FCC 
#263,  it  is  clearlv  the  responsibility  of  AT&T  and  the  Bell  System  to  "furnish 
and  maintain"  such  a  device,  we  feel  that  at  this  time  a  formal  hearing  before 
the  FCC  is  in  order.  We  would  appreciate  your  advice  and  guidance  in  whatever 
steps  are  necessarv  for  us  to  accomplish  same. 

For  the  record:  On  Monday,  June  25th,  1973.  some  6  or  7  representatives 
(technicians,  engineers  and  marketing  personnel)  acknowledged  the  fact  that 
the  STP  does  not  work  with  the  Rice  Multi-Phone.  These  representatives  were 
from  Southern  Bell,  here  in  Miami. 

Mr.  Griffith,  we  thank  you  once  again  and  will  look  forward  to  hearing  from 
you. 

Most  sincerely, 

Charles  F.  Rice.  President. 

Congress  of  the  United  States, 

House  of  Representatives. 
Washington,  B.C.,  July  2,  1973. 
Mr.  Fritz  Gibson,  Jr.. 
Chairman  of  the  Board  of  Directors, 
Rice  International  Corp., 
Miami,  Fla. 

Dear  Mr.  Gibson  :  Thank  you  for  sending  me  a  copy  of  your  letter  to  Mr.  T. 
W.  Scandlyn.  .       ^,  .  ..       ^ 

I  have  written  to  officials  here  in  Washington  concerning  this  matter,  lou 
may  be  assured  that  I  will  contact  you  as  soon  as  I  have  the  benefit  of  a 
response. 

Again,  thank  you  for  contacting  me. 
Sincerely, 

Dante  B.  Fascell. 
Mem,J)er  of  Congress. 

U.S.  Senate. 

July  6,  1973. 
Mr.  Charles  F.  Rice, 
President. 

Rice  International  Corp., 
Miami,  Fla. 

Dear  Charles  :  John  Currie  of  my  staff  in  Lakeland  told  me  of  his  recent 
telephone  conversation  with  you  and  today  I  just  finished  reading  copies  of  the 
correspondence  you  addressed  to  the  Honorable  William  Bevice.  Chairman  of 
the  Florida  Public  Service  Commission  and  Mr.  Kelley  E.  Griffith.  Chief  of  the 
Domestic  Rates  Division  of  the  Federal  Communications  Commission. 

I  can  certainly  understand  your  being  upset  over  what  has  taken  place,  es- 
pecially after  you  have  received  assurances  the  interface  would  work.  In  any 
case,  I  have  contacted  Chairman  Bevis  on  your  behalf  and  also  T  have  made  an 
inquiry  to  the  FCC.  As  soon  as  I  hear  anything  I  will  be  back  in  touch  with 
you.  In  the  meantime  if  I  can  be  of  any  further  assistance,  please  let  me  know. 
With  warmest  regards,  I  am 
Sincerely, 

Lawton  Chiles. 
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Rice  International  Corp., 

Miami,  Fla.,  July  12,  1913. 


Tlie  Chairman, 

The  Federal  Vommunications  Commission, 

Washington,  D.C. 

Dear  Sir:  Under  Rules  &  Regulations  of  the  Federal  Communications  Com- 
missiou,  Paragraph  1.718,  "Unsatislied  informal  complaints ;  formal  complaints 
relating  back  to  the  filing  dates  of  informal  complaints,"  I  have  attached  a 
Formal  Complaint  against  AT&T  and  The  Bell  System.  ,     ^  r^. 

This  complaint  was  prepared  by  me  and  the  Chairman  of  our  Board  ot  Direc- 
tors, Fritz  Gibson,  Jr.  Neither  of  us  are  Attorneys. 

We  respectfully  request  a  Formal  Hearing  before  the  FCC,  to  seek  immediate 
relief  from  the  situation  in  which  we,  as  a  Corporation  under  the  laws  of  Flor- 
ida, find  ourselves,  i.e.,  we  have  been  denied  our  rights  to  market  our  products 
and  the  American  Telephone  subscribers  have  been  denied  a  very  useful  and 
needed  service.  .„^  „  ^  i 

We  maintain  that  AT&T  and  The  Bell  System  have  willfully  and  purposely 
denied  us  our  right  to  enter  the  market  place  by  failing  to  provide  us  with  an 
interface  device  compatible  with  the  Rice  Multi-Phone.  (Brochures  are  en- 
closed.) „.,        ,    ^     ^.  ^. 

I  have  also  enclosed  Exhibits,  marked  "1"  thru  "10',  substantiating  our 
reasons  for  filing  under  1.718. 

Thank  you  very  much,  Sir. 

Most  sincerely,  „       . ,     ^ 

Charles  F.  Rice,  President. 

Enclosures : 

Multi-Phone. 
Miami,  Fla.,  July  16,  191.1. 
Hon.  Robert  Shevin, 
Attorney  General, 
The  State  of  Florida, 
Tallahassee,  Fla. 

Dear  Mr.  Attorney  General:  We  have  requested  a  Formal  hearing  before 
the  Florida  Public  Service  Commission.  We  have  asked  for  30  to  45  minutes  on 
the  agenda  at  the  meeting  scheduled  for  August  14th,  1973,  near  Orlando.  Our 
request  has  not  vet  been  confirmed  by  Chairman  Bevis,  but  we've  been  led  to 
believe  that  a  time  slot  will  be  made  available  for  us,  sometime  during  this 
regularlv  scheduled  meeting.  As  you  are  no  doubt  aware,  one  of  the  main  items 
on  the  aiienda  is  Bell's  request  for  a  30  million  dollar  plus,  rate  hike. 

We  wanted  to  briefly  acquaint  you  with  our  plight,  hoping  that  your  office 
might  possibly  lend  its  assistance  in  some  manner.  Very  honestly,  I'm  not  sure 
that  you  can."  But.  nevertheless,  I'm  aware  of  your  efforts  on  behalf  of  Florida 
Citizens  to  keep  utility  rates  increases  at  the  minimum  and  we  felt  that,  if 
nothing  else,  we'd  find  a  sympathetic  ear  in  the  Attorney  General's  Office. 

If  it  were  possible,  we'd  like  to  join  with  your  office  in  bringing  a  restraint  of 
trade  suit  asainst  AT&T  and  the  Bell  System. 

Rice  International  Corporation  is  a  little  over  3  years  old  and  duly  organized 
under  the  laws  of  Florida.  We  have  a  patented  telephone  device  (brochure  en- 
closed) that  has  literally  been  kept  off  the  market  for  over  21/0  years  by  AT&T's 
and  Bell's  unwillingness,  or  inability,  to  provide  us  with  an  interface  device. 

Let  me  put  down  a  series  of  events  in  chronological  order : 

(1)  An  interface,  or  interconnect  device,  is  not  a  requirement  under  the  law, 
but  rather,  an  option  which  may  be  exercised  by  AT&T  and  the  Bell  System,  to 
protect  their  network  and  their  employees  from  harm. 

(2)  Such  an  option  may  only  reasonably  be  exercised  when  it  is  within  the 
caiiability  of  AT&T  and/or  the  Bell  System  to  provide  such  a  device  and  may 
not  be  unreasonably  implemented  to  deny  free  enterprise  access  to  the  tele- 
communications network. 

(3)  In  February  of  1971,  Bell  (here  in  Miami)  installed  an  interface  device 
at  our  offices  on  Red  Road.  The  device  did  not  work  with  the  Rice  Multi-Phone. 
We  were  told  by  an  AT&T  Assistant  Vice  President  (T.  W.  Scandlyn)  that 
another  device  was  being  prepared,  by  AT&T  that  would  more  closely  fit  our 
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needs.  Over  2^^  years  later,  that  interface  device  was  installed  (un  June  IStli, 
1973)  and  it  does  not  work  with  tiie  Rice  Multi-Phone. 

(4j  AT&T  and  the  Bell  System  have  compromised  us  into  waiting  all  this 
while  :aid,  we  charge  that  they  have  selectively  discriminated  against  Rice 
International  Corporation  in  giving  us  assurances  (over  a  21/2  year  period)  that 
an  interface  would  be  provided.  Needless  to  say,  our  corporation  has  lost  count- 
less dollars  in  revenue  and  the  public  has  been  denied  a  very  useful  and  much 
needed  service. 

(0)  Over  two  years  ago.  Southern  Bell  of  Miami,  installed  two  Rice  Multi- 
riiones  for  a  local  subscriber.  This  installation  was  made  WITHOUT  an  inter- 
face (1 'Vice  and  was  connected  long  enovigh  for  Bell  to  determine  that  our 
Mxilti-Phone  performed  as  we  claimed  .  .  .  that  it  performed  without  incident 
or  harm  to  their  network  and/or  employees  and  yet,  when  Bell  discovered  what 
they  had  done,  the  subscriber  was  forced  to  disconnect  the  Multi-Phones  under 
threat  of  discontinuation  of  service. 

(6)  AT&T  and/or  the  Bell  System  are  clearly  unable,  or  unwilling  to  provide 
us  with  an  interface  within  timeframes  set  by  themselves.  And,  AT&T  and  Bell 
and  Rice  have  now  exluiusted  all  possibilities  of  having  a  working  interface 
device  within  all  rcas-nnahle  timeframes.  (2%  years  is  just  a  darned  unreason- 
able period  of  time  for  compliance  on  the  part  of  Bell  &  AT&T. )  Paragraph  B4, 
of  Section  34.  of  Southern  Bell's  Exchange  Tariff  (on  file  with  the  Florida  PSC) 
clearly  states  that  it  is  the  responsibility  of  AT&T  and  Bell  to  "furnish  and 
maintain"  such  an  interface  device. 

(7)  After  two  attempts  (over  2V2  years  apart)  The  Bell  System  and  AT&T 
have  failed  to  comply.  We  now  find  ourselves  in  a  position  where  we  are  pre- 
pared to  demand  that  AT&T  and  The  Bell  System  waive  this  option  to  require 
an  interface  and  that  we  be  permitted  to  "hardwire"  directly  into  their  network 
so  that  we  might  take  cmr  product  to  the  -marketplace"  and  no  bmger  be  denied 
our  right  to  a  profit. 

On  .Tune  28th.  1073.  we  wrote  to  :Mr.  T.  W.  Scandlyn.  Ass"t.  VP  of  AT&T  and, 
ill  so  many  words,  made  these  demands.  (A  photo-copy  of  my  letter  is  enclosed.) 
As  of  this  date,  we  have  not  received  the  courtesy  of  a  reply. 

Also  on  .Tune  28th.  we  re-opened  our  files  at  the  Federal  Communications 
Commission  and  on  July  12th.  we  filed  for  a  formal  hearing  before  the  FCC. 
(photo-copies  of  these  letters  and  documents  are  also  enclosed.) 

On  July  5th,  1073.  Charles  Rice,  our  President  mailed  a  letter  to  B.  D. 
Williams,  District  IMarketing  ^Manager  of  Southern  Bell,  here  in  Miami.  We  en- 
close a  copy  of  this  letter  as  well. 

All  these  copies  and  my  letter  to  you  will,  hopefully,  give  you  some  iden  of 
the  frustrations  and  loss  of  revenue  which  we,  as  a  corporation,  liave  experi- 
enced in  the  more  than  three  years  thnt  we've  been  in  business. 

Can  you  help?  Thnnk  you.  Sir. 
Most  sincerely. 

Fritz  Gibson.  Jr.. 
Chairmon  of  tJie  Board  of  Dirrrforf^. 

August  fi.  1973. 
]\Ir.  T.  W.  Scandlyn. 
.4.s.<i/s'f(/»/  Vice  rrcaicJeiit. 
A.T.  cf-  T., 
Netr  York.  N.Y. 

Bear  Mr.  Scandi.yn  :  39  days  ago.  on  June  28th,  1973,  I  wrote  a  lil'  page 
letter  to  you  and  sent  copies  to  all  the  Directors  of  AT&T. 

We  haven't  received  the  courtesy  of  an  answer  from  anybody  ! 
T  realize  that  you're  busy  but.  please  be  good  enough  to  refer  to  your  files. 
r(>nd  my  letter  again  and  give  us  an  answer  .  .  .  any  kind  of  an  answer  .  .  .  just 
an  answer. 
Thank  you. 
Sincerely. 

Rice  International  Corp., 
Fritz  Gibson.  Jr.. 
Chairman  of  the  Board  of  nirectom. 
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August  8,  1973. 

Mr.  T.  W.  SCANDLYN, 

A.^sistuiit  Vice  President 
A.T.  d-  T., 
Kcic  York.  y.Y. 

Dear  Mk.  Sca^'dlyn  :  Tliis  is  to  acknowleclge  receipt  of  your  Utter  to  me 
dated  August  Utli,  1973. 

My  letter  to  you  of  the  same  date  must  have  crossed  yours  in  the  mails. 
Thank  you  for  your  reply.  We  will  respond  at  a  later  date, 
^"ery  truly  yours. 

Rice  International  Corp., 
Fritz  Gibson,  Jr.. 
Chairman  of  the  Board  of  Directors. 

Multi-Phone, 

.yiaiHi.  Fla.,.Ji(lu  17,  1973. 
Mr.  Samuel  Gordon, 

Assistant  Chief  of  Six  eial  Trial  Section, 
U.S.  Departitu'Hi  of  Justice, 
Washiii(/tOH.  B.C. 

Dear  Mr.  Gordon:  In  our  last  letter  to  you,  dated  November  16th,  1972,  we 
submitted  photo-copies  of  letters  and  documents  which  we  felt  would  substan- 
tiate our  claim  that  we  had  been,  and  are  being,  selectively  discriminated 
against  by  AT&T  and  the  Bell  SysteuL 

Ou  July  1.5th.  1973.  Southern  Bell,  here  in  :\liami.  installed  AT&T's  much 
heralded  interface  (the  STP).  The  STP  doesn't  work!  The  STP  is  excessively 
expensive  .  .  .  excessively  large,  pliysically  and  excessively  complicated  to  in- 
stall. It  took  approximately  10  Soutliern  Bell  employees  to  complete  the  installa- 
tion. But.  regardless  of  these  facts,  tlie  STP  does  not  work  with  the  Rice 
Multi-Phone. 

After  two  attempts  (over  214  years  apart)  to  install  interface  devices, 
Southern  Bell  &  AT&T  have  failed  to  supply  Rice  International  Corporation 
with  a  compatible  connector. 

The  electrical  characteristics  of  the  STP  are  clearly  not  compatil)le  with  the 
Multi-Plione.  As  a  matter  of  fact,  the  STP  Is  not  even  compatible  with  other 
Bell  equipment.  In  other  words,  any  Bell  lines  used  with  Customer  Owned 
E(]uipment  may  not  employ  any  Bell  ecjuipment  other  than  the  STP  interface. 
This  means  that  any  customer  who  desires  to  use  his  own  equipment  must 
eitlier  remove  all  Bell  ecjuipment  or.  request  additional,  separate  lines  (from 
Bell)  for  the  implementation  of  his  Customer  Owned  devices. 

It  is  oui-  oi)inion  tliat  Bells  reciuirement  for  additional  lines  for  Customer 
Owned  E(|uii)nu'nt.  certainly  violates  the  spirit  (if  not  the  letter)  of  the  per- 
tinent court  decisions  involving  interconnection  rights. 

Southern  Bell  Representatives,  here  in  Miami,  have  stated  that  it  is  their 
"policy"  not  to  permit  Bell  equipment  to  w^ork  in  harmony  with  Customer 
Owned  Ecpupment.  even  if  the  COE  is  behind  their  interface.  We  know  that  this 
"policy"  fails  to  apply  with  ALL  Customer  Owned  Equipment.  So.  It  follows 
that  Rice  International  Corporation  takes  the  position  that,  once  again,  it  is 
l«eing  had  ...  we  are  being  selectively  discriminated  against  bv  The  Bell  Svs- 
tem  and  AT&T. 

Paragraph  B4.  of  Section  34.  of  Southern  Bell's  Exchange  Tariff  (on  file  with 
tlie  Florida  Public  Service  Conunission)  and,  the  Interstate  Tariff.  FCC  #263 
(on  file  with  the  Federal  Communications  Commission)  clearly  states  that  it  is 
the  responsibility  of  AT&T  and  The  Bell  System  to  "furnish  and  maintain"  in- 
terface devices  for  use  with  Customer  Owned  Equipment. 

AT&T  and  the  Bell  System  are  clearly  unable  to  provide  Rice  International 
vvith  an  interface,  even  within  timeframes  .set  by  themselves.  We  feel  that  2V. 
v^nrs  is  an  iinrcasoiuihle  period  of  time  to  wait  for  such  an  interface  .  .  .  even 
if  it  worked  and.  it  does  not!  Now,  are  we  going  to  be  required  to  wait  for 
another  undeterminable  period  of  time  or.  is  there  a  way  that  we  can  demand 
i-e'-mission  to  "liardwire"  directly  into  their  network?  We  know  and  AT&T  and 
R»n  know,  tliat  there's  no  way  tliat  our  device  can  cause  harm  to  their  network 
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or  to  their  employees.  As  you  know,  an  interface  device  is  not  a  requirement 
under  the  law,  l»ut  rather,  an  option  which  may  be  exercised  by  AT«&T  and 
Bell,  to  protect  their  network  and  their  employees  from  harm. 

We  feel  that  such  an  option  may  only  be  exercised  when  it  is  within  the  capa- 
bility of  Bell  &  AT&T  to  provide  an  interface  within  a  reasonable  period  of 
time.  As  mentioned  earlier,  21/2  years  is  not  a  reasonable  period  of  time.  We 
also  feel  that  Bell  and  AT&T  are  using  this  option  to  deny  free  enterprise  (in 
this  case,  Rice  International  Corporation)  access  to  the  telecommunications 
market.  We  have  been  '-compromised"  by  AT&T  and  Bell  into  waiting  all  this 
time  and.  needless  to  say,  cur  Corporation  has  lost  countless  dollars  in  revenue 
and  the  public  has  been"  denied  a  very  useful  and  much  needed  telecommunica- 
tions service. 

For  your  information,  Mr.  Gordon,  we  filed  a  Formal  Complaint  with  the 
FCC.  on  July  12th,  1973.  In  this  complaint  (copy  enclosed)  we  also  asked  for  a 
hearing. 

We  have  requested  and  permission  will  be  granted  to  appear  before  the 
Florida  Public  Service  Commission  at  their  next  regularly  scheduled  meeting, 
August  14th,  1973. 

Yesterday,  .July  16th,  1973,  we  wrote  a  letter  .  .  .  similar  to  this  one  to  you  .  .  . 
to  the  Attorney  General.  State  of  Florida,  seeking  whatever  relief  that  his 
office  might  pi'ovide. 

As  you  can  see,  our  frustrations  continue  to  mount.  We  see  no  immediate  re- 
lief in  sight. 

We  would  certainly  appreciate  your  advice  as  to  our  next  step. 

Thank  you  very  much,  Sir ! 
Most  sincerely, 

Rice  International  Corp., 
;  Charles  F.  Rice, 

President. 

Multi-Phone, 
Miami,  Fla.,  July  11,  WIS. 
Mr.  Charles  A.  Tobin. 
Secretary, 

The  Federal  Trade  Commission, 
Washinfjfon,  B.C. 

Dear  Mr.  Tobin  :  I  have  enclosed  a  photo-copy  of  a  letter  from  Mr.  Arthur  R. 
Woods.  I  understand  that  he  is  no  longer  with  The  Federal  Trade  Commission. 

Late  last  week,  I  spoke  with  Ms.  .Tosephine  Caneron  in  your  office  and  she 
suggested  that  we  write  to  you,  sending  along  files  concerning  the  plight  of 
Rice  International  Corporation. 

I  assume  that  your  file,  on  Rice  International,  is  voluminous.  But.  in  the 
event  that  you  can't  readily  put  your  hands  on  the  information  which  is  per- 
tinent to  our  case,  I've  enclosed  extra  copies. 

Mr.  Tobin,  to  be  .n^st  as  brief  as  I  possibly  can  we  feel  that  we've  been  selec- 
tively discriminated  against  by  AT&T  and  The  Bell  System.  We  feel  that  we're 
standing  on  good,  solid  ground  in  our  wish  to  bring  a  restraint  of  trade  action 
against  AT&T  and  Bell. 

\Ye've  been  waiting  for  over  2l^  years  for  an  interface  device,  which  The 
Federal  Communications  Commission,  under  Interstate  Tariff  (FCC  #263). 
gives  them  the  opiion  to  require  .  .  .  for  use  with  Rice's  Multi-Phone  and  other 
Customer  Owned  Equipment. 

AT&T  and  The  Bell  System  are  either  unwilling  or  unable  to  supply  such  a 
device.  And.  Rice  International  Corporation,  after  being  in  business  for  over 
three  years  and  after  having  requested  the  first  interface  device  almost  three 
years  ago.  i>^  now  tired  of  being  compromised  by  AT&T  &  Bell. 

In  other  words,  we'd  like  to  force  them  to  permit  us  to  "hardwire"  directly 
into  their  netwoi-k  of  telecommunications  lines.  And,  we'd  like  the  assistance  of 
The  Federal  Trade  Commission. 

If  I  were  AT&T  &  Bell.  I'd  now  come  back  to  Rice  International  Corporation 
and  say  something  like,  "excuse  me  .  .  .  we've  provided  you  with  the  wrons 
interface  device,  but.  we're  going  to  send  you  another  one  and  this  time  it  will 
work."  We've  heard  this  before  so.  it's  natural  to  assume  that  we'll  hear  it 
aa-ain.  But.  in  the  meantime,  in  trying  to  work  within  the  system  ...  to  stay 
wUVitn  tViP  frtiopomm"nicntio»^«  inflii«*ry,  vF»"'ve  purposely  refrained   (unlike  the 


mauufacturers  of  many  ioreigu  attaciimeuts)  from  takiug  our  yruduetsj  to  the 
marketplace. 

Rice  luteruatioual  Corpuratiou  uovv  Unds  itself  iu  a  positiou  of  ueeding  im- 
mediate relief.  Otherwise  were  likely  to  run  so  short  of  huancL's  that  we  il  be 
forced  to  discoutiuue  further  developmeut  of  useful  aud  much  needed  telecom- 
muuicatious  products.  As  a  matter  of  fact,  we  consider  the  Rice  Multi-Phone 
as  a  piece  of  equipment,  patented  in  the  U.8,  aud  other  countries,  not  now 
available  througn  any  telephone  company,  anywhere,  to  be  one  of  the  most  use- 
ful products  available  to  the  telecommunications  industry.  And,  more  impor- 
tantly, this  service  is  one  that  is  being  denied  the  American  telephone  sub- 
scriber .  .  .  and,  this  denial  is  the  fault  of  AT&T  and  Bell. 

When,  may  1  ask,  is  some  Governmental  Agency  going  to  step  in  to  provide 
the  relief  that  Rice  International,  and  others  like  us,  so  desperately  needV     ' 

Sir,  we  fully  realize  that  you  have  other  problems.  But,  we  would  very  much 
appreciate  your  taking  the  time  to  review  our  files  and  offer  suggestions  as  to 
what  we  might  do  to  get  our  product  on  the  market.  Very  honestly,  we're  darned 
tired  of  wearing  our  "white  hats"  .  .  .  we're  tired  of  seeing  competitive  products 
being  advertised  and  sold  with  no  apparent  effort  benig  made  to  stop  them. 
And,  many  of  these  products  are  being  hardwired  into  the  network  without  an 
interface  device. 

Thank  you  very  much. 
Most  sincerely. 

Rice  International  Corp., 
Charles  F.  Rice. 

President. 

American  Telephone  &  Telegraph  Co., 

Xeiv  York,  N.Y.,  Aug  list  6,  1973. 
Mr.  Fritz  Gibson,  Jr., 
Chairman  of  the  Board  of  Directms, 
Rice  International  Corp., 
Miami,  Fla. 

Dear  Mr.  Gibson  :  This  is  in  response  to  your  letter  of  June  28,  1973  regard- 
ing the  operation  of  your  Multi-Phone  in  connection  with  Connecting  Arrange- 
ment STP. 

Our  basic  goal  in  the  design  of  protective  connecting  arrangements  is  that 
they  be  applicable  to  the  widest  range  of  customer-provided  equipment  con- 
sistent with  the  service  to  which  access  is  being  provided  and  the  functional 
requirements  of  that  equipment.  Because  of  the  variety  of  network  services  of- 
fered, aud  the  variation  in  functional  complexity  and  mechanical  interface  re- 
quirements of  the  connecting  equipment,  over  70  connecting  arrangements  have 
been  designed  and  are  now  available.  It  is  the  responsibility  of  the  manufac- 
turer of  the  equipment  to  select  the  proper  available  arrangement  or  request 
AT&T  to  consider  the  development  of  a  new  type  of  arrangement. 

In  the  course  of  our  early  1971  contacts  with  Rice  International  two  existing 
arrangements,  CEBAX  and  STO,  were  installed  for  use  with  the  Multi-Phone. 
Although  both  arrangements  are  in  service  with  other  types  of  equipment  else- 
where in  large  quantities,  the  Multi-Phone  was  not  directly  compatible  with 
these  arrangements  and  Rice  International  apparently  chose  not  to  modify  their 
device  to  be  compatible. 

In  October  1971  Mr.  Rice  was  advised  that  a  new  arrangement  was  in  the 
early  stages  of  development  for  generic  application  for  multiline  terminal  equip- 
ment and  might  be  applicable  to  the  Multi-Phone.  This  statement  was  made 
based  upon  our  limited  knowledge  that  th(-  design  characteristics  of  the  Multi- 
Phone  required  a  2-wire  interface  with  talking  battery  and  dc  current  supervi- 
sion in  order  to  function,  all  of  which  would  be  included  in  the  STP.  Develop- 
ment proceeded  and  within  a  year  and  a  half,  a  relatively  short  space  of  time 
considering  the  complexity  of  the  circuit  dictated  by  the  interface  requirements, 
the  arrangement  was  in  full  production. 

The  resulting  arrangement,  STP.  was  installed  on  an  expedited  basis  in  .Tune 
197.3  for  Rice  International  with  the  standard  24-volt  battery  and  .30  Hz  rhitrinc 
options.  Although  key  telephone  systems  and  station  instruments  have  proven  to 
be  compatible  with  these  STP  options,  the  Multi-Phone  apparently  is  not.  T^n- 
fortunately  on  July  5.  197.3  Rice  International  chose  not  to  allow  members  of 
Southern  Bell's  Engineering  department  to  visit  your  company  to  see  if  the  use 


3700 

of  additional  available  options  with  the  STP  might  eliminate  any  incompatibility 
between  it  and  the  Multi-Phone. 

It  is  difficult  to  determine  wherein  the  Mulri-l'hone  incompatibility  lies  since 
Rice  International  has  never  provided  us  with  specilic  interface  reiiuiremenls. 
We  would  be  happy  to  discuss  the  interface  reiiuiremonts  of  the  Multi-l'hone  at 
any  time.  Perhaps  one  of  the  available  STP  options  will  permit  the  Multi-Phone 
to  operate,  or  perhaps  some  modification  to  the  Multi-Phone  would  be  in  order. 
It  should  be  pointed  out,  however,  that  we  consider  the  basic  design  of  the  STP 
as  sound  and  useful  and  expect  it  to  be  in  great  demand  for  a  variety  of  equip- 
ment already  on  the  market  which  is  compatible  with  this  design.  While  we 
do  not  contemplate  chiinges  in  the  basic  design  of  the  STP.  we  are  always  will- 
ing to  discuss  tlie  feasibility  of  developing  new  connecting  arrangements  to 
meet  a  demonstrated  need. 

You  also  allege  that  Simthern  Bell  Telephone  installed  two  Rice  Multi-Phones 
directly  to  the  network  without  a  connecting  arrangement  and  allowed  them 
to  i-emain  in  service  for  over  two  years.  To  the  contrary,  our  discussion  with 
Southern  Bell  has  revealed  one  instance  where  a  pair  of  jacks  were  instaUed 
for  Dispatch  Services  of  Miami  for  use  with  Bell  System  telephones  and  that 
on  a  premises  visit  many  months  later,  a  Multi-I'hone  was  discovered  to  have 
been  installed  in  these  jacks  by  the  customer.  As  you  know  our  filed  tariffs  re- 
quire that  a  protective  connecting  arrangement  be  installed  by  the  telephone 
compaiiy  for  iise  with  customer-provided  equipment.  A  letter  was  promptly  sent 
to  the  customer  noting  the  tariff  violation  and  as  a  result  the  Multi-Phone  was 
discoiniected  by  the  customer.  In  the  other  instance,  to  the  best  of  our  knowl- 
edge, a  Multi-l'iione  was  connected  by  your  people  in  your  offices  without  a 
connecting  arrangement.  As  soon  as  that  installation  came  to  our  attention 
yoiir  people  were  asked  to  disconnect  the  Multi-Phone  and  did  so.  We  know  of 
no  other  such  installations. 

Although  yon  state  these  two  Multi-Phone  connections  were  made  "without 
incident  or  harm  to  the  network,"  you  disclose  no  facts  in  support  of  this  alle- 
gpiticn;.  Furthermore,  the  potential  for  harm  is  the  important  consideration  and 
the  porteiitial  for  harm  is  great  with  this  type  of  unrestricted  interconnection. 
Tliis  is  especially  true  since  your  device  has  voice  amplification,  performs  net- 
work control  signaling  and,  as  we  understand,  is  connnercially  powered. 

Mr.  B.  I>.  Williams  in  Coral  Gable,  telephone  SO-l-H-'jO-Njl-i.  will  be  happy  to 
arrange  for  the  installation  of  the  options  mentioned  above  at  your  convenience. 
Mr.  n.  II.  Eriekson  of  AT&T,  telephone  212-.39.3-.39.52,  will  be  happy  to  answer 
any  technical  (luestion  about  Voice  Connecting  Arrangement  STP. 
Very  truly  ycmrs, 

T.  W.  SCANDLTN. 

Miami.  Fla.,  Augmt  6,  19'7-j. 
'Mv.  Chakles  F.  Rioe, 
Premdeiit, 

Rice  International  Corp., 
^n<im\.  Fla. 

Dear  Charles:  As  you  know,  I  have  been  using  the  Rice  Multi-Phone  (in  my 
office  and  at  home)  since  sometime  in  June  or  July  of  1970,  over  three  years 
now. 

I  have  found  the  Rice  Multi-Phone  to  be  most  useful  and  I  have  come  to 
depend  on  the  Multi-Phone  more  each  day.  You.  at  Rice  International,  are  pro- 
viding a  service  tliat  I  find  very  helpful  in  my  day-to-day  business  activities. 
A':  far  as  I  know,  the  functions  performed  by  the  Rice  conference  and  rerout- 
ing telephone  are  not  available  through  any  other  source  including  Southern 
Bell,  here  in  ^liami. 

After  Southern  Bell  personnel  installed  four  conductor  female  jacks  in  mv 
office  and  at  my  home  I  am  able  to  simply  plug  in  tlie  Multi-Phone  at  home  or 
at  my  office  for  use  with  my  Foreign  Exchange  Calls  .  .  .  for  use  here  in  the 
T^.S.  for  conference  calls  and  with  the  Multi-Phone.  T  am  able  to  make  con- 
ference c.nlls  and  have  calls  rerouted  to  me  locally.  T  particularly  appreciate  tlic 
light  supervision  and  automatic  disconnect  features  of  the  Multi-Phone. 

Thank  you. 
Sincerely. 

FOY  D.  .lORDAX. 
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SOUTHEKM  BEIX, 

Coral  Gables,  Fla.,  Auymi  6,  19lo. 
Ml-.  Karl  Kxight, 
Frtsident.  Knlyht  Aircraft  Corp., 
Miami,  Fla. 

Dear  Mk,  Knight:  This  is  in  reply  to  your  letter  duted  July  -t^,  l'JT3,  regard- 
ing the  Rice  Multi-Plioue.  .  .      ,  .,      T.. 

After  recent  tests  with  the  STP  interface  device,  we  iire  apprized  the  Kice 
Multi-Plione  instrument  and  equipment  is  not  compatible  to  this  device.  Be- 
cause of  this  situation,  it  would  not  be  in  your  best  interest  for  us  to  install 
the  STP  interface  devices,  at  the  present  time. 

As  we  pursue  this  situation,  you  will  be  kept  informed  of  our  progress. 
Y(iurs  very  truly, 

B.  D.  AVILLIAMS, 

District  Marketing  Manager. 

Kendall,  Fla.,  August  .11,  191.!. 
lion.  William  Bevis, 
i'luiiniiaii, 
Florida  PuUic  Service  Commission, 

Chairman  Bevis:  This  concerns  an  order  for  the  iustiiUation  of  a  second 
telephone  line  with  central  office  rotary  which  was  originally  submitted  to 
Southern  Bell  in  September,  1971.  This  installation  was  for  use  with  the  Rice 
Multiphone.  (See  enclosed  copy  of  correspondence  with  Mr.  Phil  Sutton  of 
Southern  Bell  Marketing  Office.) 

As  I  have  pointed  out  in  the  letter  to  Mr.  Sutton,  in  spite  of  the  apparent 
availal)ility  of  the  "special  assembly  arrangement'"  referred  to  by  Mr.  James 
Parks  of  the  Florida  P.S.C.  on  April  1.  1972,  and  in  spite  of  the  availal>ility  of 
an  interface  f(n-  use  with  Rice  Multiphone,  referred  to  by  Mr.  T.  W.  Scandlyn, 
Assistant  Vice  President  of  AT&T,  on  May  2.  1973.  Southern  Bell  has  made  no 
response  whatsoever  to  the  requested  installation. 

Since  nearlv  two  years  have  elapsed  since  the  iustallation  was  first  requested 
and  with  no  sippareut  attempt  by  Southern  Bell  to  satisfy  the  request.  I  hereby 
reiiuest  that  the  P'lorida  I\S.C.  investigate  the  situation  and  bring  it  to  a  satis- 
factory conclusion. 
Respectfully, 

Richard  L.  Putman,  D.D.S. 

U.S.  Department  of  Justice, 
Washington.  D.C.,  August  6.  191S. 
Mr.  Charles  F.  Rice, 
President, 
Mnlti-Phone. 
]\fiaini.  Fin. 

Dear  Mr.  Rice  :  We  have  your  letter  of  July  17.  1973,  complaining  that 
Southern  Bell  and  AT&T  have  persistently  delayed  for  several  years  in  pro- 
viding a  viable  interface  for  your  multi-phone  and  still  have  not  done  so  in 
order  to  restrict  or  prevent  your  marketing  this  device  to  telephone  sul)scribers. 

As  we  have  informed  you  in  the  past,  the  doctrine  of  primary  .iurisdiction  in 
the  telephone  regulatory  agency  may  be  a  stumbling  block  to  a  court's  consid- 
eration of  the  antitrust  aspects  of  the  matter.  This  does  not  mean  that  the 
court  lacks  .iurisdiction  or  that  if  an  antitrust  violation  were  otherwise  present 
it  immunized  from  the  reach  of  the  antitrust  laws.  It  means  that  a  court  may 
refer  the  matter  to  the  regulatory  agency  so  that  the  latter  may  have  an  oppor- 
tunity to  pass  upon  it  and  the  court  will  thus  have  the  benefit  of  the  expert 
agency's  views.  Just  such  a  course  was  followed  by  the  federal  district  court  in 
Los  Auaeles  in  the  recent  case  of  Macom  Product  Corp.  v.  ATdT  Co.  (1973  CCH 
Trade  Cases,  par  74,  598)  and  we  enclose  a  copy  of  the  court's  opinion  for  your 
information.  Of  course,  since  we  cannot  give  advice  to  private  parties  as  to  the 
pvo'-ecutioT!  of  any  claim  they  may  have,  we  do  not  mean  to  suggest  that  the 
}facoin  case  is  necessarily  the  last,  definitive  word  on  this  problem.  Since  com- 
plex issues  of  communications  and  antitrust  law  may  be  involved,  advice  of 
private  counsel  may  be  helpful  to  a  complainant. 
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We  note  from  your  papers  that  you  have  instituted  a  formal  complaint  with 
the  F.C.C.  in  this  matter.  Hopefully,  a  proceeding  before  the  F.C.C.  may  lead 
to  an  early  resolution  of  the  problem. 
Sincerely  yours, 

Thomas  E.  Kauper, 
Assistant  Attorney  General, 

Antitrust  Division. 
By  :  Samuel  Z.  Gordon, 

Assistant  Chief, 
Special  Trial  Section. 
Enclosure : 

Stromberg-Carlson, 
Charlottesville  Plant, 
Charlottesville,  Va.,  August  SI,  1973. 
Rice  International  Corp.  Electronics, 
Miami,  Fla. 
(Attention  of  Mr.  Fritz  Gibson,  Jr.,  Marketing  Director) 

Dear  Mr.  Gibson  :  This  is  in  answer  to  your  letter  of  August  23,  1973,  to  Mr. 
E.  Hineline  regarding  information  on  our  5  line  key  set. 

Accompanying  this  letter  is  a  marked-up  catalog  sheet  and  wiring  diagrams  of 
our  1700  series  5  line  rotary  and  tone  dial  key  telephones. 

In  addition  I  have  also  enclosed  information  on  the  ITT  564  and  2564  type 
sets  which  are  the  same  as  the  Western  Electric  sets. 

Our  Stromberg-Carlson  1700  5  line  key  set  is  wired  different  from  (but  is 
interchangeable  plug  wise  with)  the  WE  CO  5  line  sets.  It  has  the  same  elec- 
trical characteristics.  As  you  can  see  from  the  Catalog  sheet  the  Stromberg- 
Carlson  set  uses  "Call  Director"'  styling.  We  do  not  manufacture  the  WE  CO 
564  and  2564  type  sets. 

I  hope  this  information  is  adequate  and  meets  your  needs. 
Very  truly  yours, 

EUGEN  ROTHACKER, 

Technical  Staff  Engineer, 
Telephone  Design  Engineering. 

Septembeb  11,  1973. 
Mr.  William  Demilly, 
Administrative  Secretary, 
Tlie  Florida  Public  Service  Commission, 
Tallahassee,  Fla. 

Good  morning,  Mr.  De>.iilly  :  In  the  matter  of  Rice  International  Corporation, 
complainant,  vs.  Southern  Bell  &  AT&T,  we  respectfully  request  a  thirty  (30) 
day  time  extension  to  reply  to  Southern  Bell's  motion  as  prepared  by  Mr.  Alford, 
General  Attorney  for  Southern  Bell. 

Our  basis  for  the  above  mentioned  request  is  to  give  Rice  International  time 
to  locate  qualified  legal  counsel  to  prepare  our  reply.  Very  honestly,  we  are  new 
at  taking  on  "giants"  and  had  just  not  realized  that  this  procedure  would  be 
required. 

We  have  talked  with  two  law  firms  and  will  make  our  decision  very  quickly. 
But,  in  the  meantime  we  do  ask  for  this  extension  and  hope  that  this  request  is 
not  unusual  or  unreasonable. 

Thank  you  very  much  for  your  consideration. 
Most  sincerely, 

Rice  International  Corp., 
Chaeles  F.  Rice, 

President. 

Federal  Communications  Commission, 

Washington,  D.C.,  October  .',.  197.S. 
INIulti-Phone. 
Miami.  Fla. 
(Attention:  E.  H.  Currie.  Vice  President) 

Gentlemen  :  This  is  in  response  to  your  request  dated  September  26.  1973, 
for  an  extension  of  time  of  30  days  to  file  a  Reply  to  Defendant's  Answer  in  the 
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formal  complaint  of  Rice  International  Corporation  v.  American  Telephone  and 
Telegraph  Company  aud  Southern  Bell  Telephone  and  Telegraph  Company. 

We  note  initially  that  your  request  for  extension  of  time  was  not  timely  filed 
aud  was  not  served  upon  the  parties  to  this  proceeding  as  required  by  Section 
1.729(c)  of  the  Commission's  Rules.  However,  since  we  believe  that  your  Reply 
may  be  of  assistance  to  the  Commission  in  its  resolution  of  this  matter,  the  ex- 
tension of  time  you  request  for  filing  a  Reply  is  granted  to  Octol)er  20,  1973. 

It  is  expected  that  in  the  future  you  will  properly  adhere  to  tlie  Commission's 
Rules. 

Sincerely  yours, 

Kelley  E.  Griffith, 
Chief,  Domestic  Rates  Division, 
for  Chief,  Common  Carrier  Bureau. 

Southern  Bell, 
Coral  Gables,  Fla.,  July  6,  1973. 
Mr.  Charles  F.  Rice, 
President,  Rice  International  Corp., 
Miami,  Fla. 

Dear  Mr.  Rice  :  This  is  to  acknowledge  receipt  of  your  letter  dated  July  5, 
1973.  We  are  uot  in  complete  agreement  with  certain  sentences  stated  in  your 
letter.  You  may  expect  to  receive  our  comments  concrning  our  position  at  a 
later  date. 

Yours  very  truly, 

B.  D.  Williams, 
District  Marketing  Manager. 

August  6,  1973. 
Mr.  B.  D.  Williams, 
District  Marketing  Manager, 
Southern  Bell, 
Coral  Gables,  Fla. 

Dear  Mr.  Williams:  On  July  5th,  1973  (33  days  ago)  I  wrote  a  3  page  letter 
to  you,  stating  certain  events  as  we  see  them. 

On  July  6th,  1973,  you  acknowledged  receipt  of  the  letter  and  stated,  "You 
may  expect  to  receive  our  comments  concerning  our  position  at  a  later  date." 

Very  honestly,  the  fact  that  we've  received  nothing  more  than  an  acknowl- 
edgement from  you  is  part  of  the  problem  that  we've  faced  with  Southern  Bell 
and  AT&T  for  over  three  years.  We  never  seem  to  get  anything  from  anybody 
at  Bell  and/or  AT&T  but  an  acknowledgement  .  .  .  rarely  do  we  get  an  answer 
and  never  have  we  gotten  what  we  are  entitled  to  ...  a  solution  to  our  problem. 
Namely,  a  working,  compatible  interface  device  for  use  with  the  Rice  Multi- 
Phone. 

Would  you  please  let  us  know  what  you're  going  to  do?  Or,  are  we  expected 
to  wait  another  33  days,  or  60  days,  or  6  months,  or,  another  year  for  an  ac- 
ceptable solution  to  marketing  the  Multi-Phone? 

Thank  you. 

Rice  International  Corp., 
Chables  F.  Rice, 

President. 

The  following  statement  was  made  at  a  Rate  &  Service  Hearing,  before  the 
Florida  Public  Service  Commission,  concerning  a  request  by  Southern  Bell 
Telephone  for  a  $32+  million  rate  increase.  The  statement  was  made  by  Fritz 
Gibson.  Jr.,  Chairman  of  the  Board  of  Directors  of  Rice  International  Corpora- 
tion on  Wednesday,  August  15th,  1973  at  Altamonte  Springs,  Florida. 

Good  Morning !  Mr.  Chairman  and  members  of  the  Public  Service  Commission 
.  .  .  my  name  is  Fritz  Gibson.  Jr.  I  am  Chairman  of  the  Board  of  Directors  of 
Rice  International  Corporation  ...  a  Corporation  for  Profit  .  .  .  organized  under 
the  laws  of  the  State  of  Florida  in  June  of  1970.  Our  executive  ofl5ces  are  lo- 
cated at  1260  N.W.  57th  Avenue,  Miami,  Florida  33126.  Phone  264-2535  (305) 

With  me  today  are  Charles  F.  Rice,  President  and  E.  H.  Currie,  Vice  Pi-esi- 
dent  of  Rice  International  Corporation.  These  gentlemen  will  answer  questions 
of  a  technical  nature  which  you  or  your  engineering  staff  might  have. 
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lu  April  of  1972,  Mr.  Rice,  Mr.  Currie  and  I  aiaieared  before  Chairiuaii 
Yarborongh  and  Commissioners  Bevis  and  Mayo  .  .  .  Mr.  Clayton  Moore,  of 
your  staff,  was  also  present  at  this  meeting.  Over  a  year  ago,  we  began  seeking 
the  assistance  of  the  Florida  I'ublic  Service  Commission  in  getting  our  Patented 
Rice  Multi-Phone  to  the  marliet  place.  The  Multi-PIione  is  a  self  contained 
eonfere)icing  and  re-routing  telephone,  with  the  latest  state  of  the  art.  solid 
state  circuitry  .  .  .  all  buried  in  an  epoxy  to  keep  the  components  free  from 
dust  and  moisture.  Our  circuitry,  built  into  the  telephone  instrument,  permits 
the  subscriber  to  dial  his  own  local  or  long  distance  conference  calls  and  to  have 
calls  re-rotited  to  him  .  .  .  wherever  he  wants  to  be  reached  by  telephone.  The 
Rice  Multi-Phone  provides  many  services  and  a  convenience  not  now  available 
...  in  its  present  form  .  .  .  through  any  telephone  company  in  tlie  State  of 
Florida  or,  in  the  United  States,  for  that  nuitter. 

Long  before  meeting  with  the  members  of  this  Commission,  in  April  of  1972 
.  .  .  on  August  8th,  1970  .  .  .  now  over  three  years  ago  .  .  .  we  submitted,  at  the 
request  of  AT&T  in  New  York,  mir  Ignited  States  Patents  and  copies  of  Sche- 
matic Drawings  of  the  Rice  Conferencing  and  Re-routing  Telephone  .  .  .  this  was 
done  with  the  hope  that  we  might  interest  the  Bell  System  and/or  AT&T  in 
incorporating  our  Patented  device  into  their  system.  On  October  1st,  1970.  F.  K. 
Wurst.  AT&T  Engineering  Manager  replied  that  he  had  completed  a  study  of 
our  svibmitted  Patent  and  that  our  unit  (and  I  quote)  "does  not  contain  any 
novel  features  which  are  of  Bell  System  interest  or  which  are  likely  to  become 
of  interest  in  the  future." 

In  early  1971.  we  at  Rice  International  began  to  exhaust  all  our  known  legal 
remedies  to  attempt  to  get  our  Patented  Product  to  the  market  place.  And,  fi- 
nally, in  September  of  1971  had  to  threaten  litigation  to  get  an  audience  with 
ATt&T's  Engineering  Rei)resentatives.  We  threatened  litigation  after  having  been 
promised  a  compatible  connecting  arrangement  and  after  having  had  an  in<M)m- 
patible  device  installed  in  our  offices,  by  Southern  Bell,  in  June  of  1971.  The 
device  was  later  removed  from  our  premises  when  it  became  oltvious  to  Bell 
that  their  coupler  did  not  work  with  the  Multi-Phone. 

In  Octol»er  of  1971.  roughly  3%  months  after  the  first  non-working  coupler  had 
)»een  installed,  Bob  Rivenes,  of  AT&T's  New  York  Engineering  Staff,  paid  a 
visit  to  our  oflSces  and  with  words  to  this  affect  said,  "We  will  develop  a  com- 
patil>le  interface  for  Rice.  But,  it  will  cost  AT&T  about  $10,000.00  and  will  take 
approximately  one  year." 

On  July  24th.  1972  .  .  .  nine  months  later  .  .  .  iii  a  letter  from  T.  W.  Scandlyn. 
Assistant  Vice  President  of  AT&T,  addressed  to  Kelley  E.  Griffith,  of  the  Federal 
Communications  Commission  ...  as  a  result  of  an  informal  complaint  filed  with 
the  FCC  by  Rice  International  .  .  .  Mr.  Scandlyn  stated  (and  I  quote)  "As  a 
result  of  our  continued  discussions  with  manufacturers  such  as  Mr.  Rice,  a  new 
connecting  arrangement  is  presently  under  development  that  will  accommodate 
the  use  of  customer  provided  terminal  equipment  (e.g..  key  systems)  and  which 
will  incor])orate  features  we  believe  may  make  this  arrangement  suitable  for 
use  with  the  current  model  of  the  Multi-Phone.  Present  estimates  indicate  the 
introduction  of  this  connecting  arrangement  early  in  1973." 

Well,  this  long  awaited  and  much  heralded  interface  device  was  installed  )iy 
Southern  Bell  in  tlie  offices  of  Rice  International  ..  .  not  in  earh/  1973  .  .  .  but. 
on  June  loth.  1973. 

I  am  certain  that  you  can  guess  what  I'm  about  to  say  .  .  .  this  connecting 
device  was  also  incompatible  .  .  .  after  more  than  214  years  of  unsuccessful  at- 
tempts on  the  part  of  AT&T  and  Bell  to.  as  their  own  tariffs  on  file  with  this 
Commission  dictate,  "furnish  and  maintain  an  interface  device  for  use  with 
customer  owned  equipment."' 

As  a  re«:ult  of  these  time  consuming  and  costly  delays,  caused  either  by  Bell's 
niid  AT&T's  inability,  or  unwillingness,  to  provide  us  with  an  interface,  on 
July  12th.  1973.  Rice  International  filed  a  Formal  Complaint  with  the  Fpderal 
Communications  Commission,  requesting  a  hearing  before  that  body.  On  Auirust 
9th.  1973.  we  filed  a  Formal  Complaint  with  the  Florida  Public  Service  Coin- 
mi'^sion.  requesting  a  pulilic  hearing  before  you. 

Ms.  Hawkins  and  Gentlemen  of  the  Commission,  we  maintain  that  for  more 
than  2Vi  years  we  have  been  intentionally  denied  our  lawful  and  riuhtful  place 
in  the  telecommunications  industry  .  .  .  by  the  unwillingness  of  AT&T  and  Bell 
to  provide  a  compatible  connecting  arrangement  within  timeframes  set  liy  them- 
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A-e/c«  s-.  Willi  ali  the  techiioiusit-al  ami  t-imiiieeriug  kuuw-how  of  AT&T  and  Bell, 
we  siipulate  that  21/2  years  is  au  unreasonable  length  ot  time  to  wait  for  a 
suitable  connector  ...  a  seivicv  if  you  will,  and  1  understand  that  is  part  of 
what  this  hearing  is  about  '.  .  .  which  tariffs,  written  by  Southern  Bell  and  on 
tile  witli  this  Commission  .  .  .  state  that  they,  in  their  o\a  n  language  must 
•■furnish  and  maintain"  such  interface  devices. 

We  at  Kice  International,  unlilce  many  of  those  who  are  presently  manufac- 
turing and  marketing  "foreign  attacliments",  have  purposely  kept  our  Multi- 
Phoue  off"  the  market.  We  are  the  only  manufacturer  and  marketer  of  a  "foreigu 
attachment"  .  .  .  that  I  know  of  .  .  .  who  liave  kept  their  products  off  the  mar- 
ket .  .  .  who  have  tried  to  work  within  the  system  .  .  who  have  tried  to  stay 
within  our  industry,  rather  than  going  outside  to  bootleg  or  blackmarket  our 
unit  ....  ^  ,  •  • 

While  Rice  Intern-itional  Corporation  was  founded  as  a  profit  making  organi- 
zation and  has.  for  over  8  vears.  waited  patiently  for  AT&T  and  the  Bell  «ysteu< 
to  c<.inply  with  the  law  .  .  .  both  Federal  and  .State  ...  it  (Rice)  finds  itself 
confronted  bv  what  appear  to  be  iasurmountable  problems  with  the  most  for- 
midalile  of  adversaries.  \\'e  find,  that  in  the  words  of  the  1934  Federal  Com- 
munications Act.  that  the  teleplione  company  ...  in  this  case.  Southern  Bell 
and  AT&T  .  .  .  engages  in  i(iire<i-'soii(ililc  and  uiifoir  and  illcfjal  practice  and  that 
they  .  .  .  AT&T  and  Bell  .  .  .  have  failed  repeatedly  to  meet  explicit  legal  re- 
(luirements  to  furnish  and  maintain  an  interface  for  Rice  International. 

If  the  general  public  is  to  continue  to  allow  AT&T  and  Bell  .  .  .  or  any  other 
corporate  entitv  .  .  .  the  privilege  of  providing  their  telecommunications  net- 
works and  e(iu"ipment.  it  must  not  be  done  at  the  expense  of  integrity,  fair 
practices  and  the  law.  As  important  as  the  telephone  is  to  our  society  today, 
there  are  fundamental  considerations  wliicli  must  be  met  regardless  ot  any 
others  and  these  considerations  go  far  beyond  the  wishes  and  desires  of  any 
siiiirle  C(U-porati(tii.  In  a  society  which  purports  to  be  founded  upon  principle  and 
Relieves  that  rea-^oii  is  to  prevail  and  for  the  law  is  to  insure  the  freedom  and 
the  ritiiits  of  its  citizens,  there  can  be  no  compromise  with  those  who  deliberately 
disdi.ey  the  law.  We  live  in  a  time  in  which  many  have  lost  faith  in  our  political 
leaders  ...  in  the  due  process  of  law  ...  in  the  fundamental  principle  that 
individual  rights  must  prevail  .  .  .  and.  when  faith  in  (tur  system  is  lost  then, 
the  system  is  lost.  Many  in  our  Nation  have,  in  a  very  real  sense,  defaulted  in 
their  responsibilities  to  the  system. 

But,  Rice  International  Corporation  will  continue  to  exhaust  every  possilile 
avenue  for  relief  .  .  .  not  only  to  insure  its  right  to  participate  in  the  market- 
]»lace  but.  equally  important,  to  insure  that  AT&T  and/or  the  Bell  System  is 
faced  with  the  realization  that  in  any  democratic  society  freedom  must  go  hand 
in  hand  with  responsibility  .  .  .  that  might  cannot  be  allowed  to  determine  right 
.  .  .  that  the  law  must  be  obeyed  by  all :  that  those  who  would  work  within  the 
system  (such  as  ourselves)  in  order  that  we  do  our  part  in  helping  to  maintain 
tiie  system,  be  afforded  all  the  protection  and  co-operation  that  the  system  has 
to  offer.  Those  who  would  actively  and  openly  exploit  the  system  must  be  dealt 
witli  swiftly  and  unequivocally. 

Though  Rice  International  is  indeed  a  small  (and  perhaps  to  AT&T  and  Bell 
an  insignificant)  corporation,  we  still  suffer  feelings  of  having  been  compromised 
by  these  two  giants  ...  of  having  had  promise  after  promise  of  services  to  be 
rendered  .  .  .  only  to  see  these  promises  treated  very  lightly  .  .  .  broken  .  .  . 
and  additional  promises  made.  We.  at  Rice  International,  are  tired  of  being  com- 
promised ...  we  are  tired  of  being  promised  a  compatible  interface  ...  we  are 
tired  of  inaction  on  the  part  of  Bell  and  AT&T  .  .  .  we  have  been  provided  with 
very  poor  service  indeed  ...  all  intended,  we  believe,  to  "make  us  go  away". 
Well,  we  aren't  going  to  go  away.  And.  when  our  public  hearing  is  scheduled 
before  this  body,  we  are  going  to  prove  that  our  device  is  not  harmful  to  the 
telecommunications  network  and  to  the  employees  of  telephone  companies  and. 
we  are  going  to  a'^k  this  Commission  Id  permit  us  to  "hardwire"  directly  to  the 
network  without  the  benefit  of  any  interface  device. 

Mr.  Chairman.  Ms.  Hawkins  and  Mr.  INIayo,  this  concludes  all  the  remarks 
that  I  have  to  make  on  behalf  of  Rice  International  at  this  time  ...  we  thank 
you  for  this  opportunity  to  appear  before  you  today  and.  if  you.  or  any  of  the 
members  of  your  staff  have  nnv  questions.  Mr.  Rice.  Mv.  Currie  or  I.  will  at- 
tempt to  answer  them  for  you.  Thank  you  very  much  ! 
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CoMPLAiNT^ — Before  the  Public  Service  Commission,  State  of  Florida 

Complainaut :  Rice  International  Corporation,  1260  N.W.  57th  Avenue,  Miami, 
Florida  33126 ;  Charles  F.  Rice,  President ;  Fritz  Gibson,  Jr..  Chairman  of  the 
Board ;  Dr.  Richard  L.  Putmau,  DDS,  Exec.  Vice  Pres. ;  Dr.  E.  H.  Currie,  PhD, 

Vice  President ;  Ms.  Viola  Schroeder,  Secretary  &  Treasurer. 

V. 

Defendant:  Southern  Bell  Telephone  &  Telegraph,  330  Biscayne  Boulevard, 
Miami,  Florida  33132 ;  Walter  Alford,  General  Attorney 

and 
American  Telephone  &  Telegraph,  195  Broadway,  New  York,  New  York  10007 ; 
T.  W.  Scandlyn,  Assistant  Vice  President. 

The  Complainant  Alleges  &  Shoics  the  following: 

(1)  That,  at  this  time,  AT&T  and  the  Bell  System  should  default  (or  waive) 
their  OPTION  to  require  an  interface  device  for  operation  with  the  Rice  Multi- 
Phone.  This  demand  is  predicated  on  the  following  pertinent  points  : 

(a)  Rice  International  Corporation  has,  on  it's  own  accord,  withheld  its 
product  (the  Rice  Multi-Phone)  from  the  telecommunications  market  for  more 
than  two  and  one  half  years  .  .  .  based  upon  assurances  by  AT&T  and/or  Bell 
that  an  interface  device  would  be  provided  within  timeframes  set  by  AT&T 
and/or  the  Bell  System. 

(b)  Southern  Bell  of  Miami  has  installed  two  Rice  Multi-Phones  ivithont  an 
interface,  i.e.,  hardwired  direct  to  the  Bell  network,  by  Bell  employees,  using 
a  simple  four  prong  jack.  Both  Multi-Phones  have  performed  for  over  two  years 
without  incident  and/or  harm  to  their  network  or  to  their  employees. 

(c)  AT&T  and/or  the  Bell  System  are  clearly  unable,  or  unwilling,  to  provide 
the  connecting  equipment  necessary  within  tlieir  own  set  timeframes. 

(d)  An  interface  is  not  a  requirement  under  the  law  but  instead,  an  option 
which  may  l)e  excercised  by  Bell  and/or  AT&T  to  protect  their  network  and 
employees  from  harm. 

(2)  That  AT&T  and  the  Bell  System  have  failed  to  meet  their  acknowledged 
commitment  to  provide  and  maintain  an  interface  device  to  be  used  witli  the 
Rice  Multi-Phone.  (Paragraph  B4  of  Section  34  of  Southern  Bell's  Exchanse 
Tariff,  on  file  with  the  Florida  PSC  and  FCC  Tariff  #263,  on  file  with  the  Fed- 
eral Communications  Commission,  clearly  state  that  it  is  the  responsibi'ity  of 
AT&T  and  the  Bell  System  to  "furnish  and  maintain"  interface  devices  for 
use  with  Customer  Owned  Equipment. 

A  letter  from  T.  W.  Scandlyn.  Assistant  Vice  President  of  AT&T,  New  York, 
addressed  to  Rice  International  dated  .Tune  21st,  1973.  states  the  following: 
"You  have  asked  when  delivery  of  the  interface  device  can  be  made.  The  device 
is  available  now  and  can  be  delivered  in  a  short  period  of  time." 

(3)  That  in  early  1970.  Rice  International  Corporation  began  seeking  an  in- 
terface device  from  AT&T  and/or  the  Bell  System  and  that,  in  February  of 
1971,  AT&T  promised  the  first  of  sevei'al  interface  devices  and  this  first  device 
was  finally  installed  in  May  of  1971. 

(4)  That,  the  said  interface  did  not  work  and  was  incompatible  with  the 
Multi-Phone. 

(5)  That,  in  June  of  1973,  a  second  interface  was  installed  by  Southern  Bell 
in  the  offices  of  Rice  International  Corporation  and.  that  said  interface  is  not 
compatible  and  does  not  work  with  the  Rice  Multi-Phone.  This  fact  is  con- 
firmed by  those  responsible  for  the  installation  .  .  .  all  Southern  Bell  Employees. 

(6)  That  at  this  time.  AT&T  and  the  Bell  System  should  default  or  waive 
their  option  to  require  an  interface  for  the  Multi-Phone  because:  AT&T,  the 
Bell  System  and  Rice  International  Corporation  have  now  exhausted  reasonable 
possibilities  of  having  a  working,  compatible  interface  within  a  reasonable  pe- 
riod of  time.  And.  that  Rice  International  Corporation  hf>s  been  denied  access 
(by  AT&T's  and  Bell's  inability,  or  unwillingness,  to  provide  such  an  interface) 
to  the  telecommunications  industry  and  market  and.  that  Rice  International 
Corporation  should  be  provided  immediate  relief  and  be  allowed  to  hardwire 
directly  to  the  telecommunications  network. 

Dated  at  Miami,  Dade  County.  Florida,  this  9th  day  of  August,  1973. 

Charles  F.  Rice. 

Prenidev  t. 
Fritz  Gibson.  Jr., 
Chairman  of  the  Board  of  Dirrcforx. 
Charles  F.  Rice,  President  of  Rice  International  Corporation  and  Fritz  Gib- 
son, Jr.,  Chairman  of  its  Board  of  Directors  and  Assistant  Secretarv  and  Assist- 
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ant  Treasurer,  beiu^-  first  duly  sworn,  on  oath,  depose  and  say  :  That  they  are 
empowered  bv  the  Corporation  to  represent  the  Coniplranant,  Rice  Jnteruational 
Corporation,  'in  the  above  entitled  matter ;  that  they  have  not  only  read  the 
foregoing  complaint,  but  said  complaint  was  prepared  by  them  and  they  there- 
fore know  the  contents  thereof,  and  that  the  matters  and  the  things  contained 
therein  stated  are  true  of  their  own  knowledge,  save  and  except  those  m-itters 
therein  stated  on  information  and  belief,  and  as  to  those  Ihey  believe  them  to  be 

Subscribed  and  sworn  to  before  me  this  9th  day  of  August,  1973. 

Before  the  Federal  Communicatioxs  Commission 

Washington,  D.C. 

Rice  International  Corporation,  complainant 

V. 

American  Telephone  &  Telegraph   Co.  and  Southern  Bell  Telephone  and 
Telegraph  Co.,  defendants 


Now  comes  the  Complainant,  Rice  International  Corporation,  and  pursuant 
to  Section  1.732  of  the  Commission's  Rules  and  Regulations  for  its  REPLY  to 
the  answer  of  the  defendanats  herein  states  as  follows : 

As  to  the  allegations  of  Section  I  of  the  answer : 

1.  Rice  International  alleges  that  defendants  have  failed  to  meet  their  ac- 
knowledged commitment  to  furnish,  install,  and  maintain  a  connecting  arrange- 
ment for  tlie  Rice  Multi-Phone.  Furthermore,  that  defendants  have  failed  to 
complv  with  the  tariffs  and  that  in  exercising  Rice's  right  to  make  an  informal 
complaint,  pursuant  to  Section  1.716  of  the  Commission's  Rules  and  Regulations, 
to  the  FCC.  which  then  compelled  AT&T,  pursuant  to  Section  1.717  of  the 
"Rules"  to  "satisfv  the  complaint  or  advise  the  Commission  of  carrier's  refusal 
or  inability  to  do"  so".  Rice  was  unable  in  the  reply  to  determine  that  AT&T 
had  so  compiled.  Finally,  implicit  in  the  tariffs  and  the  Communications  Act  of 
1934  is  the  necessity  for  compliance  with  the  provisions  therein  a  reasonable 
period  of  time. 

2.  Rice  International  understands  upon  knowledge  and  belief  that  as  early 
as  October,  1972,  defendants  were  instructed  that  defendants'  practices  and 
policies  with  respect  to  furnishing  connecting  arrangements  for  customer  pro- 
vided equipment  are  at  variance  with  the  tariff  language  on  the  subject,  and 
since  the  practice  is  in  direct  conflict  with  the  offering,  the  FCC  may  recom- 
mend forfeiture  in  any  complaint  where  it  is  established  that  the  telephone 
company  is  unable  or  unwilling  to  provide  connecting  arrangements  or  network 
control  signaling  units  until  the  two  are  lirought  into  concert. 

3.  Allegntions  of  "good  faith"  efforts  are  alleged,  by  Rice,  to  be  vacuous. 

4.  Rice  International  denies  that  the  STC  connecting  arrangement  was  in- 
stalled in  the  Complainant's  offices. 

5.  Rice  International  is  without  suflBcient  knowledge  to  make  reply  to  alle- 
gations regarding  the  time  at  which  the  STP  was  developed  or  nature,  degree 
and  extent  of  compatibility  with  equipment  other  than  the  Rice  Multi-Phone. 

6.  Rice  International  specifically  and  categorically  denies  that  any  member  or 
representative  of  any  telephone  company  or  subsidiary  or  affiliation  thereof  has 
ever  been  denied  access  to  the  premises  of  Rice  International  for  any  reason 
what-so-ever,  at  any  time,  in  the  past  or  present  and  furthermore,  no  Individual 
or  group  of  individuals  have  been  so  denied. 

7.  Rice  alleges  that  all  allegations  of  defendants'  failure  to  act  in  compliance 
with  the  existent  tariffs,  based  upon  lack  of  denial  of  access  to  premises,  fails. 

8.  Rice  International  alleges  that,  since  1970.  Rice  has  engaged  in  numerous 
conversations  with  AT&T  and  Southern  Bell  (i.e.  defendants)  staff  members 
and  engineers,  and  that,  in  1971,  copies  of  Patents,  schematics  and  drawings 
were  supplied  to  AT&T  and.  that  at  no  time  have  any  requests  for  information 
been  denied,  nor  has  Rice  failed  to  act  in  full  and  complete  compliance  with 
the  requests  for  information,  technical  data  and/or  other  requirements  of  the 
defendants.  And.  furthermore,  any  lack  of  sufficient  information  failed  to  be 
communicated  to  Rice  International  and  that  such  Patents,  schematic  drawings, 
informations,  etc..  as  were  provided  and  supplied  to  the  defendants  were  suflB- 
cient when  submitted  and  supplemented  by  the  ensuing  conversations  and  cor- 
resnondence  as  to  cast  serious  doubt  upon  the  professional  competence  of  any 
engineer  or  staff  member  who  was  unable  to  discern  the  specific  technical  re- 
quirements of  the  Rice  Multi-Phone.  And  finally,  any  such  judgements  indicate 
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a  level  oi  coinpeteuce  wliich  is  nut  iu  keeping  with  the  I'ublic  Trust  and  High 
Stnndard.s  of  performance  and  competency  alleged  by  the  defendants. 
As  to  the  allegations  of  Section  11  of  the  answer : 

1.  Rice  International  denies  rhat  two  types  of  interface  were  installed  iu 
the  early  part  of  1971. 

2.  United  Slates  I'ateuts  were  issued  to  Rice  International  in  1969  and  fur- 
thermore, the  tarilis  make  no  stipulations  as  to  the  requirements  that  manu- 
facturers must  design  their  equipment  to  be  compatible  with  telephone  company 
connecting  arrangements. 

3.  It  is  unreasonable  and  unjust  to  require  manufacturers  to  base  designs 
upon  conditions  and  constraints  of  connecting  arrangements  as  provided  by  a 
fixed  number  of  interface  devices  as  determined  by  tiie  telephone  company,  as 
it  permits  the  possibility  and  potential  for  harm  to  the  manufacturer,  in  the 
form  of  anti-competitive  activity  by  the  telephone  company,  and  the  tariffs 
make  no  such  provisions  or  requirenur'nts. 

As  to  the  allegations  of  Section  III  of  the  Answer  : 

1.  Rice  International  has  not  alleged  that  the  interface  devices  which  were 
installed  were  defe -five  and  this  term  does  not  appear  in  the  complaint. 

•J.  Allegations  whicli  are  explicit  or  implicit,  in  the  answer,  as  to  whether 
or  not  the  interface  devices  installed  were,  or  were  not  defective,  are  unsup- 
ported in  fact  and,  since  formal  testing  procedures  were  not  instituted  for  the 
purpose  and  intent  of  determining  the  nature  and  extent  of  functioning  of  the 
interface  device  in  its  own  right,  such  allegations  are  necessarily  vacuous. 

3.  Any  allegations  as  to  the  nature  and  extent  of  functioning  of  the  interface 
devices,  in  their  own  right,  or  in  conjunction  with  equipment  other  than  the 
Rice  Multi-Phone  is  alleged  immnterial  and  irrelevant  to  these  prcceedings. 
whether  such  allegations  be  supported  in  fact  or  not. 

As  to  the  ailegati(ms  of  Section  TV  of  the  Answer : 

1.  The  first  statement  of  this  section  is  reaffirmed  as  stated  in  the  complaint 
and  the  remainder  of  this  section  is.  in  the  m;iiu.  a  recniutubitinn  of  Section  I 
and  lias  been  considered  in  Section  T  of  this  Reply. 

As  to  the  allegations  of  Section  V  of  the  Answer : 

1.  The  term  connecting  arrangement  is  reasonably  interpreted  as  including, 
among  other  things,  tl.ose  types  of  objects  which  are  generic-ally  refe^-rcd  to  a~ 
interface  devices  as  well  as.  in  the  literal  sense,  sfftne  type  of  connector (s)  ;uu\/ 
or  connection  device. 

2.  The  term  "optiftn".  iu  the  statement  of  the  <N)mplaint  by  Rice,  refers  spe- 
cifically to  the  existence  of  the  condition  of  free  choice  in  the  selection  of  an 
interface  device,  or  a  connector,  or  connection  device. 

3.  Rice  International  lacks  any  knowledge  of  any  requirement  by  any  agency, 
or  any  tariff,  regulation  or  rule,  that  the  telephone  company  may  implement 
onlv  those  connecting  devices,  which  are  also  interface  devices,  in  the  sense 
as  stated  supra.  Therefore,  the  allegation  of  Section  V  of  the  Answer,  fails. 

J.  As  for  the  specific  reference  to  the  tariffs,  failure  to  comply  therein  has 
•already  occurred  in  that  the  telephone  company  has  not  furnished,  installed  and 
maintained  an  i'lterface  device  and  is  therefore  subject  to  forfeiture. 

As  to  tlie  allegations  of  Section  VT  of  the  Answer: 

1.  Rice  International,  in  its  attempt  to  be  in  full  compliance  with  the  tariffs 
(i.e.  laws)  related  to  d'rcct  connection  of  customer  owned  equipment,  alleges 
that  it  (i.e.  Rice)  must  bavp  a  suitable  connecting  arrangement.  And.  Rice  has. 
upon  the  assurances  by  AT&T  and  The  Rell  System  (and  based  upon  the  specific 
requirement  that  the  teleplione  conqiany  fholl  furnish,  install  and  maintain  a 
connecting  arrangement)  "  withheld  its  products  from  the  marketplace  for  a 
period  of  three  years. 

A«  to  1-he  allegation*  of  Section  YTI  of  the  An>:wer  : 

1.  Rice  International  replies  with  copies  of  letters  from  F.  D.  .T(u-dan.  of 
Dispatch  Services  and  B.  D.  Williams.  Southern  Bell  District  Marketing  Man- 
ager, dated  .July  ISth  and  Tuly  2r)th,  1072.  respectively. 

2.  Ricp  Internntionnl  denies  having  been  informed  of  any  t^iriff  violations  in 
their  offices  and  has.  at  no  time,  made  any  statements  regarding  removal  of  a 
Multi-Phone  from  its  offices. 

3.  Defendants  recite  no  facts  in  support  of  their  allegations  that  the  direct 
connection  (elect'-ical )  of  the  :\rulti-Phone  to  the  telephone  company  networks, 
poses  an   ever  present  potential   for  serious  hnrm   to  the  network  nnd   its   em- 
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ployees.  And,  Rice  may  uot  properly  be  expected,  or  required,  to  respond  to  un- 
supported and  ill-detined  allegations. 

4.  Rice  International  alleges  that  it  constitutes  a  non  seqvutnr  U>  allege  m- 
sultieient  kuowladiie  of  Rice  Multi-l'iione,  to  determine  the  speeitic  interface 
re(iuirements  and  tnen  state  in  the  aflirmative  that  the  Rice  Multi-i'hone  poses 
an  ever  present  threat  to  the  net\vork  and  its  employees,  for  serious  harm.  Such 
logic  and  ensuing  arguments  are  sufficiently  irrational  as  to  render  them 
vacuous. 

5.  The  defendants  cite  no  instances  or  evidences  of  failure  to  assure  that 
potential  for  harm  is  minimized  to  tiie  greatest  extent  possible.  And,  the  com- 
plainant is  of  sufficient  knowledge  in  tliis  regard  to  make  further  response. 

As  to  the  allegations  of  Section  Vlll  of  the  Answer  : 

1.  Rice  International  alleges  that  whether  or  uot  the  telephone  company  de:; 
nies  or  admits  that  they  are  unv^illing,  or  unable,  to  provide  a  connecting  ar- 
rangement does  not  alter  the  fact  that  a  connecting  arrangement  does  uot  exist 
for  the  Rice  Multi-Phone  .  .  .  after  three  years  of  patient  waiting,  on  the  part 
of  Rice,  for  AT&T  and/or  Bell  to  comply  with  the  tariff.  The  tariff  states  that 
the  telephone  company  shall  furnish  and  maintain.  And,  a  tariff  is  law.  Further- 
more, a  basic  precept  of  law  is  compliance  within  a  reasonable  time.  A  period  of 
three  years  exceeds  any  rational  judgment  for  such  compliance. 

As  to  the  allegations  of  Section  IX  of  the  Answer : 

I.Rice  International  reaffirms  the  allegations  of  Section  (o)(d)  of  the 
complainant  and  reiterates  the  response  of  Section  V  of  the  Reply. 

As  to  the  allegations  of  Section  X  of  the  Answer: 

1.  Defendants  allege  in  Section  I  of  the  Answer  that  Defendants  have  '"never 
lieen  provided  with  specilic  interface  requirements  of  the  Multi-Phone"  and,  in 
Section  X  of  the  Auswer  allege  that  "the  time  expended  in  attempting  to  re- 
solve this  problem  has  not  lieen  unreasonable  in  light  of  the  complexity  of  the 
interface  recpiiremeuts  involved".  Rice  International  hs  unable  to  make  response 
to  allegations  of  the  Defendants  which  mutually  conflict  and  are  fundamentally 
contradictory  to.  and  incoherent  with,  the  principles  of  rational  logic. 

REPLIES  TO  AFFIRMATIVE  DEFENSES 

1.  As  to  the  allegatiim  that  the  Complainant  fails  to  state  a  claim  which 
may  he  granted  in  that  the  conduct  of  the  Defendants  to  which  the  Complain- 
ant refers  has.  at  all  times,  been  in  accord  with  the  Communications  Act  of 
]934,  as  amended  and,  the  applicable  tariff  provisions  filed  pursuant  to  such  Act 
are  lawfully  in  effect. 

(n)  The  Communication  Act  of  1934  as  referred  to  supra,  states  explicitly 
tliat.  "all  charges,  practices,  classifications  and  i-egulations"  of  the  telephone 
companies,  "shall  be  just  and  reasonable'"  and  all  "unjust  or  unreasonable" 
practices  are  declared  to  be  unlawful.  47  U.S.C.  Section  201(b).  Rice  Interna- 
tional alleges  that  such  practices  as  those  by  the  telephone  company,  which  have 
denied  the  Complainant  access  to  the  marketplace  (due  to  AT&T's  failure  to 
comply  witli  the  tariffs)  on  the  basis  of  the  above,  unlawful. 

(b)  Defendants  have  failed  to  comply  with  the  specific  requirement  under 
the  law  (Tariff  #263)  that  the  telephone  company  shall  furnish,  install  and 
maintain  a  connecting  arrangement.  And.  that  Defendants  have  been  advised 
previously,  by  The  Federal  Communications  Commission,  that  such  actions  or 
failure  to  act  may  result  in  forfeiture. 

2.  Rice  Internationa]  denies  that  the  subject  matter  involves  equipment  to  be 
used  predominantly  in  intrastate  and  exchange  service.  Furthermore,  much  of 
the  present  body  of  tariffs  and  i-egulations  in  The  State  of  Florida,  is  patterned 
.Tfter  the  associated  tariffs,  on  file  with  the  FCC.  It  has  been,  and  continues  to 
be.  the  intent  of  Rice  to  market  its  products  on  a  world  wide  liasis.  national 
nnd  international,  as  evidenced,  in  part,  by  the  Patents  presently  held  by  Rice, 
in  many  foreign  countries,  and  by  its  advertisements  in  national  publications. 
Furthermore,  procedures  on  the  State  and  Federal  level  are  not  mutually  ex- 
clusive and  Rice  anticipates  that  much  of  its  formal  argument  shall  be  con- 
tingent upon  FCC  postures,  positions  and  rulings.  Finally.  Federal  regulations 
of  the  type  involved,  are  preniptive  of  conflicting  State  regulations  as  suggested 
recently  by  the  Federal  .Tustice  Department.  And.  it  is  fully  within  the  Con- 
stitutional rights  of  Rice  International  to  pursue  these  matters  in  both  Federal 
and  State  level  forums  coincidently. 
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3.  Statements  of  policy  which  are  at  variance  with  performance,  and  the 
existing  tariffs,  are  immaterial  and  irrelevant.  The  present  tariffs  place  the 
burden  of  provision  of.  a  suitable  connecting  arrangement  squarely  upon  the 
shoulders  of  the  telephone  company.  The  manufacturer  has  not  been,  and  is 
not  presently,  constrained  by  these  tariffs,  to  the  role  which  sol-called  "policy" 
statements  aver.  This  issue  has  been  clearly  stated  by  the  FCC,  that  is :  the 
"tariff  language  and  offering  is  at  variance  with  the  practice."  Failure  to  attain 
compliance  with  the  tariff,  within  a  reasonable  interval  of  time,  constitutes 
flagrant  disregard  for,  and  violation  of,  the  law,  and  should  reasonably  result 
in  forfeiture,  as  proposed  by  the  FCC.  The  FCC  has,  upon  the  knowledge  and 
belief  of  Rice  International,  numerous  complaints  as  to  the  difficulty  of  obtain- 
ing connecting  arrangements,  attaining  compatibility  with  connecting  arrange- 
ments and  excessive  tariff  and  installation  charges  of  connecting  arrangements. 
It  has  been  estimated  recently  that  the  number  of  illegal  devices  presently  in 
use,  exceeds  6,000,000  devices  which,  when  coutrastd  with  200,000  additional 
devices  which  allegedly  employ  interface  devices,  shows  that  less  than  3.25%  of 
the  devices  presently  in  use  are  "harmless".  It  is  not  the  intent  of  Ric  Interna- 
tional to  champion  the  illegal  device  market  but,  rather  to  indicate  that  claims 
and  allegations  that  the  telephone  network  will  be  destroyed  or  irreparably 
damaged  by  uncontrolled  interconnection,  must  be  viewed  critically.  Certainly, 
the  network  and  its  personnel  are  valuable  assets  and  must  be  protected  from 
harm.  But,  so  must  those  who  would  act  in  compliance  with  the  law  and  in  a 
generally  responsible  manner,  be  held  from  "harm". 

4.  As  stated  previously  by  Rice  International,  adherence  or  lack  thereof,  to 
policies  which  are  at  variance  with,  or  in  conflict  with,  tariffs  on  file  with  The 
Federal  Communications  Commission  are  immaterial  and  irrelevant  to  these 
proceedings.  The  tariff  specifically  states  that  the  telephone  company  is  to  fur- 
nish, install  and  maintain.  Defendants  continue  to  allege  that  they  have  fully 
adhered  to  "this  policy  of  co-operation",  in  their  dealings  with  Complainant. 
They  allege  having  acted  in  "good  faith".  Paradoxically,  however,  after  almost 
three  years  of  correspondence,  special  conferences  with  engineering  and  techni- 
cal staff,  submission  of  technical  data.  viz.  schematics,  drawings,  descriptions, 
etc.,  repeated  informal  appeals  to  the  FCC  for  assistance,  (which  were  in  turn 
conveyed  to  AT&T)  discussions  by  telephone,  the  mails  and  face-to-face  confron- 
tations, etc..  the  world's  largest  corporation,  backed  by  what  is  perhaps  the  most 
sophisticated  and  well  equipped  laboratory  complex  and  staff,  in  the  world, 
finds  that  it  is  unable  to  determine  "whether  the  use  of  additional  options,  etc., 
etc.,  might  eliminate  the  incompatibility  .  .  ."  This  same  giant  makes  continued 
referral  to  supposed  obligations  on  the  pnrt  of  tlie  manufacturer  to,  if  necessary, 
modify  his  circuitry  to  achieve  compatibility.  That  any  entity,  be  it  corporate 
or  otherwise,  could  have  the  temerity  to  conclude  with  the  statement  that  "they 
are  now,  as  in  the  past,  prepared  to  make  every  reasonable  effort  to  co-operate 
with  the  Complainant  in  arriving  at  a  connecting  arrangement  suitable  for  use 
with  Complainant's  Multi-Phone",  is  completely  beyond  the  understanding  and 
belief  of  Rice.  Tt  is  further  alleged,  that  among  honorable  men,  such  m.ay  not 
rea'^onably  be  termed  congruous  with  "good  faith". 

.5.  Rice  International  alleges  that  in  view  of  the  tariff  requirement  that  the 
telephone  company  furnish,  install  and  maintain  a  connecting  arrangement  (and 
Rice  finds  no  mention  of  the  STP  in  tlie  tariffs)  that  all  allegations  as  to  de- 
velonnient  time,  availability,  etc.  are  immaterial  and  irrelevant  to  these  pro- 
ceedinsrs.  The  tariff  does  not  state  the  requirements,  siipra,  in  the  conditional, 
but  rather,  in  th^  imperative.  Rice  appreciates  that  a  finite  period  of  time  is 
required  for  the  development  and  perfection  of  such  circuitry,  but,  submits  that 
the  tariff  as  quoted  supra,  has  been  in  existence  since  1969  and.  that  the  Com- 
plainants may  not  reasonably  be  constrained  from  the  marketplace  for  a  period 
of  some  three  years,  simply  because  a  "transparent-box"  (i.e.,  an  interface  de- 
vice which  has  the  same  elpctrfcal  characteristics,  specifications  and  capabilities 
of  the  telephone  company  lines,  with  which  it  is  employed  so  that,  for  all  intents 
and  purposes,  it  admits  transparent  access  to  the  telephone  company  lines)  was 
#69.  diJO.  or  ifTi  in  the  telephopp  company's  li«t  of  pnorities  and.  is.  nt  the 
very  least  unreasonable,  unin^t  and  therefore,  at  variance  with  the  tariffs  and 
the  Communications  Act  of  19.V.  Furthermore,  the  lanfua.frp  of  the  tariff  em- 
plovs  the  generic  term,  "connecting  arrangement",  which  does  not  reasonably 
infpr  that  an  interface  device  is  mandatory  in  tho«e  instances  in  which  serious 
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potential  harm  is  absent.  It  is  significant  that  one  alleged  "standard  option" 
provided,  was  a  24- volt  battery,  siiite  24-volt  battery  is  not  standard  in  the 
exchanges  in  which  this  device  is  to  operate,  or  was  intially  installed.  Rice  In- 
ternational alleges  that  appearances  as  to  compatibility  or  incompatibility  are 
immaterial  and  irrelevant.  Southern  Bell  representatives  stated  specifically  that 
the  STP  was  incompatible  with  the  MuUi-1'hone.  Allegations  as  to  lack  of  ac- 
cess are  vacuous  and  have  been  treated  in  Section  I  (6),  Rice  International 
provided  those  data  and  informations  as  were  requested,  as  stated  previously 
in  Section  I  (8).  Section  1.730.  of  the  Rules  and  Regulations  states,  in  part, 
"Collateral  or  immaterial  issues  shall  be  avoided  and  every  effort  made  to 
narrow  the  issues".  To  the  extent  that  such  allegations,  as  to  incidental  signals, 
etc.,  may  be  allowed,  Rice  International  alleges,  whether  or  not  certain  signals 
are  incidently  present  in  the  network,  they  are  none-the-less  present  and,  it  could, 
perhaps  be  alleged  that  failure  to  utilize  all  characteristics  and  properties  of 
the  telephone  company  lines,  to  the  fullest  extent,  could  properly  be  interpreted 
as  failure  to  comply  with  the  spirit,  if  not  the  letter,  of  The  Communications 
Act  of  1934.  Where  signals  are  not  generated  in  the  central  office,  optional 
features  of  the  Multi-Phone  will  effect  disconnect  of  the  appropriate  telephone 
lines.  The  allegation,  if  it  may  properly  be  deemed  as  such,  is  indeed  a  curious 
one  when  contrasted  with  the  characteristics  of  many  of  the  devices,  interfaces, 
connecting  arrangements,  etc..  of  the  telephone  company,  which  may  be  readily 
placed  in  a  state  in  which  line  siezure  is  not  terminated  without  intervention 
on  the  part  of  either  the  central  office  or  the  customer.  For  example,  the  most 
trivial  ca.se  occurs  when  the  standard  telephone  handset  is  not  properly  returned 
to  the  instrument  to  effect  the  hookswitch  4'off"  state.  A  plethora  of  similar 
instances  may  be  provided  upon  necessity  or  request.  It  is  alleged  that  this  en- 
tire section  of  the  Affirmative  Defenses  should  properly  be  struck  as  immaterial, 
irrelevant  and  incompetent. 

6.  Tlie  phrase,  "connecting  arrangements",  is  properly  a  generic  one  which 
refers  to  those  devices  known  specifically  as  interface  devices  as  well  as  four- 
prong  plug  jacks,  amphenol-type  connectors,  etc.  Thus,  the  tariff  does  not  spe- 
cifically require  that  an  interface  be  furnished,  installed  and  maintained.  But 
rather,  a  connecting  arrangement.  It  should  be  noted  that  by  virtue  of  the  exist- 
ence of  an  alleged  70  "connecting  arrangements",  presumably  not  all  identical, 
it  is  clear  that  the  telephone  company  has  seen  fit  to  determine  the  nature  of 
the  connecting  arrangement  in  any  given  instance.  As  to  the  phrase,  "potential 
harm",  and/or  equivalently  "potential  for  harm".  Rice  International  alleges 
that  the  telephone  company  has  the  right  and  obligation  to  protect  its  network 
and  its  personnel,  from  harm,  to  the  extent  that  such  protection  does  not  occur 
to  a  degree  and  extent  which  reasonably  constitutes  "over-protection",  to  be 
suniioited  financially  by  the  public  and,  at  a  loss  of  service  to  same.  It  is  in- 
sufficient, inapposite  and  inexpedient  to  couch  regulatory  rules  and  regulations 
in  terms  of  phrases  of  such  nebulocity,  as  "potential  harm"  and  "potential  for 
harm".  If  logical  consistency  and  content  is  to  be  attained,  emphasis  must  be 
placed  upon  the  probability,  degree  and  extent  of  harm,  in  concert  with  judicious 
appraisal  of  the  relative  significance  with  regard  to  expense,  reliability,  service, 
pultlic  interest,  etc.  Rice  Tntprnational  cannot  respond  to  "understanding"  which 
is  without  basis  in  fact,  with  regard  to  the  Multi-Phone  and  voice  amplification. 
As  for  network  control  sisrnaling.  Rice  International  states  that  the  Multi-Phone 
is  basically  a  standard  telephone,  equivalent  electrically  and  mechanically  to 
specific  Western  Electric  instrumen^s.  And.  to  the  extent  that  Western  Electric 
instruments  constitute  serious  harm  to  the  network  and  its  personnel,  so  also 
may  the  Mnlti-Phone  constitute  harm.  As  to  external  power,  and  the  potential 
for  harm.  Rice  .nlleges  that  such  Multi-Phones  as  are  eouipped  with  optional 
supervisory  lights,  for  determinins'  line  status  and  that  this  constitutes  no 
more  harm  than  the  Princess  telephones,  key  telephones,  etc..  all  of  which  are 
externally  powered.  It  is  indeed  fortunate  that  such  extensive  concern  for  the 
networks  and  personnel  dops  not  extend  uniformly  throughout  all  asnects  of 
Amercian  life,  since  such  arguments  as  herein  presented  by  the  Defendants 
wouM  lead  inexorably  to  prohibition  of  everything  of  an  electricnl  nature,  in 
the  borne  and  place  of  business,  except  for  the  telephone  servicp  which,  at  that 
poin*-  would.  it«elf.  be  of  ouestionablp  value. 

7.  It  ha«  been  said  of  the  Defendants  that,  "they  have  a  habit  of  trp'^nas«ing 
on  eternity".   The   Complainant   alleges  that  It  has  been   brought  to   the  full 
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realization  that  its  corporate  lifetime  may  well,  as  a  result  of  the  telephone 
company's  "good  faith"  activities  and  practices,  be  significantly  more  finite  than 
had  ever  been  conceived.  In  point  of  fact.  Rice  International  can,  at  this  junc- 
ture, discern  no  significant  difference  in  its  present  status  from  that  of  some 
three  years  ago.  Then  as  now.  Tariff  #263  stated  that,  "The  Telephone  Com- 
pany shall  furnish,  install  and  maintain  a  connecting  arrangement".  Then  as 
now.  Rice  International  had  products  suitable  for  marketing  in  the  Telecom- 
munications industry.  Then  as  now.  Rice  International  believed  that,  as  hon- 
orable men  in  business,  that  full  compliance  with  the  stated  tariffs  was  of 
paramount  importance.  Then  as  n(jw.  Rice  International  stood  by  helplessly  as 
it  saw  its  corporate  financial  resources  dwindling,  with  day  after  day  passing 
with  no  income  from  sales.  Then  as  now.  Rice  International  made  appeal  after 
appeal  to  the  telephone  company  for  compliance  with  the  tariffs,  while  competi- 
tors encourage  their  customers  to  connect  illegally  to  the  networks,  without 
regard  for  the  network  integrity  or  safety  of  the  Defendants  personnel.  Then 
as  now.  Rice  International  believed  that  the  preservation  of  the  System,  meant 
working  witliin  the  System,  to  the  welfare  of  all.  Then  as  now.  Rice  Interna- 
tional attempted  to  continually  improve  their  evergrowing  line  of  products  in 
eager  anticipation  of  the  day  on  which  Rice  could  say.  honorably  and  forth- 
rightly,  that  its  products  were  the  finest  available  anywhere  and.  that  the 
consumer  could  confidently  and  readily  connect  them  anywhere  within  the  Bell 
area.  Then  af?  now.  the  Telephone  Company  assured  Rice  International  that 
they  were  not  unwilling  or  unalile  to  provide  a  suitable  connecting  arrangement 
and.  then,  as  now,  no  such  connecting  arrangment  has  come  forth. 

Wherefore,  it  is  respectfully  re,(iuested  that  Rice's  original  complaint  not  be 
dismissed  and  that  the  Commission  not  defer  taking  action  on  this  COMPLAINT 
and  REPLY. 


Respectfully  submitted. 


October  20th,  1973. 


Rice  Intioknatioxal  Cokp., 
By  :  Charles  F.  Rice,  Pre-'^idcut. 
By  :  Fritz  Gibsox,  Jr.,  Chairnwn. 
By  :  E.  H.  Ci^RRiE.r/cc  President 

1260  y.W.  57th  Avenue. 

Miami.  Florida  33126. 
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1919  "M"  Street, 
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Post  Office  Box  2211. 
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By  :  Fritz  Gibson,  ,Tr.. 
Clinirmfin  of  the  Board  of  Directors^. 

Pice  Tntrrnational  Corp.. 
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[Exot-rpt  From  Tvllpcoiiimiinicntiuiis  Ucpofts.   Vol.  XS.  No.  20.  .Tnl.v  'A.   1072] 
AT^T    I'UAc  Tu  i;s    in     ("on.nkc  tiox     wiiii     Fruxisiiixti    Cox.nkctixg    Auua.nge- 

MENT8    AKi:    I.N     CoNll.K  T     WITH    T.VUU  K.     FCC     lllKKAr     SAVS    IX     RK.CO.M  M  KND- 
IXG    ClIAXGF.S 

Tlie  practices  and  ))()lkies  of  tlie  Auiericau  Teleyhoue  &  Telelirapli  Co.  in 
lurnishiii.s;  connecting  arranjiements  for  cu.slomer-provicled  equipment  are  at 
ViU-iance  witli  its  tariff  lanjiuase  on  the  subject,  the  Federal  Communications 
Commission's  Common  Carrier  Bureau  lias  stated,  in  suggesting  tariff  changes. 

!f  Tiie  present  tariff  ianguage  is  construed  in  favor  of  the  customer,  the 
liureau  said,  it  states  that  "the  telephone  company  will  provide  a  network  con- 
trol signaling  unit  and  connecting  arrangement  for  any  item  of  customer-pro- 
vided eiiuipment.  The  tariff  does  not  state  that  connecting  arrangements  are 
available  <>nly  for  customer-provided  equipment  whicli  was  either  designed  in 
accordance  witli  your  tecluiical  references  or  for  which  tlie  manufacturer  has 
cooperated  with  (AT&T)  in  the  development  of  a  new  standard  arrangement." 

The  bureau  emphasized  that  it  did  not  wish  to  imply  it  had  concluded  that 
the  company  should  make  the  offering  implied  by  the  tariff  language.  It  t^ug- 
gested.  as  a  result,  that  AT&T  "may  wish  to  consider  modification  in  your 
tariff  langu;i.ge  which  set  forth  the  limitations  which  you  believe  might  ]>e 
reasoiia))le  on  your  obli.gation  to  provide  a  connecting  arrangement." 

Since  tlie  practice  is  in  "direct  conflict"  with  the  offering,  the  bureau  said, 
it  ni;\v  recommend  forfeitures  in  any  complaint  where  it  is  established  that 
IJie  teUphone  company  was  unable  or  unwilling  to  provide  connecting  arrange- 
ments or  net\^■ork  contrf)!  signaling  units,  "until  tin-  two  are  brought  into 
concert."  — End — 

SouTHEK^^  Bell, 

i\[nrcli    IS,   1911,. 
Ml!.  Chari.es  F.  Rice. 

li'irr   Iiit(  rudHdiiiil  ('oil). 
.Miami,   rid. 

Dear  Mi;.  Rice:  This  is  to  confirm  our  conversation  of  Friday.  March  l."i, 
11)74.  in  v.iiicli  you  a.greed  to  our  request  for  a  joint  inspection  of  the  Multi- 
I'lioiie  to  facilitate  testing  of  its  compatibility  with  the  existing  interface 
devices. 

We  appreciate  your  willingness  to  permit  and  participate  in  an  examination 
of  tlie  3Ialti-l'hone  which  will  .serve  not  only  to  coordinate  the  orderly  and 
sensible  preseutati<m  of  evidence  in  this  case,  but  mi.ght  also  limit  the  matter 
ultimately  to  be  considered  herein  and  facilitate  a  resolution  of  the  differences. 

It  should  be  expres.sly  understood  that  in  offering  a  conduct  such  testing 
J^outhern  Bell  is  not  proposing  to  relieve  Rit-e  International  Corporation  of  its 
responsil)ility  of  devising  a  Multi-PIione  which  is  operational  with  our  tele- 
communications network. 

In  the  interest  of  expediting  this  matter  without  further  delay  we  have 
asked  the  Florida  Puldic  Service  Commission  Engineer  most  familiar  with  this 
case  to  participate  in  this  iu-spection.  Since  the  Commission  Engineer,  Mr. 
Clayton  Moore,  will  be  available  on  Thursday,  March  23.  1974,  we  have  ar- 
ranged for  AT&T  and  Bell  Telephone  Laboratory  personnel  to  be  in  Miami  at 
the  same  time.  In  addition  to  myself,  the  following  people  will  be  at  your 
office  on  Thursday,  March  23,  1974,  at  10  :30  AM,  for  the  joint  inspection :  " 

;Mr.  Clayton  ISIoore,  Fla.  Public  Service  Commission. 

:^Ir.  W.  L.  Coe,  AT&T. 

Mr.  R.  E.  Barbato.  Bell  Telephone  Laboratory 

Mr.  J.  T.  Lightle,  Southern  Bell  Telephone  Company. 

Mr.  Wendell  Ford,  Southern  Bell  Telephone  Company. 

Your  cooperation  in  this  matter  is  greatly  appreciated,   and  we  shall   look 
forward  to  seeing  you  on  Thursday. 
Yours  very  truly, 

B.  D.  Williams, 
District  Marketing  Manager. 
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Rice  International  Corp., 
Miami,  Fla..  March  29,  1974. 
Mr.  B.  D.  Williams, 
District  Marketing  Manager, 
Southern  Bell. 
Coral  Gables.  Fla. 

Dear  Mr.  Williams  :  Regarding  your  letter  of  March  18th,  1974  and  our 
subsequent  meeting  on  Thursday,  March  21st.  1974.  Rice  International  Corpora- 
tion is  forthwith  complying  with  Mr.  .1.  T.  Lightle's  request  to  state  our 
objections  to  the  STP  interface  device:  (1)  Telephone  service  is  completely 
lost  in  the  event  of  a  power  failure,  (power  failures  are  fairly  common  in 
South  Florida)  (2)  The  STP  isolates  us  from  other  section  and  terminal 
equipment  in  use  by  us  in  our  offices,  (the  same  would  hold  true  with  any 
other  subscriber  using  the  MULTI-PHONE  behind  an  STP.)  (3)  The  STP 
may  protect  your  network  but  negates  the  responsibility  of  the  telephone 
company  to  "protect"  the  subscriber  by  providing  him  with  an  interface  device 
which  is  truly  "transparent". 

We  were  pleased  that  Southern  Bell  instituted  this  March  21st  meeting  to 
attempt  to  make  the  STP  compatible  with  the  Rice  MULTI-PHONE.  And, 
we  appreciate  the  presence  of : 

Mr.  Clayton  Moore,  the  State  of  Florida  PSC. 
Mr.  W.  L.  Coe.  AT&T.  New  York. 
Mr.  R.  E.  Barbato.  Bell  Labs. 
Mr.  J.  T.  Lightly,  Southern  Bell.  Miami. 
Mr.  Wendall  Ford.  Southern  Bell.  Miami  and,  yourself. 
Your   newly   found    spirit    of   co-operation   is   appreciated   but,    the    STP   as 
we  know  it  at  this  writing,  is  still  inoperable  and  still  essentially  the  same 
as  when  installed  originally  in  Jime  of  1973. 

We  understand  that  it  is  Bell's  intention  to  install  a  unit  with  the  STP 
to  permit  the  20  cycle  ringer  modification.  Rice  International  is  at  a  loss, 
however,  to  understand  why  Bell  chose  to  install  the  STP  originall.v,  with 
options  which  are  not  standard  in  Southern  Bell's  area  .  .  .  namely,  the  30 
cycle  ringing  current  and  24  volt  local  battery. 

We  do  believe  that  we  understand  Western  Electric's  purcha.se  order  for 
our  .')-line  Multi-Phone  and  Bell's  sudden  renewed  interest  .  .  .  could  it  be 
because  of  the  now  postponed   (April  1st)  hearing  before  the  Florida  PSC? 

In  summary.  Rice  International  finds,  that  as  of  this  date,  it's  plight  is  as 
follows : 

fa)  Rice  International  was  not  advised  of  Southern  Bell's  intentions  or 
jictivities  in  behalf  of  Rice  International  covering  the  period  July  5th,  1973 
thru  March  21st.  1974.  even  though  your  tariff  states  that  the  telephone 
company  shall  "furnish  and  maintain"  a  connecting  arrangement. 

(b)  The  STP  interface,  installed  in  our  offices  in  June  of  1973,  existed  in 
the  inoperable  state  in  which  it  was  installed  from  June  of  '73  to  IVIarch  of 
'74. 

(c)  To  obtain  even  partial  compatibility  additional  components  were  re- 
quired to  effect  a  modification  of  the  plug-in  circuit  cards  and  additional  ap- 
paratus connected. 

(d)  The  STP  interface  is  presently  inoperable  with  the  Rice  MULTI- 
PHONE  as  of  this  date  ...  as  it  has  been  since  June,  1973. 

I  hope  that  this  complys  with  Mr.  Lightly's  request ! 
Thank  you. 

Very  truly, 

Charles  F.  Rice,  President. 
American  Telephone  and  Telegraph  Co.. 

New  York,  N.Y.,  July  16,  197 4. 
Mr.  Charles  F.  Rice, 
President, 

Rice  International  Corp. 
Miami,  Fla. 

Dear  Mr.  Rice  :  For  the  record.  I  would  like  to  reply  to  your  letter  dated 
March  29,  1974  to  Mr.  B.  D.  Williams  and  hopefully  clear  up  some  of  the 
misconceptions  stated  and  clarify  information  furnished  to  you  at  that  time. 
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In  acUlitinn,  I  would  like  to  furnish  to  you  a  report  of  the  conclusions  reached 
in  the  May  9.  1974  visit  to  your  premises  by  Messrs.  B.  D.  Williams,  L.  D. 
Speranza  and  D.  Driscoll  of  Southern  Bell  and  Mr.  R.  E.  Barbato  of  Bell 
Telephone  Laboratories.  It  is  my  understanding  that  tests  leading  to  these 
eonclu.sinns  were  witnessed  by  you :  Dr.  Currie.  your  Chief  Engineer :  and  Mr. 
Mucp.  your  accountant.  I  will  respond  to  your  March  29.  1974  letter  and 
attempt  to  provide  information  in  the  same  sequence  in  which  it  was  presented. 

(1)  Page  1  item  1  Telephone  service  is  completely  lost  in  the  event  of  a 
power  failure. 

Anxw r.  The  amount  of  power  required  for  terminal  devices,  including  pro- 
tective connecting  arrangements,  preclude  powering  them  from  line  current. 
Since  the  alternative  is  to  provide  a  local  power  source,  generally  rectifiers 
or  power  units,  the  Bell  System  offers  to  customers  a  choice  of  four  arrange- 
ments to  assure  continuity  of  service  during  outages  of  commercial  power 
service.  These  arrangements  are  described  in  a  Technical  Notice — PUB  42607 
(cnpy  attached)  and  are  listed  below: 

A.  The  Telephone  Company  will  install  a  reserve  battery  supply  that  will 
supply  the  necessary  DC  current  to  operate  the  connecting  arrangements  at 
all  times. 

B.  Connecting  Arrangements  PFB  transfers  a  line  from  the  connecting  ar- 
rangement to  a  Telephone  Company-provided  telephone  set  during  power 
failures  and  automatically  returns  the  line  to  its  normal  condition  when  com- 
mercial power  is  restored. 

C.  Connecting  Arrangement  PFC  transfers  a  line  from  the  connecting  ar- 
rangement to  a  Telephone  Company-provided  telephone  set  during  power 
failures.  "When  commercial  power  is  restored,  the  line  will  not  be  transferred 
liack  to  its  normal  termination  if  a  call  is  in  progress  until  the  user  has  com- 
pleted his  conversation  and  goes  on-hook. 

D.  Connecting  Arrangement  VCP  permits  the  customer  to  supply  his  own 
battery  supply  to  power  the  connecting  arrangements.  He  may  furnish  either 
24  or  48  volt  DC  at  his  option.  Voice  Connecting  Arrangements  C2ACP, 
C2AKS  and  STP.  in  addition  to  those  listed  in  PT^B  42607.  can  be  installed 
with  any  of  the  altove  arrangements.  An  additional  charge  is  applied  for  the 
.'Crvices  listed  in  A  through  D. 

(2)  The  STP  isolates  us  from  other  station  and  terminal  equipment  in  use 
by  us  in  our  offices. 

Answer.  It  is  not  practical  in  most  cases  to  mix  customer-provided  key  tele- 
phone systems,  such  as  the  Multi-Phone,  and  Telephone  Company-provided 
key  telephone  systems  on  the  same  line  due  to  signalling,  supervisory  and 
transmission  considerations  as  well  as  an  almost  impossible  task  of  defining 
maintenance  responsibility  in  cases  of  trouble.  I  might  add  that  lack  of  a 
maintenance  organization  liy  the  supplier  of  the  customer-provided  equipment 
greatly  compounds  the  maintenance  problem.  For  the  reasons  stated,  it  is  Bell 
System  policy  not  to  connect  Bell  System  key  telephone  systems  and  customer- 
provided  key  telephone  systems  to  the  same  line  unless  the  customer  under- 
stands these  limitations. 

(3)  The  STP  may  protect  your  network  but  negates  the  responsibility  of 
the  telephone  company  to  "protect"  the  subscriber  by  providing  him  with  an 
interface  device  which  is  truly  "transparent". 

Answer.  Neither  the  Bell  System  nor  other  communications  experts  have 
yet  been  able  to  design  a  truly  "transparent"  interface  device  that  would 
protect  both  the  subscriber  and  the  network.  To  my  knowledge,  the  respon- 
sibility you  refer  to  is  not  delegated  to  the  Bell  System  by  any  regulatory 
body  but  I  must  admit  we  have  devoted  a  lot  of  time,  talent  and  money  in 
search  of  such  an  elusive  device. 

Page  1.  Para.  2  The  March  21st  nieeting  was  not  instituted  to  make  the 
STP  compatible  with  the  Rice  INIulti-Phone.  On  the  contrary  it  w^as  instituted 
to  see  if  a  determination  could  be  made  of  why  the  Rice  Multi-Phone,  which 
supposedly  had  an  equivalent  ringer  to  the  Bell  System  .500-type  telephone  set, 
does  not  work  with  STP  when  several  thousand  STPs  were  already  providing 
trouble  free  operation  in   similar  installations. 

Page  1.  Para.  3  As  demonstrated  at  our  meeting  on  IMarch  21st.  by  connect- 
ing Bell  System  .'00-type  telephone  sets  to  the  STP  Connecting  Arrangements 
installed  in  your  office,  they  performed  flawlessly  all  of  their  intended  functions. 
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Pncif  I.  Pani.  5  24  volt  l>attery  aiifl  30  Hertz  ringing-  are  standard  for  power 
units  installed  on  tlie  cnstomers'  ]treniises  hy  Southern  Bell  and  throughout 
the  Bell  System.  Many  independent  telephone  companies  also  use  the  same 
standard.  20  Flertz  ringing  supplies  were  discontinued  several  years  ago  for 
reasons  of  economy.  A  power  supply  which  is  no  longer  manufactured  had  to 
he  ohtaiued  for  the  <-ests  made  at  your  premises. 

Par/e  2(n)  In  the  period  cited,  i.e..  July  .".  1973  through  March  21.  1974. 
several  exchanges  of  correspondence  took  place  hetween  Southern  Bell  and 
various  Rice  Tn^ernat^on•^^  Personnel.  AT&T  Company  and  Rice  International, 
as  well  as  correspondence  hetween  Southern  Bell  and  the  Florida  Puhlic  Serv- 
ice Commission. 

Pftfjr  2(h)      See  comments  to  your  Page  1   Para.  3. 

Pfifjc  2fc)  As  you  know,  the  additional  resistance  added  to  desensitize  the 
trip  circuit  made  ah-^olutely  no  difference  in  the  operation  of  STP  with  the 
Ric"  :Multi-Phone.  (The  tripping  prohlem  will  lie  covered  in  greater  detail  in 
the  report  of  the  ]\Iay  9,   1974  meeting.) 

Page  2((1)     See  report  of  May  9  meeting. 

INI  AY  9.  1974  jNIeeting 

The  following  is  a   description  of  tests  made,  the  methods  and  instruments 
used  in  making  the  tests,  test  results  aiid  conclusions  reached  as  a   result  of 
the  tests  performed  on  May  9.  1974  and  at  various  other  times: 
Test  instruments  used   included  the  following : 
Tektronix  O.scilloscope 
Simpson  Mnlti-^IetMv 

Western  Electric  6F  Noise  Measuring  Set 
Western  Electric  1013A   Hand   Set 
The  following  is  a    verhatim  copy  of  the   report  suhmitted  to  me  and  has 
not  heen  altered  editorially  or  otherwise: 

T^tilizing  the  oscilloscope.  fiF  Noise  Measuring  Set  and  other  equipment,  the 
followins:  information  was  monitored,  ohserved  and  recorded: 

The  Rice  Multi-Phone  (presumahly  the  set  tested  previously  on  April  30. 
1974)  was  connected  to  thp  STP  arrangement  to  determine  the  cause  of  the 
pre-trip  urohlem.  I>ater  model  sets  as  requests  in  the  previous  meeting,  were 
not  proffered,  at  this  time. 

During  our  test  phases,  the  following  information  was  obtained: 

1.  We  ovip-inated  a  call  to  the  first  line  of  the  Rice  Multi-Phone  through  the. 
STP.  The  ringing  was  tripping  prematurely.  We  then  determined  an  off-hook 
condition  was  present  without  the  hand  set  being  off  the  cradle.  This  condition 
was  substnntinted  as  follows: 

A.  Bv  making  measurements  with  the  oscilloscope  on  the  STP  it  showed  this 
off-hook  condition. 

B.  The  number  was  again  re-dialed  from  a  sepai-ate  facility  with  the  called 
line  indicating  a  busy  condition. 

2.  The  oscilloscope  was  then  placed  on  the  second  line,  and  this  was  observed: 
We  originated  another  call  to  the  first  line.  The  observance  on  the  oscilloscope 

showed  cross  over  of  ringing  voltage  from  the  first  line  to  the  second  line  in 
the  magnitude  of  approximately  18  volt  peak-to-peak,  20  Hz. 

Simultaneously,  another  observance  on  the  oscilloscope,  as  stated  above,  the 
caller  could  detect  distortion  in  the  ringing  sitrnal. 

3.  In  a  test  of  the  output  to  the  STP  utilizing  the  oscilloscope,  it  was  de- 
termined the  ringing  voltase  from  the  STP  to  the  Rice  Multi-Phone  was  2-~0 
volt  peak-to-peak,   20  Hz. 

4.  A.  When  an  incoming  call  on  the  first  line  and  the  oscilloscope  connected 
between  lead  CR  on  the  STP  and  ground  of  the  second  line.  10  volt  peak-to- 
peak.   20  Hz   was   observed. 

B.  Tender  the  same  coTiditions  as  in  "A",  the  oscilloscope  was  connected  to 
lead  CT  and  ground  of  the  second  line.  16  volt  peak-to-peak.  20  Hz  was  observed. 

Steps  4A  and  4B  further  substantiated  that  spill-over  of  ringing  current 
existed  from  the  first  line  to  the  second  line. 

T).  A  call  was  established  on  the  second  line  from  Rice  International  to  the 
West  Miami  Plant  office  using  the  second  line  of  the  rotary.  We  then  re- 
quested that  the  West  Miami  Plant  office  originate  a  call  to  the  first  line  of 
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the  rotary.  With  the  oscilloscope  connected  across  the  second  line  it  was 
observed  "  that  a  spill-over  of  ringing  volt  of  approximately  18  volt  peak-to- 
peak,  20  Hz  was  present.  The  conversation  in  progress  on  the  second  line  was 
disturbed  by  the  20  Hz  signal  on  the  second  line;  to  such  an  extent  that  it 
interfered  with  the  voice  transmission. 

Identical  tests  were  conducted  with  the  Rice  Multi-Phone  hard  wired  to  the 
central  office  without  the  STP.  Similar  results  were  observed  but  to  a  lesser 
degree. 

6.  Under  the  same  conditions  stated  in  "5".  the  6F  noise  measuring  set  was 
substituted  for  the  oscilloscope  across  the  second  line.  This  measurement  in- 
dicated the  interfering  noise  level  on  the  second  line  was   approximately  50 

7.  In  reversing  the  procedure  to  monitor  the  first  line  with  the  equipment 
and  originate  call  on  the  second  line,  as  previously  described,  the  same  con- 
dition occurred. 

8  To  determine  whether  the  pre-trip  condition  was  caused  by  false  opera- 
tion of  the  rinsing  trip  circuit  in  tlie  STP  unit,  or  by  a  false  off-hook  signal 
from  the  Rice  Multi-Phone,  we  disabled  the  ring  trip  circuit  in  the  STP.  Under 
these  conditions,  the  only  way  ringing  can  be  tripped  would  be  with  an  off -hook 
signal  from  the  Rice  Multi-Phone  during  the  silent  interval  of  ringing.  An 
incoming  call  was  placed  to  line  one  with  the  ring  trip  circuit  disabled.  Pre- 
trip  did  occur.  The  observance  on  the  oscilloscope  again  showed  that  an  off- 
hook  signal  was  provided  by  Rice  Multi-Phone  without  the  hand  set  being 
removed  from  the  cradle.  During  the  tests  with  the  ring  trip  circuit  disabled, 
it  was  observed  that  at  the  end  of  a  ringing  cycle  a  transient  (voltage  spike) 
would  appear,  at  times,  across  the  CT  and  CR  leads  of  the  STP.  Further  tests 
showed  that  with  a  Southern  Bell  telephone  connected  to  the  STP,  the  spike 
existed,  and  it  was  not  detrimental  to  the  operation  of  the  Bell  System  phone. 
No  pre-tripping  occured  in  the  Bell  telephone. 

Indications  are  that  the  voltage  spike  was  being  generated  by  the  capacitive 
and  inductive  reactance  present  in  the  ringer.  With  the  Rice  Multi-Phone  con- 
nected in  a  similar  fashion,  the  identical  voltage  spike  was  observed,  but  in- 
dications were  that  the  transient  was  adversely  affecting  the  Rice  Multi-Phone. 

This  appeared  to  be  causing  a  false  off-hook  signal  from  the  Rice  Multi- 
Phone.  Without  a  ringer  connected  across  the  CT  and  CR  leads,  no  spikes  were 
present  at  the  end  of  any  ringing  cycle. 

9.  During  the  formal  tests,  as  stated  above,  it  was  apparent  that  the  Rice 
Multi-Phone  ringing  circuit  appeared  to  be  a  most  unusual  arrangement.  It 
was  obvious  that  the  bell  would  respond  to  incoming  calls  on  either  line.  Mr. 
Rice  contended  that  the  bell  is  associated  with  one  line  and  should  not  ring  on 
both  lines  as  was  being  experienced. 

Tests  also  indicated  that  polarity  of  the  lines  would  affect  the  ringing  status 
as  well.  With  one  line  or  the  other  disconnected,  the  bell  did  not  respond  at  all. 
By  connecting  one  half  of  the  second  line  to  the  CS  lead,  the  bell  would  respond 
to  either  line.  . 

As  these  tests  were  being  concluded.  Mr.  Rice  advised  the  instrument  being 
tested  was  his  earlier  set.  This  was  the  one  which  was  always  demonstrated  in 
previous  visits  and  utilized  in  all  testing  procedures.  Mr.  Rice  implied  the  set 
could  lie  damaged. 

Mr.  Rice  was  requested  to  provide  the  standard  production  model  of  which 
we  had  requested  in  our  April  .30,  1974  meeting.  T^p  to  this  point,  it  was  not 
made  available.  Mr.  Rice  offered  three  telephones,  supposedly  of  the  later 
vintage,  for  tests. 

In  testing  all  three  models,  we  were  unable,  at  anv  time,  to  eet  an  audible 
ringing  signal  on  either  line  on  any  of  the  three  telephones.  Even  though  the 
bell  did  not  respond,  no  pre-tripping  was  experienced.  At  this  time,  Mr.  Rice 
stated  these  telephones  probably  did  not  have  a  ringer  connected  to^  the  lines. 

No  effort  was  made  by  Rice  International  to  open  the  sets  and  verify  if  bells 
existed.  At  this  point,  it  was  obvious  the  three  last  last  sets  provided  were 
not  standard  production  models,  and  no  further  attempts  were  made  by  Rice 
International  to  provide  any  additional  sets.  It  was  determined  further  tests 
would  accomplish  no  purpose. 

At  this  point.  Mr.  Rice,  together  with  Dr.  Curry,  requested  time  to  re-evaluate 
their  equipment  and  position.  They  questioned  the  possibility  of  getting  to- 
gether at  a  future  date. 
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In  response,  Mr.  Williams  stated  that  when  production  models  were  avail- 
able for  tests,  we  would  consider  the  possibility  of  making  arrangements  for 
future  tests. 

In  conclusion,  the  opinion  was  reached  that  the  Rice  Multi-Phone's  that  were 
tested  are  not  acceptable  instruments  to  be  implemented  in  the  telephone 
industry. 

End 

I   support   the  above   conclusion   based   on   the   facts   submitted   and    would 
only  add  that  the  Bell  System  would  not  be  interested  in  standardizing  the 
device  in  question  for  general  use  in  the  Bell  System. 
Yours  truly, 

W.  L.  COE, 
Assistant  Engineering  Manager. 

Rice  International  Corp., 

Miami,  Fla.,  July  31,  1974. 
Mr.  W.  L.  Coe, 

Assistant  Engineering  Manager, 
A.T.  &  T., 
195  Broadxcay, 
New  York,  N.Y. 

Good  morning,  Mr.  Coe  .  .  .  and  thank  you  for  your  letter  of  July  16th,  1974. 
Mine,  unfortunately,  may  be  as  long  as  yours. 

I  will  respond  in  the  same  sequence  in  which  you  present  your  points : 

1.  I  assume  that  the  term,  "line  current"  refers  to  loop  current,  in  para- 
graph one,  of  our  Ans.  to  item  1. 

2.  Continuing  with  your  Ans.  paragraph :  We  do  have  a  communications 
problem  .  .  .  not  only  with  getting  our  equipment  to  work  with  yours,  but  also 
in  getting  you  to  understand  what  we  are  trying  to  say :  Telephone  service  is 
completely  lost  in  the  event  of  power  failure ! 

3.  Your  1)D:  I  can't  help  but  inquire  where  this  parade  of  hardware,  (Sup- 
plied by  the  Bell  System),  is  supposed  to  end;  1st,  it  was  interface  .  .  .  next 
an  auxilliary  power  suppl.v.  and  now,  you  are  apparently  suggesting  that  a  Bell 
telephone  also  be  obtained.  Where,  pray  tell,  does  the  power  come  from  for 
these  devices?  Since,  as  .vou  explicitly  stated,  "the  amount  of  power  required 
for  terminal  devices,  (including  protective  connecting  arrangements),  precludes 
powering  them  from  line  current"  ...  or,  is  it  loop  current? 

Setting  aside  the  obvious  question  as  to  where  a  customer  is  to  house  such 
an  impressive  array  of  paraphenalia,  the  cost  involved,  (as  pointed  out  by 
Southern  Bell),  would  be  prohibitive  .  .  .  and,  they  had  reference  to  auxilliary 
power  only ! 

Perhaps  the  most  incredible  propo.sal  of  all  in  your  1)D  is  that  you  seem 
to  be  seriousl.v  proposing  that  a  customer  provide  a  customer  owned  power 
supply,  for  your  telephone  equipment  after  AT&T's  contention  that  customer 
provided  power  supplies  to  be  used  in  conjunction  with  Bell  equipment  con- 
stitutes a  serious  hazard  to  Bell  equipment  and  personnel  .  .  .  not  to  mention 
the  additional  costs  and  inconveniences  to  the  customer. 

4.  Your  paragraph  2)  Ans.  Are  we  to  understand  that  after  four  years,  it  is 
impossible  for  AT&T  to  distinguish  between  the  Rice  Multi-Phone  and  key 
equipment?  Continuing  .  .  .  one  of  the  oldest  maxims  known  to  mankind  is  that 
of  "isolate  and  destroy"  .  .  .  there  could  be  no  simpler  diagnostic  approach 
than  to  have  the  customer  remove  from  the  lines,  any  customer  owned  equip- 
ment, to  allow  determination  and  isolation  of  the  area  of  difficulty.  Continuing 
...  we  could  do  well  to  confine  our  attention  to  the  issues  at  hand  and  avoid 
philisophical  questions  and  peripheral  statements  such  as  yours  regarding  cus- 
tomer provided  equipment  and  maintenance  organizations  ...  we  understand 
this  problem  and.  it  is  one  that  we  can  solve. 

5.  Your  paragraph  3)  Ans.  We  suggest  that  you  make  a  public  offering  of, 
say  $10,000.00,  to  the  first  communications  engineer  who  successfully  develops 
a  transparent  interface  since  your  people  can't  seem  to  handle  it.  Or,  better  yet, 
.lust  make  the  specifications  available.  If  one  were  to  accept  your  statement  as 
being  factual,  one  could  draw  no  other  conclusion  than  that  the  telephone  com- 
pany exhibits  a  grave  lack  of  technical  competence.  Seems  to  us  that  Rochester 
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Tel  has  the  problem  solved.  If  one  were  to  view  your  position  from  a  slightly- 
different  perspective,  one  might  well  conclude  that  what  is  lacking  in  this  in- 
stance is  motivation  and  not  technical  competence. 

6.  Your  page  3,  paragraph  1.  Your  statement  is  in  direct  contradiction  to 
fact.  The  fact  of  the  matter  is  that,  no  one,  either  your  personnel  or  that  of 
Southern  Bell,  has  made  a  determination  that  the  STP  was  functioning  in 
accordance  with  manufacturers  specifications;  furthermore,  had  such  a  deter- 
mination been  made,  it  would  have  served  no  purpose  to  modify  and  test  at 
the  March  21st,  1974  meeting. 

7.  Your  page  3,  paragraph  2.  The  statement,  "they  performed  flawlessly  all 
of  their  intended  functions."  is  indeed  a  puzzling  one  .  .  .  puzzling,  first  of  all, 
because  the  500  telephone  is  not  a  piece  of  key  equipment.  Key  equipment  is 
allegedly  the  type  of  customer  owned  equipment  that  the  STP  is  designed  to  in- 
terface "with.  Secondly,  the  ."iOO  type  of  set  is  the  least  sophisticated  of  all  yout 
station  apparatus.  Thirdly,  it  is  not  acceptal)le  in  the  20th  century  to  use  per- 
functory performance,  undocumented  by  rigorously  measured  data,  obtained  by 
calibrated  instrumentation  ...  to  make  explicit  statements  to  arrive  at  con- 
clusions based  soley  upon  a  casual  observer's  intuitive  impressions  which,  in 
this  case,  are  so  blatantly  self-serving. 

8.  Your  page  3,  paragraph  3.  The  point  is  that  24  volts  battery  and  30  cycle 
ringer  are  not  standard  within  the  Bell  System,  except  in  the  case  of  the  in- 
terface device.  Why  introduce  an  interface  device  of  even  the  slightest  trans- 
parency and  alter  the  customer  out-put  from  that  w-hich  he  would  otherwise 
experience  .  .  .  change  for  changes  sake? 

9.  Your  page  3,  paragraph  4.  Except  for  a  receipt,  acknowledging  delivery 
of  our  letter  to  Southern  Bell,  dated  July  6th  (and,  this  hardly  constitutes 
correspondence)  our  records  show  no  .  .  .  repeat  None  .  .  .  i.e.  zero  correspond- 
ence between  the  dates  specified  in  our  letter  of  March  29th.  Our  statement 
stands  as  expressed  as  of  that  date.  As  to  your  final  sentence:  Rice  Interna- 
tional has  no  information  as  to  the  nature,  extent  and  degree  of  correspondence 
between  Southern  Bell  and  the  Florida  Public  Service  Commission.  Although, 
one  would  assume  that  the  regulator  would  converse  with  the  regulatee.  And, 
quite  frankly,  we're  astounded  that  your  claim  of  correspondence  should  go 
unsubstantiated  .  .  .  the  best  refutation  on  your  part  would  have  been  to  pre- 
sent photo-copies  of  the  alleged  correspondence  .  .  .  unless  of  course,  it  did  not 
exist.  This  is  a  well  established  and  standard  procedure,  practised  by  all  pro- 
fessionals and  by  most  business  groups. 

It  is  interesting  to  note,  at  this  point,  that  the  first  three  pages  of  your 
letter  make  no  direct  refutation  to  the  statements  contained  in  our  letter  of 
March  29th. 

As  for  the  "description  of  tests  made"  (down  at  the  bottom  of  your  page  3) 
and  the  methods  and  instruments  used  in  making  these  tests  .  .  .  the  test  results 
and  conclusions  reached  by  you,  as  a  result  of  tests  performed  on  May  9th, 
1974,  and  (while  we're  at  it)  at  various  other  times.  Rice  International  states 
the  following: 

It  is  not  the  policy  of  Rice  International  to  concern  itself  with  specifics  of 
any  alleged  measurements  made  by  any  members  of  the  staff  of  AT&T  and/or 
the  Bell  System  with  regards  the  Rice  Multi-phone.  Such  measurements,  as 
alluded  to.  would  necessarily  have  to  be  made  by  highly  skilled  professional 
individuals,  with  advanced  formal  training,  at  an  accredited  institution  utiliz- 
ing recognized  testing  teclmiques  and  instrumentation,  under  stringently  con- 
trolled conditions.  And.  all  instrumentation  would  require  recent  validation, 
by  correlation  with  secondary  standards  traceable  to  primary  standards,  at 
the  National  Bureau  of  Standards.  Furthermore,  any  such  testing  and  test 
procedures  would  have  to  be  outlined  in  detail,  prior  to  the  actual  measure- 
ments and,  at  the  time  of  measurements,  proof  of  certification  of  all  test 
equipment  (as  outlined  above)  would  have  to  be  furnished  within  a  period  not 
to  exceed  one  week  of  comparison  to  a  secondary  standard. 

All  recorded  information  (i.e.  data)  would  have  to  be  witnessed  at  the 
time  of  measurement,  by  staff  members  of  Rice  International  Corporation  and, 
copies  of  same  would  have  to  remain  on  the  premises.  No  deviation  from  the 
written  report  and  test  procedure  would  be  permissible  unless  agreed  to  in 
writing,  by  both  parties.  Finally,  serial  numbers  of  all  test  equipment  would  be 
required   and  following  any   such    procedure,    all   test   equipment   would    then 
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have  to  be  recertified  by  correlation  with  secondary  standards,  making  similar 
measurements  under  similar  conditions  within  a  period  not  to  exceed  one  week. 

Therefore,  we  see  no  validity  to  be  assigned  to  any  quantitative  data  al- 
legedly gathered. 

It  should  be  noted,  by  all  concerned,  that  it  is  at  the  very  least  presumptious 
upon  the  part  of  Bell  and  AT&T  to  establish  testing  procedures  and  criterion, 
as  well  as  figures  of  merit,  for  an  industry  which  AT&T's  Chairman  de  Butts 
has  publicly  stated  will  be  opposed  by  AT&T  and  the  Bell  System  by  every 
available  means.  Such  self  serving  pomposity  is  intolerable.  If  tests  are  to  be 
made,  let  them  be  made  by  certified,  independent  testing  aboratories  and  in- 
stitutions .  .  .  those  that  are  void  of  vested  interests. 

As  to  the  qualitative  aspects  of  this  alleged  report:  a)  It  is  refreshing  to 
see  that  for  the  record,  the  existence  of  transients  has  been  established  and 
were  observed  on  the  customer  equipment  side  of  the  interface,  by  your  staff 
.  .  .  even  when  a  Bell  System  phone  was  connected  on  the  customer  side  and, 
that  with  the  Rice  Multi-Phone  connected  in  a  similar  fashion,  the  identical 
voltage  spike  was  observed.  But.  indications  were  that  the  transient  was  ad- 
versely affecting  the  Multi-Phone.  Note  also  that  the  same  telephone  set  has 
been  used  throughout  a  four+  year  period  in  conjunction  with  devices  fur- 
nished by  Bell  for  the  express  purpose  of  precluding  the  possibility  of  obscuring 
the  issues.  During  this  period,  the  Multi-Phone  under  test,  has  been  untam- 
pered  with  and  remains  functional.  At  tlie  conclusion  of  the  development  and 
maturation  of  your  interface  efforts,  on  Rice's  behalf,  we  shall  turn  this  unit 
over  to  an  independent  testing  organization  for  the  assessment  of  the  extent, 
nature  and  degree  of  trauma  that  this  unit  has  been  subjected  to. 

This  concludes  our  responses  to  your  rather  prosaic  letter  of  July  16th,  1974 
...  at  this  time.  It  would  seem  that  a  major  problem  in  all  these  proceedings 
is  adherence  to  the  issues.  Numerous  diversions  have  been  introduced  on  a 
continuing  basis  for  the  last  four  years.  The  principle  issues  are  those  outlined 
in  our  letter  of  March  29th,  1974.  Your  response  does  not  refute  our  statements. 
Casual  reference  to  policies  or  technical  incapabilities,  a  plethora  of  undocu- 
mented claims,  allegations,  personal  opinions,  etc.,  are  of  little  or  no  interest 
and  serve  only  to  reaflirm  our  observation  that  Southern  Bell  and  AT&T  have 
no  intentions  of  reaching  an  honorable  resolution  of  the  issues  within  a  finite 
period  of  time. 

We  are  informed  that  a  considerable  number  of  man  hours  were  expended  by 
Bell  and  AT&T  in  preparation  of  this  latest,  in  what  appear  to  be  a  series  of 
unending  delays  and  digressions. 

If  this  is  indeed  the  case,  it  is  a  sad  commentary. 

Rice  International  has,  from  the  beginning,  co-operated  in  every  way  possible 
.  .  .  meeting  every  request  .  .  .  exhausting  every  avenue  .  .  .  making  appeal  after 
appeal,  after  appeal  for  adherence  to  the  law  as  stated  in  the  tariffs  which 
the  telephone  company  has,  itself,  written.  And.  all  to  no  avail !  There's  meet- 
ing after  meeting  .  .  .  letter  after  letter  .  .  .  phone  conversation  after  phone 
conversation  .  .  .  day  after  day  .  .  .  week  after  week  .  .  .  year  after  year  and, 
we  continue,  foolishly,  to  negotiate  in  good  faith. 

And,  we  still  find,  at  this  writing  that  we  are  Exactly  in  the  same  position 
in  which  we  began  .  .  .  we  do  not  have  an  interface  and  we  are  still  without  the 
slightest  indication   of  intent,    upon   the   part   of  the  Telephone   Company,   to 
finally  come  into  compliance  with  the  law. 
Sincerely, 

Chakles  F.  Rice, 

President. 


Exhibit  3. — Letter  From  Mr.  Feiner  Re  FCC  Assistance  in  Marketing  Equipment 

Phonetele,  Inc., 
Van  Nuys,  Calif.,  September  17, 1974- 
Hon.  Philip  A.  Hart, 

Chairman,  Su'bcomm,ittee  on  Antitrus  and  Monopoly,  Committee  on  the  Judiciary, 
U.S.  Senate,  Washington,  B.C. 
Dear  Senator:   In^my  testimony  before  your   Subcommittee,   I  recited  the 
serious  problem  I  was  having  in  marketing  my  equipment  outside  California.  I 
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indicated  that  the  high  cost  of  connecting  arrangements  had,  for  all  practical 
purposes,  foreclosed  any  ability  to  sell  my  equipment  and  that  I  was  seeking 
assistance  from  the  FCC. 

I  indicated  that  I  was  seriously  concerned  whether  the  FCC  would  render 
timely  and  meaningful  assisstance  to  me.  I  am  now  pleased  to  state  they  did  so 
per  the  attached  declaratory  ruling  issued  by  Mr.  Hinchman.  Mr.  Hinohman 
was  so  thorough,  I  am  simply  left  with  nothing  more  to  ask  from  the  Commission 
at  this  time. 

Please  let  your  records  show  that  the  FCC  did  render  this  timely  relief. 
Sincerely, 

Robert  L.  Feiner, 

President. 

Federal  Communications  Commission, 

Washington,  B.C.,  August  30, 1974. 
Rick  M.  Stein,  Esquire 
Sigelman  &  Stein, 
Beverly  Hills,  Calif. 

Dear  Mr.  Stein  :  This  refers  to  the  "Phony  master"  devices  similar  to  that  given 
request  a  ruling  with  respect  to  the  "Phonemaster"  devices  similar  to  that  given 
to  Telephonic  Equipment  Corporation  in  a  letter  of  July  11,  1973  from  the  Chief, 
Domestic  Rates  Division  relating  to  the  "telepatcher"  device.  Specifically,  you  ask 
for  a  ruling  on  the  question  of  whether  Tariff  FCC  No.  263  of  AT&T  requires 
a  "protective  connecting  arrangement"  to  be  used  with  the  Phonemaster  devices. 

It  is  our  understanding  that  the  Phonemaster  is  a  solid  state  mini  computer 
which  monitors  signals  on  the  telephone  line  and  transmits  a  tone  "restrict" 
signal  to  the  calling  station  if  an  unauthorized  number  is  called  and  opens 
the  circuit  thereby  blocking  any  such  unauthorized  call. 

AT&T's  Tariff  FCC  No.  263,  wJiich  governs  interstate  and  foreign  Long 
Distance  Telecommunications  Service,  provides  at  Section  2.6  that  for  direct, 
electrical  connection  of  certain  types  of  customer-provided  equipment  to  tele- 
phone company  facilities,  such  connection  must  be  through  a  connecting  arrange- 
ment provided  by  the  telephone  company.  We  interpret  your  letter  as  question- 
ing whether  or  not  the  use  of  a  simple  terminal  block  to  connect  customer-pro- 
vided Phonemasters  would  be  in  accordance  with  AT&T's  Tariff  FCC  No.  263. 

The  word  "protective"  does  not  appear  in  AT&T's  tariff  regulations  applicable 
to  the  Phonemaster,  nor  does  any  v^'ord  of  similar  import  appear  therein.  There- 
fore, insofar  as  AT&T's  interstate  Tariff  FCC  No.  263  is  concerned,  the  "connect- 
ing arrangement"  required  therein  need  not  be  "protective."  The  provision  of  a 
simple  terminal  block  by  the  telephone  company  would,  in  our  view,  constitute  a 
"connecting  arrangement"  with  the  meaning  of  AT&T's  tariff  for  interstate  and 
foreign  toll  services. 

Moreover,  insofar  as  AT&T's  interstate  Tariff  FCC  No.  263  is  concerned,  it  is 
not  clear  to  us  that  a  connecting  arrangement  of  any  type  is  required  for  the 
Phonemaster.  The  types  of  customer-provided  equipment  covered  in  Section  2.6 
of  Tariff  FCC  No.  263  include:  (a)  Data  Transmitting  and/or  Receiving  Termi- 
nal Equipment;  (b)  Voice  Transmitting  and/or  Receiving  Terminal  Equipment; 
(c)  Channel  Derivation  devices ;  (d)  headsets ;  and  (e)  non-powered  conference 
devices.  As  a  device  which  merely  restricts  the  signals  generated  by  conventional 
telephone  company  equipment,  and  thereby  controls  the  locations  to  which  toll 
calls  may  be  placed,  it  is  not  clear  that  the  Phonemaster  can  reasonably  be 
construed  as  being  in  any  of  these  categories.  AT&T  appears  to  contend  that  the 
Phonemaster  is  a  "voice  transmitting  and/or  receiving  terminal  equipment"  be- 
cause it  receives  "netv.'ork  control  signals  which  are  generated  to  effectuate 
voice  connections"  and  it  transfers  "voice  frequency  signals"  to  stations  through 
telephone  company  equipment.  However,  we  find  no  reference  to  "voice  fre- 
quency signals"  in  the  tariff,  nor  do  we  believe  the  Phonemaster  device  can 
realistically  be  said  to  either  "transmit"  or  "receive"  network  control  signals  as 
those  terms  are  normally  used.  Accordingly,  we  do  not  believe  that  Phonemaster 
is  a  device  that  can  rea.sonably  be  construed  as  being  within  any  one  of  the 
aforementioned  categories  that  require  a  "connecting  arrangement."  In  arriv- 
ing at  this  construction  of  the  tariff,  we  recognize  the  rule  that  ambiguous 
tariffs  shall  be  construed  favorably  to  the  user. 
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In  summary,  you  are  advised,  pursuant  to  Section  0.91(e)  of  the  Commission's 
Rules,  that  it  is  the  view  of  the  Common  Carrier  Bureau  that  AT&T's  Tariff 
I'CC  No.  263  does  not  require  a  connecting  arangement  for  the  Phonemaster 
and  that,  even  if  one  is  required,  under  the  tariff,  a  simple  terminal  block  pro- 
vided by  the  telephone  company  would,  in  our  opinion,  constitute  such  an  ar- 
rangement within  the  meaning  of  the  tariff. 
Sincerely, 

Walter  Hinchman, 
Chief,  Common  Carrier  Bureau. 

American  Telephone  &  Telegraph  Co., 

New  York,  N.Y.,  September  19, 1974. 
Mr.  W.  R.  Hinchman, 

Chief,  Common  Carrier  Bureau,  Federal  Communications  Commission, 
Washington,  D.C. 

Dear  Mr.  Hinchman  :  This  is  with  reference  to  your  letter  to  Mr.  Rick  M. 
Stein,  reference  9510,  dated  L\ugust  30,  1974,  a  copy  of  which  was  received  by 
AT&T  on  September  6,  1974.  Mr.  Stein,  in  a  letter  to  the  Chief,  Common  Carrier 
Bureau,  dated  August  22,  1973,  requested  a  ruling  that  AT&T's  Tariff  F.C.C.  No. 
263  does  not  require  a  Telephone  Company-provided  protective  connecting  ar- 
rangement to  be  used  with  Phonemaster  devices  manufactured  by  Phonetele, 
Inc.  In  your  letter,  you  have  advised  Mr.  Stein  that  ".  .  .  it  is  the  view  of  the 
Common  Carrier  Bureau  that  AT&T's  Tariff  F.C.C.  No.  263  does  not  require  a 
connecting  arrangement  for  the  Phonemaster  and  that,  even  if  one  is  required, 
under  the  tariff,  a  simple  terminal  block  provided  by  the  telephone  company 
would,  in  our  opinion,  constitute  such  an  arrangement  within  the  meaning  of  the 
tariff." 

AT&T  is  taking  this  opportunity  to  state  its  disagreement  with  your  expressed 
view  and  to  comment  on  several  of  the  arguments  you  advance.  AT&T's  response 
to  the  view  stated  in  your  letter  is  being  made  recognizing,  as  stated  in  the  con- 
cluding paragraph  of  your  letter,  that  your  views  were  being  expressed  as  advice 
under  Sec.  0.91(e)  of  the  Commission's  Rules,  and  not  pursuant  to  the  authority 
delegated  by  Sec.  0.297. 

The  view  stated  in  your  August  30,  1974  letter  appears  to  be  based  primarily 
upon  two  conclusions : 

(1)  Tariff  F.C.C.  No.  263  does  not  speak  of  a  "protective"  connecting  arrange- 
ment, and 

(2)  your  belief  that  Phonemaster  is  not  a  device  that  can  reasonably  be  con- 
.struedas  being  within  any  one  of  the  tariff  specified  categories  that  require  a 
'connecting  arrangement.' 

The  conclusion  that  AT&T's  Tariff  F.C.C.  No.  263  does  not  require  a  pro- 
tective connecting  arrangement  and  thus  that  a  "simple  terminal  block"  would 
satisfy  the  tariffs  fails  to  take  into  account  all  of  the  relevant  provisions  of  the 
tariff,  the  implementation  of  those  tariff  provisions  and  the  Commission's  own 
interpretations  of  the  tariff  in  this  regard. 

The  requirement  that  connecting  arrangements  protect  the  network  is  appar- 
ent from  a  reading  of  all  the  applicable  tariff  provisions.  Section  2.6.2  of  Tariff 
F.C.C.  No.  263  is  applicable  to  any  customer-provided  terminal  equipment  used 
in  connection  with  long  distance  message  telecommunications  service  and  requires 
that  customer-provided  equipment  not  "interfere  with  any  of  the  services  offered 
by  the  Telephone  Company  .  .  .  endanger  the  safety  of  Telephone  Company  em- 
ployees or  the  public ;  damage,  require  change  in  or  alteration  of  the  equipment 
or  other  facilities  of  the  Telephone  Company ;  interfere  with  the  proper  function- 
ing of  such  equipment  or  facilities ;  impair  the  operation  of  the  telecommunica- 
tions system  or  otherwise  injure  the  public  in  its  use  of  the  Telephone  Company's 
services." 

As  stated  in  my  October  25.  1973  letter  to  Mr.  Kelley  Griffith  on  this  subject, 
".  .  .  direct  electrical  connection  of  these  [Phonetele]  devices  to  the  network 
without  the  utilization  of  telephone  company-provided  connecting  arrangements 
would  violate  Section  2.6.2  of  Tariff  F.C.C.  No.  263  and  similar  provisions  in 
other  applicable  tariffs.  Not  only  would  such  connection  to  the  network  entail 
change  or  alteration  of  telephone  company  equipment  or  facilities  but  it  would 
also  endanger  the  safety  of  telephone  company  employees  and  cause  interference 
with  the  system  in  violation  of  those  tariff  provisions."  The  Phonemaster  oper- 
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ates  on  commercial  llOV  ac  power  and  involves  the  danger  that  hazardous  volt- 
ages could  be  introduced  into  telephone  company  lines.  In  addition,  the  Phone- 
master  devices  can  cause  crosstalk  and  excessive  noise  on  the  network  as  well  as 
misdirected  calls  and  improper  billing.  The  connecting  arrangements  contem- 
plated in  Section  2.6.4  of  Tariff  F.C.C.  No.  263  are  required  to  assure  that  the 
direct  electrical  connection  of  such  devices  be  accomplished  in  such  a  manner 
so  as  to  prevent,  or  at  least  minimize  to  the  extent  possible,  harms  to  network 
services,  the  network  and  telephone  company  personnel.  Thus,  protective  func- 
tions incorporated  in  the  connecting  arrangement  are  necessary  to  effect  con- 
nection of  the  Phonemaster  in  order  to  avoid  violation  of  Section  2.6  2 

Section  2.6.3  of  AT&T's  Tariff  F.C.C.  No.  263  requires  that  network  control 
signalling  be  performed  by  equipment  furnished,  installed  and  maintained  by 
the  Telephone  Company.  The  Phonemaster  device,  if  connected  directly  to  the^ 
telephone  lines  or  through  a  terminal  block,  would  perform  network  control' 
signalling  in  violation  of  this  section  of  the  tariff  since  it  is  monitoring  the  tele- 
phone line  on  outgoing  calls  and  disconnects  the  line  to  the  central  office  if  the 
number  being  dialed  is  to  a  "restricted"  area.  On  the  other  hand,  when  the  Phone- 
master is  connected  through  a  protective  connecting  arrangement,  these  network 
control  signalling  functions  are  performed  by  the  protective  connecting  arrange- 
ment in  compliance  with  the  tariff.  There  is  no  way  in  which  the  Phonemaster 
device  can  satisfy  Section  2.6.3  unless  the  network  control  signals  necessary  to  its 
operation  are  generated  by  the  Telephone  Company— provided  connecting 
arrangement  required  under  Section  2.6.4  of  the  subject  tariif. 

Thus,  it  is  clear  and  in  no  sense  ambiguous  that  under  AT&T's  Tariff  F.C.C. 
No.  263,  the  Phonemaster  is  to  be  connected  to  telephone  company  facilities  only 
by  means  of  a  connecting  arrangement  which  protects  against  the  harms  to  which 
Sections  2.6.2  and  2.6.3  are  directed.  Further,  all  connecting  arrangements  offered 
under  telephone  company  state  and  interstate  tariffs  provide  the  necessary  level 
of  protection  to  permit  conformance  with  the  aforementioned  tariff  provisions. 

We  find  it  difficult  to  believe  that  application  of  "the  rule  that  ambiguous 
tariffs  shall  be  construed  favorably  to  the  user"  ( p.  2 )  is  appropriate  in  spite  of 
the  potential  harm  to  services  of  other  users  of  the  network  and  potential  danger 
to  employees.  We  also  note  a  failure  to  recognize  a  cardinal  rule  of  construc- 
tion that  particular  tariff  provisions  should  be  construed  so  as  to  harmonize 
with  all  the  other  applicable  tariff  provisions.  The  Commission  has  had  no  dif- 
ficulty in  recognizing  that  the  connecting  arrangement  referred  to  in  Section  2.6 
is  a  protective  connecting  arrangement.  Thus,  it  stated  very  recently  that  the 
purpose  of  the  tariff  provisions  being  considered  was  one  of  protection.  In  the 
Telerent  Leasing  Corporation  case,  45  F.C.C.  2d  204,  the  Commission  stated: 

"A  principal  thrust  and  aim  of  the  interstate  tariff  filed  in  compliance  with  our 
Carterfone  ruling  is  to  make  certain  that  the  telephone  network  and  the  em- 
ployees operating  and  maintaining  that  network  will  be  protected  from  any  harm 
that  may  be  occasioned  by  the  use  of  customer-owned  equipment  or  systems. 
Hence,  the  tariff  requirement  that  such  equipment  or  systems  can  be  directly  con- 
nected to  the  telephone  facilities  only  through  protective  interface  devices  offered 
by  the  telephone  companies  pursuant  to  those  tariffs."  (45  F.C.C.  2d  at  221; 
emphasis    added.) 

The  Commission  further  stated  that  the  States  may  provide  additional  inter- 
connection options  to  the  customer,  provided  that  "such  regulations  accomplish 
the  protective  objectives  of  the  interstate  tariff  regulations  and  in  no  way  permit 
interference  with  or  impairment  of  interstate  services."  (45  F.C.C.  2d  at  221 ; 
emphasis  added.) 

In  view  of  the  above,  it  is  apparent  that  under  the  provisions  of  the  applicable 
tariffs,  the  Phonemaster  may  be  connected  to  the  switched  network  only  through 
a  telephone  company-provided  protective  connecting  arrangement.  A  "simple 
terminal  block"  would  not  provide  the  r;equired  protection. 

Your  observation  that  the  Phonemaster  cannot  reasonably  be  classified  in  any 
of  the  categories  of  customer-provided  equipment  for  which  tariff  provisions 
exist,  i.e.,  in  Section  2.6.4(A)  through  2.6.4(E),  and  therefore  is  not  subject  to 
the  requirements  for  connecting  arrangements  is,  in  our  opinion,  incorrect.  The 
only  customer-provided  devices  which  may  be  connected  to  the  network  are  those 
which  fall  within  the  categories  specified  in  Section  2.6.4,  and  if  the  Phonemaster 
device  does  not  fall  within  one  of  these  categories  it  cannot  be  connected  at  all. 
In  any  event,  however,  as  indicated  in  my  October  25,  1973  letter  to  Mr.  Grifl^th, 
since  the  Phonemaster  device  receives  network  control  signals  which  are  gen- 


3724 

erated  to  effect  voice  communications  and  transmits  voice  frequency  sisals  to 
stations  through  telephone  company  equipment,  it  is  used  in  connection  with 
voice  communications  and  is  subject  to  the  tariff  provisions  relating  to  voice 
transmitting  and  receiving  equipment  in  Section  2.6.4(B). 

I  trust  that  these  comments  make  it  clear  why  we  disagree  with  the  advice 
contained  in  your  August  30, 1974  letter  to  Mr.  Stein. 
Very   truly    yours, 

T.  W.  SCANDLYN, 

Assistant  Vice  President, 
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Exhibit  4.— Ad  From  PSA  Magazine  Re  Buying  New  Phone  Systems 

So  youre  about  to  buy  the  phone  system 
to  end  all  phone  systems. 


one 


Before  you  do,  mate 
last  call  on  your  old  one. 


Call  us. 

When  you  hu\;  a 
system,  you're  simply^ 
taking  a  chance.  Youre 
laying  out  a  healthy  chunk 
of  capital  for  equipment 
you  may  have  to  live 
with  a  long  time. 

But  when  you 
use  our  service 
on  a  monthly 
charge  basis 
you  can 
put  that 
capital  to 
better  use  in 
your  business 
Besides,  you 
won't  have  to 
pay  property 
taxes  on 
equipment 
or  worry 
about  insur 
ance. 

And,  you  can  be 
sure  your  service  will 


never  be 
obsolete. 
Pacific 
Telephone 
has  over  1000 
products  and  services  to 
offer  you,  and  we  can 
keep  your  service  up- 
dated with  the  latest 
improvements. 
All  this  is 
backed  up  by 
our  network 
of  130 
maintenance 
centers 
throughout  Cali- 
fornia, with  4000 
thoroughly-trained 
repair  workers. 
So,  before  you  sign  that 
order  for  the  phone  system 
to  end  all  phone  systems,  call 
your  Pacific  Telephone  Business 
Office  right  now  and  ask  for  a 
Communications  Consultant. 
It  won't  cost  you  a  cent. 


PacificTelephone 

Part  of  our  business  is  helping  business. 


THE  INDUSTRIAL  REORGANIZATION  ACT  (S.  1167) 
(The  Communications  Industry) 


THURSDAY,  JUNE  27,   1974 

U.S.  Senate, 
Subcommittee  on  Antitrust  and  INIonopoly 

OF  the  Committee  on  the  Judiciary, 

Washington,  D.O. 

The  subcommittee  met,  at  10 :50  a.m.  in  room  2228  of  the  Dirksen 
Senate  Office  Buildin«r;  Hon.  Philip  A.  Hart  [chairman  of  the  sub- 
committee], presiding. 

Present :  Senator  Hart. 

Staff  present:  Howard  E.  O'Leary,  Jr.,  chief  counsel;  Gerald 
Hellerman,  special  financial  adviser;  Janice  Williams,  chief  clerk; 
Peter  N.  Chumbris,  minority  chief  counsel ;  and  Michael  Granfield, 
minority  economist. 

Senator  Hart.  The  committee  will  be  in  order. 

T^Ir.  Chumbris.  INIay  I  make  a  brief  notation  for  the  record? 

Senator  Hruska  won't  be  able  to  get  here  today  as  he  has  to  be 
at  an  executive  session  of  the  Appropriations  Committee. 

I  have  just  a  brief  comment  to  make  for  the  record. 

Senator  Roman  L.  Hruska,  the  ranking  Republican  on  the  Senate 
Judiciary  Committee  and  the  Antitrust  and  INIonopoly  Subcom- 
mittee, iias  discussed  the  issues  of  bigness  in  business  and  concen- 
tration of  economic  power  and  the  possible  threat  of  dissolution  of 
such    companies,    including  bigness   among  the   so-called   conglom- 

He  has  also  expressed  himself  during  the  hearings  on  a  number 
of  occasions  that  Senator  Hart's  bill,  S.  1167,  would  be  bad  and 
gave  the  reasons  therefor.  Those  comments  are  contained  in  the 
earlier  healings  on  the  automobile  industry  and  the  communications 
industry,  primarily  A.T.  &  T.  Bell  System  and  subsidiaries. 

Among  his  statements  are : 

Surely  our  great  corporations  have  made  a  major  contribution  to  this  tre- 
mendous progress  within  our  lifetime  to  see  America  grow  to  a  fantastic 
level,  shared  widely  by  all. 

And  further : 

Are  we  threatened  by  bigness?  If  we  are  it  is  the  bigness  of  Government  not 
the  bigness  of  business  or  labor.  To  talk  of  dissolving  our  industries  is  virtually 
to  propose  dissolving  the  basic  fabric  of  our  American  economy. 
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The  reason  T  make  this  statement  at  this  time  is  there  are  questions 
Senator  Hrnska  would  have  liked  to  ask  these  witnesses,  but  not 
being  at  the  hearinors,  he  is  deprived,  because  of  other  commitments, 
to  examine  the  witness. 

Senator  Hart.  I  know  everyone  familiar  with  the  operations  of 
the  Congress  will  understand  why  Senator  Hruska  cannot  be  here. 

Our  first  witness  today  is  the  director  of  trade  reg:ulations  for 
Litton  Industries,  Mr.  Theodore  F.  Graver. 

STATEMENT  OF  THEODORE  E.  GRAVER,  DIRECTOR  OP  TRADE 
REGULATIONS,  LITTON  INDUSTRIES,  INC.,  BEVERLY  HILLS, 
CALIF. 

Mr.  Cra\^r.  INIr.  Chairman,  members  of  the  subcommittee,  I  would 
like  to  express  my  appreciation  at  being  requested  to  appear  here 
today.  I  am  responsible  for  the  regulatory  and  antitrust  matters 
pertaining  to  the  business  telephone  systems  division  of  Litton 
Svstems,  Inc.,  which  is  a  wholly  owned  subsidiary  of  Litton  Indus- 
tries. 

Litton  Business  Telephone  Systems  Division  is  normally  referred 
to  as  Litton  BTS.  Litton  BTS  is  in  the  business  of  selling  and 
leasing  telephone  terminal  equipment  consisting  of  PBX  equipment, 
key  system  equipment,  and  peripheral  devices  such  as  speaker  phones 
and  call  diverters,  things  of  that  sort,  to  customers  of  the  public 
telephone  network  in  the  United  States. 

As  such.  Litton  BTS  competes  with  the  operating  companies  of 
the  Bell  System  and  with  other  telephone  companies  in  the  supply- 
ing of  this  equipment  to  customers  of  the  network. 

As  such,  Litton  BTS  also  is  normally  referred  to  as  an  intercon- 
nect company. 

T  have  filed  a  statement  with  the  committee.  However,  the  state- 
ment is  rather  lengthy,  since  it  is  a  rather  complete  compendium 
of  anticompetitive  practices  that  are  being  engaged  in  in  the  tele- 
phone terminal  equipment  industry  and  a  listing  of  other  problems 
in  the  way  of  vial3le  and  eifective  competition  in  that  market. 

I  don't  propose  to  intrude  on  the  committee's  patience  by  reading 
the  statement.  I  have  noted  a  few  typographical  errors  in  it,  and  I 
will  work  with  the  committee  counsel  in  correcting  those  for  the 
record. 

However,  T  would  like  to  summarize  what  I  believe  to  be  the  im- 
portant points  contained  in  the  prepared  statement. 

Senator  Hart.  Please  do.  We  will  order  the  statement  printed  in 
the  record  in  full. 

riNIr.  Graver's  prepared  statement  appears  as  exhibit  1  at  the  end 
of  his  oral  testimony.] 

Mv.  CRA^^RR.  In  my  appearance,  I  will  address  only  the  terminal 
segment  of  the  telephone  business.  I  do  not  propose  to  address  myself 
to  other  problems  in  the  communications  industry,  such  as  the  pri- 
vate-line services. 

Litton  BTS  entered  the  telephone  terminal  equipment  market  in 
1970  from  a  technological  base  in  communications  design  and  hard- 
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ware  manufacturing:.  This  was  a  part  of  Litton's  Litcom  Division, 
and  that  division  has  been  engaged  for  many  years  in  the  develop- 
ment of  a  broad  range  of  military  and  commercial  communications 
systems,  primarily  for  the  Defense  Department. 
'  One  of  the  latest  projects  of  the  Litcom  Division  in  the  commercial 
areas  is  the  design  and  installation  of  a  sophisticated  communica- 
tions network  for  the  new  Dallas-Forth  Worth  Airport. 

In  mv  prepared  statement  is  a  brief  summary  of  the  telephone 
terminal  equipment  business  of  the  Litton  BTS  Division.  It  is  noted 
that  the  commercial  telephone  terminal  equipment  business  became 
large  enough  in  1973  to  be  placed  into  a  separate  corporation  _  or 
separate  division  for  administrative,  operational,  and  accounting 
responsibilities. 

At  that  time  the  name  Litton  BTS  was  adopted  for  that  business. 

At  the  present  time,  Litton  BTS's  sales  volume  is  approximately 
$20  million  at  an  annual  rate. 

As  a  part  of  Litton  Industries,  Litton  BTS  is  part  of  an  industrial 
corporation  with  worldwide  sales  in  fiscal  year  1973  of  $21/2  billion, 
with  approximately  135  major  divisions,  and  operations  in  27  coun- 
tries. 

Litton's  business  base  is  comprised  of  14  major  product  areas  as 
set  out  in  my  prepared  statement. 

We  detairfour  major  points  of  restructuring  the  telephone  term- 
inal equipment  market  which,  based  on  our  experience  in  trying  to 
sell  in  this  market,  are  necessary  in  order  to  have  a  viable  and 
effectively  competitive  market. 

These  four  points  are : 

Phase  Western  Electric  out  of  the  manufacture  of  telephone  ter- 
minal equipment  over  5  years;  _  j;    i,     -d  n 

Place  the  telephone  terminal  equipment  operations  of  the  Bell 
System  operating  companies  into  separate  corporations  with  separate 
officers  and  directors  and  books  of  account ; 

Deregulate  the  sale  and  lease  of  telephone  terminal  equipment; 
and 

Place  the  responsibility  for  protecting  the  telephone  network  from 
harm  within  the  exclusive  jurisdiction  of  the  Federal  Communica- 
tions Commission. 

The  basic  underlying  reason  for  our  conviction  that  these  four 
restructuring  points  are  needed  is  the  fact  that  the  Bell  System 
controls  83  percent  of  all  of  the  telephones  in  the  United  States. 
Combined  with  the  Bell  System's  complete  integration  in  providing 
telephone  terminal  equipment,  local  and  long  distance  telephone  ex- 
change service,  and  telephone  equipment  manufacturing,  this  com- 
plex vertical  integration  makes  it  the  greatest  aggregation  of  eco- 
nomic and  political  power  of  any  corporate  enterprise  in  the  United 
States. 

The  market  power  stemming  from  the  Bell  System's  size  and 
integration,  combined  with  the  State  regulatory  system  and  its 
delays,  inefficiencies,  and  ineffectiveness  as  described  in  our  state- 
ment, plus  the  power  of  the  Bell  System  to  take  advantage  of  and  to 
manipulate  the  State  regulatory  system,  give  the  Bell  System  the 
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power  to  eliminate  effective  competition  in  the  telephone  terminal 
equipment  market  as  it  chooses. 

For  this  reason,  in  our  opinion,  if  substantial  restructuring  is  not 
accomplished  there  will  never  be  a  viable  effectively  competitive 
market  in  the  furnishing  of  telephone  terminal  equipment  to  cus- 
tomers  of  the  telephone  network. 

In  our  opinion  competition  will  not  expand  beyond  its  present 
level  of  a  number  of  small,  fragmented,  interconnect  companies 
subsisting  at  the  sufferance  of  the  Bell  System. 

The  evidence  today  shows  that  competition  with  the  Bell  System 
in  the  telephone  terminal  equipment  market  is  already  declining 
substantially.  This  is  indicated  by  the  bankruptcies  and  disappear- 
ance of  a  number  of  companies,  even  within  the  last  6  months. 

Without  substantial  restructuring  of  the  industry  the  Bell  System 
will  be  free  to  continue  to  use  its  overwhelming  power  and  the  State 
regulatory  system  to  eliminate  competition  further. 

These  four  points,  M^e  believe,  are  not  a  drastic  divestiture  pro- 
gram, nor  even  such  a  drastic  restructuring  that  would  cause  sub- 
stantial upheaval  in  the  teleplione  industry. 

We  set  forth  a  number  of  elementary  premises  that  we  believe 
support  this  conclusion. 

In  the  first  place,  regarding  the  phaseout  of  telephone  terminal 
equipment  manufacturing  by  Western  Electric,  this  has  substantial 
precedential  support  in  that  in  1956  the  Justice  Department  brought 
an  antitrust  suit  against  IBINI  and  that  resulted  in  a  consent  order 
which  required  IBINI  to  separate  its  service  bureau  business  into  a 
separate  corporation  which  became  known  as  the  Service  Bureau 
Corp. 

The  salient  provisions  of  the  consent  order  in  that  case  are  set 
out  in  the  prepared  statement,  and  because  of  their  peculiar  ap- 
plicability to  a  phaseout  or  a  separation  of  the  telephone  terminal 
equipment  business  of  the  Bell  System  operating  companies,  I  think 
it  is  important  to  note  the  main  points  of  that  order. 

The  separate  corporation  was  allowed  to  be  wholly  owned  by 
IBM;  but  IBINI  was  enjoined  from  engaging  in  the  Service  Bureau 
business  itself. 

The  Service  Bureau  Corp.  was  enjoined  from  employing  any  per- 
son employed  by  IBM;  and  the  Service  Bureau  Corp.  was  ordered 
to  maintain  in  accordance  with  good  accounting  practice  separate 
and  complete  corporate  records  and  accounts  which  shall  be  audited 
annually  by  independent  public  accountants. 

Fourth,  the  Service  Bureau  Corp.  was  ordered  to  charge  for 
services  rendered  by  it  prices  based  on  rates  which  shall  fairly  re- 
flect all  expenses  properly  chargeable  thereto,  with  the  proviso  that 
the  Service  Bureau  Corp.  could  meet  competitive  prices  in  the 
marketplace. 

All  of  these  points  we  believe  are  peculiarly  applicable  to  a  separa- 
tion of  the  terminal  equipment  business  into  separate  corporations  of 
the  Bell  System  operating  companies. 

In  the  first  place,  the  need  for  separating  all  of  the  costs  related 
to  the  providing  of  telephone  ter-minal  equipment  by  the  operating 
companies  is  crucial  to  establishing  a  viable  and  effective  competi- 
tive market  here. 
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The  reason  is  that  the  evidence  which  we  mention  later  in  our 
statement  shows,  in  our  opinion,  very  conclusively  that  the  Bell 
System  companies  do  enojafre  in  below-cost  pricing  of  their  telephone 
terminal  equipment;  and  that  the  State  regulatory  agencies  have 
been  ineffective,  or  disinclined,  or  simply  incapable  of  preventing 
this  below-cost  charging. 

One  of  the  reasons  is  the  very  basic  accounting  system  which  is 
employed  bv  the  operating  companies.  This  is  the  uniform  system 
of  acc'ounts'that  was  set  up  by  A.T.  &  T.  decades  ago,  and  which 
has  been  in  use  ever  since. 

This  accounting  system  does  not  afford  a  segregation  of  costs  intp 
the  various  lines  of  business  of  the  operating  companies.  It  lumps  the 
costs  of  providing  terminal  equipment  in  with  the  cost  of  providing 
central  office  exchange  service  and  other  services  of  the  operating 
companies,  the  result  being  that  the  operating  companies  engage  in 
charging  prices  which  do  not  recover  the  full  costs  of  providing  the 
telephone  terminal  equipment,  and  the  general  ratepayers  and  other 
customers  make  up  the  difference  between  the  below-cost  prices  and 
the  full  costs  of  providing  that  equipment. 

Because  of  the  maze  of  accounting  allocations  and  lumping  to- 
gether of  various  types  of  business,  it  has  so  far  been  beyond  the 
capacity  of  the  State  regulatory  agencies  to  prevent  this  below-cost 
pricing. 

The  separation  of  the  business  into  separate  corporations  would 
provide  the  segregation  of  the  costs  of  providing  this  terminal 
equipment  business  from  the  costs  of  opei-ating  the  rest  of  their  busi- 
nesses, and  would  provide  for  full  visibility  of  those  costs,  and 
would  allow  the  application  of  the  antitrust  laws  of  the  United 
States  to  below-cost  pricing  and  other  predatory  practices  of  the 
operating  companies. 

We  submit  that  if  it  was  feasible  for  IBINI  to  separate  its  service 
bureau  business  into  a  separate  corporation,  it  is  just  as  feasible 
for  the  operating  companies  to  do  the  same. 

]Mr.  Chumbris.  Isn't  there  a  big  difference  between  IBM  and  its 
service  company  and  A.T.  &  T.  and  its  subsidiaries  because  of  the 
fact  that  A.T.  &  T.  is  a  public  utility  and  the  Commissioners  would 
determine  what  decision  would  be  made  on  what  is  in  the  public 
interest  and  getting  the  service  to  the  customer  at  the  best  possible 
price  ? 

That  isn't  so  with  IB^I  in  whatever  services  it  has,  or  United 
States  Steel,  or  General  Motors,  or  any  other  corporation  of  that 

type. 

It  is  an  entirely  different  ballgame.  You  have  to  take  that  into 
consideration. 

Professor  Colter,  who  will  be  your  successor  on  the  witness  stand 
there,  will  go  into  those  because  he  was  a  State  regulator  and  he 
had  to  look  into  those  questions  when  they  came  before  him.  ^ 

I^Ir.  Craver.  Well,  in  the  first  place,  there  are  very  strong  similari- 
ties between  the  IB^M  situation  and  the  telephone  operating  com- 
panies in  that  the  service  bureau  business  of  IBM  was  combined  with 
other  businesses  and  had  its  costs  accumulated  with  the  costs  of  the 
rest  of  the  business.  This  was  the  very  same  thing  that  is  the  heart 
of  the  problem  with  the  operating  companies. 
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For  that  reason,  because  these  costs  are  not  accounted  for  in  the 
normal  way  of  applying  the  costs  of  a  particular  line  of  business 
to  that  particular  line  of  business,  it  is  virtually  impossible  for  the 
State  reo;ulatory  agencies  with  the  limited  staffs  that  they  have,  and 
because  of  the  maze  of  accountino;  allocations  and  groupings  and 
averaging  that  are  done,  to  tell  whether  the  costs  are  being  properly 
allocated  to  the  terminal  equipment  business. 

This  is  what  we  have  been  engaged  in  doing  for  the  almost  2 
years  that  we  have  been  appearing  before  the  regulatory  commis- 
sion ;  that  is,  showing  them  that  they  don't  know  what  the  full  costs 
of  the  operating  companies  are  in  furnishing  terminal  equipment, 
and  that  they  don't  even  have  the  capacity  to  go  about  determining 
what  those  costs  are. 

JNIr.  Chumbris.  Still,  the  difference  I  am  trying  to  bring  out  is  the 
fact  that  Ave  have  a  selling-below-cost  bill  pending  before  us.  In 
section  -3  of  the  Robinson-Patman  Act  Amendment  if  you  are  in  an 
unregulated  industry,  and  there  is  evidence  one  corporation  is  selling 
below  cost  to  drive  competitors  out  of  business,  the  Justice  Depart- 
ment will  file  suit  to  correct  the  situation;  whereas  in  the  case  of 
A.T.  &  T.,  it  is  regulated  by  the  FCC,  being  it  a  Federal  matter,  or 
the  State  ommissioners  if  it  is  a  State  matter,  they  are  going  to  look 
into  the  cost  situation,  the  whole  picture,  from  a  completely  different 
angle  than  the  Justice  Department  would  look  at  a  selling  below 
cost  in  a  private  industry  that  is  not  regulated. 

That  is  the  point,  1  think,  on  which  we  are  going  to  need  some 
distinctive  data.  I  know  there  will  be  testimony  on  both  sides  of  the 
question,  but  I  think  we  ought  to  bear  in  mind  that  we  are  talking 
about  two  different  things  when  you  are  trying  to  compare  a  private 
unregulated  industry  with  a  regulated  one  to  how  they  may  be 
violative  of  the  antitrust  laws  or  whatever  other  Federal  laws  there 
are  on  the  books. 

]Mr.  Craver.  In  the  first  place,  we  have  found  that  most  of  the 
time  the  State  regulatory  commissions  don't  even  look  at  the  costs 
of  the  operating  companies  in  supplying  telephone  terminal  equip- 
ment. 

jNIr.  Chumbris.  Well,  ^Mr.  Colter  will  talk  to  that.  That  sounds 
like  a  generalized  statement.  We  have  been  sitting  up  here  a  long 
time  hearing  people  come  in  and  say  that  the  State  regulators  are 
not  capable  of  doing  the  job. 

We  have  had  people  come  in  and  say  that  State  regulation  is 
much  better  than  Federal  regulation  in  many  aspects.  There  are 
specific  examples  to  prove  it. 

So  just  making  a  bland  statement  that  State  commissions  are  not 
capable  of  handling  the  problems  is  not  really  the  answer  unless  it 
is  shown  that  there  is  just  complete  incompetence  in  State  regulation. 
I  just  don't  believe  it, 

I  just  don't  believe  that  the  State  legislatures  and  the  Governors 
and  the  people  running  the  States  are  going  to  permit  incompetent 
commissions.  "\Miat  might  be  a  decision  that  you  don't  like  from  your 
point  of  view  may  be  a  decision  that  a  lot  of  people  may  appreciate, 
because  they  are  getting  a  lower  rate  and  good  service,  whether  it 
is  electricity,  gas,  natural  gas,  or  whether  it  is  telephone  services,  or 
streetcar,  but  service,  whatever  the  case  may  be. 
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Mr.  Graver.  Well,  I  will  have  more  to  say  on  the  effectiveness. 

Mr.  Chumbris.  I  have  read  your  statement.  You  will  have  to  con- 
vince me  that  State  commissions  are  not  doing  their  job.  We  are 
hearing  complaints  right  now  about  the  Consumer  Protection  Agency 
bill  that  is  coming  up.  It  is  stated  that  we  need  a  Consumer  Pro- 
tection Agency  because  the  other  Federal  agencies  aren't  doing  their 
job.  . 

That  is  an  important  purpose  of  that  Consumer  Protection  Agency 
bill.  However,  the  Federal  agencies  have  been  defended  as  the  only 
ones  having  the  expertise  to  do  the  job. 

What  you  are  saying  about  State  commissions,  some  people  a^e 
beginning  to  say  about  our  own  Federal  Commissions;  and  it  is  a 
matter  of  record. 

Mr.  Craver.  Of  course.  I  agree  with  many  things  you  are  saying, 
Mr.  Chumbris.  I  think  the  basic  problem— and  what  your  question 
really  points  up— is  the  problem  of  trying  to  regulate  this  business. 
The  business  doesn't  need  to  be  regulated;  competition  will  work  and 
has  been  attempting  to  work  in  this  market,  and  there  is  no  reason 
to  assume  that  it  won't  work  if  the  shackles  of  regulation  are  re- 
moved. That  is  the  very  point  of  our  statement. 

To  get  back  to  a  brief  explanation  of  the  basis  for  our  points,  1 
skipped  over  the  premise  on  which  the  phaseout  of  manufacturing 
at  Western  Electric  is  based. 

That  is  really  based  on  the  costing  problems  of  Western  Electric, 
just  as  the  separation  of  the  terminal  business  of  the  operating 
company  into  a  separate  corporation  is  based  on  the  costing  problems 
that  the  operating  companies  have.  i  v  i,  j 

The  Federal  Communications  Commission  in  1939  published  a 
monumental  study  of  A.T.  &  T.  and  the  Bell  System ;  and  they  de- 
voted considerable  space  to  the  costing  methods  of  Western  Electric. 
That  is  set  out  on  page  284  to  321  of  that  1939  FCC  report,  which 
is  cited  in  footnote  5  in  my  prepared  statement. 

We  hit  the  highlights  of  the  costing  procedures  employed  by 
Western  Electric,  which  our  cross-examination  of  Bell  System  wit- 
nesses in  the  State  regulatory  agency  proceeding  has  shown  to  still 
be  in  force,  just  as  they  were  at  the  time  of  the  FCC's  1939  report. 

I^asically,  the  Western  Electric  accounting  system  does  not  assign 
costs  to  specific  products.  Their  entire  approach  to  assisting  costs  is 
geared  to  accumulating  cost  figures  for  broad  product  lines.  They 
typically  cover  hundreds  of  individual  products,  and  they  include 
competitive  terminal  equipment  which  is  used  for  business  customers 
only  together  with  equipment  that  is  used  to  provide  their  monetary 
services,  such  as  their  exchange  service  and  their  long  distance  cum- 
munications  service. 

Costs  are  derived  for  individual  products  only  by  broad  averag- 
ing methods  based  on  the  broad  product  lines;  costs  pn  individual 
products  are  only  set  prospectively  on  the  basis  of  estimated  stand- 
ard costs. 

In  addition,  research  and  development  expense  relating  to  specific 
products  is  not  charged  to  specific  products.  Those  expenses  are 
charged  to  the  broad  product  lines  also.  , 

The  rate  of  return  at  Western  Electric  is  not  computed  on  indi- 
vidual products.  It  is  computed  on  the  basis,  again,  of  the  broad 
product  lines. 


3734 

Therefore,  they  do  not  know  what  the  exact  rate  of  return  is  on 
any  particular  product  based  on  the  actual  costs  of  desigiiing,  de- 
veloping, tooling,  and  producing  that  product. 

Furthermore,  the  evidence  shows  that  there  is  substantial  com- 
munication between  the  Bell  System  operating  companies  and  AVest- 
ern  Electric  as  to  the  pricing  of  Western  Electric  products  which  the 
operating  companies  provide.  The  operating  companies  communi- 
cate to  Western  Electric  information  as  to  whether  Western  Elec- 
tric's  price  for  terminal  equipment  is  too  high  in  relation  to  equip- 
ment offered  by  competitors. 

This  price  communication  and  coordination  between  the  operating 
companies  and  Western  Electric,  combined  with  the  aggregation  of 
cost  only  on  the  basis  of  product  lines,  and  the  assignment  and  com- 
putation only  of  costs  and  rates  of  return  on  the  basis  of  individual 
products  provided  great  flexibility  at  the  Western  Electric  level  for 
adjustment  in  prices  on  competitive  equipment  to  whatever  price^  is 
needed  to  allow  the  operating  companies  to  charge  for  that  equip- 
ment on  the  basis  of  whatever  level  they  need  in  order  to  eliminate 
interconnect  competition. 

The  costing  procedures  at  Western  Electric  level  are  just  as  com- 
plicated, if  not  more  so,  than  the  costing  procedures  at  the  operating 
company  levels,  with  the  result  again  that  even  if  the  State  regula- 
tory agencies  were  inclined  to  study  the  costing  and  pricing  of 
products  at  the  Western  Electric  level  they  simply  would  not  be 
capable  of  doing  so;  moreover,  not  one  State  agency  yet  has  indi- 
cated that  it  is  even  inclined  or  even  has  authority — well,  I  shouldn't 
say  has  authority — to  examine  Western  Electric  costs. 

Therefore,  the  pricing  at  Western  Electric  is  a  complete,  total, 
unregulated  process;  and  is  used,  according  to  the  evidence  available, 
to  produce  prices  on  equipment  to  the  operating  companies  that  do 
not  reflect  the  full  costs  of  providing  that  equipment. 

These  prices  in  turn  are  reflected  by  the  operating  companies  in 
rates  that  are  so  low  that  they  eliminate  competition  in  the  terminal 
equipment  market. 

The  deregulation  of  the  terminal  equipment  business  would  apply 
to  the  providing  of  terminal  equipment  by  all  telephone  companies 
in  the  Ignited  States.  Deregulation  is  necessary  in  our  opinion  in 
order  to  eliminate  the  present  time-consuming  ineffectiveness  and 
inability  of  the  State  regulatory  commissions  to  redress  predatory 
pricing  and  sales  practices  of  the  telephone  companies  with  respect 
to  telephone  terminal  equipment. 

It  is  also  necessary  in  order  to  eliminate  the  defense  which  the 
telephone  companies  immediately  use  in  any  antitrust  action  in 
Federal  court,  which  is  called  the  State  action  immunity  defense. 

This  defense  consists  of  claiming  that  by  virtue  of  the  fact  that 
the  telephone  companies  have  to  file  their  rates  with  the  State 
regulatoi'v  agencies,  those  rates  are  immunized  from  antitrust  attack 
on  the  basis  that  they  are  State  action. 

The  State  action  defense  introduces  extreme  delays  in  any  anti- 
trust actions  in  Federal  court,  and  is  a  further  impediment  to  full 
and  open  competition  in  the  telephone  terminal  equipment  market 
and  to  the  obtaining  of  redrew  s  in  the  courts  against  predatory 
p/actices  by  the  telephone  companies. 
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Placing  exclusive  jurisdiction  for  the  protection  of  the  network 
Jrom  harm  in  the  FCC  is  a  vt;ry  simple  point.  It  is  based  on  the 
simple  proposition  tliut,  at  present,  many  State  regulatory  commis- 
sions are  studying  the  question  of  the  need  for  interface  devices; 
and  this  presents  the  clear  threat  of  individual  action  by  50  State 
reguhitory  commissions  with  50  different  solutions;  and  the  lack  of 
uniformity  that  this  would  provide  would  be  a  further  implement 
to  free  and  open  competition,  and  play  into  the  hands  of  the  Bell 
System,  because  it  provides  the  potential  for  burdening  the  inter- 
connect companies  in  selling  across  State  due  to  the  possibility  of 
having  to  meet  different  standards  in  each  State. 

Therefore,  we  think  it  is  clear  that  the  whole  question  of  pro- 
tecting the  network  from  harm  must  be  placed  in  the  Federal  Com- 
munications Commission  to  afford  a  uniform  action  and  solution. 

Now  there  are  a  number  of  reasons — getting  to  INIr.  Chumbris' 
question  of  a  few  moments  ago — why  in  our  experience  the  State 
regulatory  commissions  are  not  capable  of  preventing  or  providing 
redress  against  predatory  pricing  and  marketing  practices  of  the 
Bell  System. 

This  discussion  begins  on  page  20  of  our  statement.  It  continues 
through  page  46.  Basically  the  defects  in  the  State  regulatory 
system  break  down  into  five  main  points. 

'  In  the  first  place,  a  great  many  actions  of  the  State  commissions 
occur  essentially,  automatically,  and  without  notice  to  the  public. 
This  is  described  in  our  statement. 

Second,  State  regulatory  commissions  usually  refuse  to  recognize 
or  even  consider  the  competitive  effective  efforts  of  pricing  of 
marketing  practices  of  the  telephone  companies. 

Third,  State  regulatory  proceedings  are  long,  costly,  and  never 
ending. 

Fourth,  most  State  regulatory  commissioners  and  staffs  are  actu- 
ally biased  in  favor  of  the  telephone  companies.  IVIany  of  them  are 
openly  hostile  to  allowing  competition  in  the  providing  of  telephone 
terminal  equipment. 

And  fiftli,  most  State  regulatory  commissions  do  not  have  suf- 
ficient experienced  staff  competent  to  appraise  the  Bell  System 
methods  or  competitive  practices. 

The  problems  with  the  lack  of  notice  to  the  public  of  actions  by 
the  regulatory  commissions  occur  mostly  with  the  setting  of  rates 
for  new  equipment  or  service  offerings,  or  rates  for  additions  of  new 
features  to  existing  equipment  without  increasing  rates,  or  in  re- 
duction in  equipment  rates. 

All  three  of  these  types  of  rate  settings  occur  in  the  States  through 
a  process  usually  referred  to  as  "filing  an  advice  letter,"  which  is 
nothing  more  than  a  letter  by  the  telephone  company  to  the  commis- 
sion proposing  proposed  new  rates. 

When  the  proposal  is  to  add  features  to  existing  equipment  with- 
out increasing  the  rate  of  the  existing  equipment,  or  where  the  pro- 
posal is  to  reduce  rates,  they  can  be  filed  by  means  of  these  advice 
letters  which,  universally  among  the  State  commissions,  become  effec- 
tive automatically  within  30  days. 

There  is  the  opportunity  if  you  know  about  these  advice  letters — 
and  there   is  never   any  notice,   any   public  notice  given   of  these 
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letters — if  yoii  should  happen  to  find  out  an  advice  letter  has  been 
filed  there  is  the  opportunity  to  discuss  the  matter  with  the  staff  of 
the  commission. 

However,  the  staff  is  under  no  requirement  to  do  anything  about 
it.  Our  experience  has  been  that  virtually  uniformly^ — or  I  should 
say  almost  without  exception — these  advice  letter  filings  go  into 
effect  without  any  suspension  or  without  any  intervention  of  the 
staff. 

Mr.  Chumbris.  Mi-.  Craver,  a  moment  ago  you  were  referring 
to  a  case  before  the  ISIichigan  Commission,  and  you  have  a  quote 
in  your  prepared  statement. 

Now  the  other  day,  when  Mr.  Kelly  was  before  us,  I  read  a 
colloquy  between  ]\Ir.  Kinett  and  the  same  examiner,  Examiner 
Sheridan.  Examiner  Sheridan  made  a  statement  for  the  record. 
He  stated: 

I  have  doubt  in  my  mind  wliether  tlie  commission  sliould  even  concern  itself 
with  any  competitive  effect  of  the  rate  structures  presented  by  the  applicant ; 
in  other  words,  I  have  a  lot  of  doubt  that  we  do  not  really  care  what  the  com- 
petitive effect  is,  at  least  a  serious  question  in  my  mind  and  a  serious  question 
whether  we  should  care  what  tlie  competitive  effect  is  if  we  find  the  rates  to  be 
reasonable.  Now  as  I  stated  in  the  ruling  on  the  interconnect  petition  for  inter- 
vention, I  said  that  I  was  allowing  them  in  the  case  in  order  to  make  a  more 
full  and  complete  record  in  this  case ;  and  I  just  don't  want  any  of  my  rulings 
along  this  line  to  possibly  lull  them  to  sleep. 

After  I  read  that,  Mr.  Kelly  said— and  I  think  I  am  quoting 
him  accurately — "I  agree  witli  the  examiner,  that  he  did  right 
in  that  ruling." 

That  is  why  I  am  raising  my  questions.  In  other  words,  the 
examiner  has  a  question  of  reasonable  rates  for  the  consumers  of 
that  State :  Whether  he  should  consider  whether  competition  should 
be  more  important,  or  whether  what  is  in  the  best  interests  of  reason- 
able rates.  We  have  the  same  thing  in  the  ICC. 

The  ICC  la\v  specifically  states  that  there  are  four  categories 
that  the  Commission  must  take  into  consideration:  let's  say  of 
merger;  the  impact  of  the  railroad  workers;  the  economic  effect; 
and  the  antitrust  aspect  is  fourth  among  those  specifically  written 
into  the  law. 

That  is  why  I  raised  the  question  originally.  We  are  talking 
aljout  two  different  ballgames  when  we  are  talking  about  a  public 
utility  and  when  we  are  talking  about  an  industry  such  as  steel, 
automobiles,  IBM,  which  happen  to  be  in  a  competitive  business. 

Mr.  Craver.  The  thing  that  bothers  me  about  the  situation 
that  you  raise,  Mr.  Chumbris,  is  this:  Whenever  we  have  attacked 
the  rates  of  the  telephone  company  it's  been  on  the  basis  that  they 
have  beeji  anticompetitive,  and  the  basis  on  which  they  are  anti- 
competitive is  that  they  are  below  cost. 

Our  problem  is  getting  the  State  regulatory  commissions  to 
look  at  the  costs  of  providing  this  telephone  terminal  equipment 
and  make  sure  that  those  rates  are  not  below  cost,  for  the  reason 
that  if  they  are  below  cost  it  is  not  to  the  benefit  of  the  public,  as 
far  as  we  can  see,  because  it  is  meaning  that  the  general  ratepayer — 
which  is  the  ratepaying  public  of  the  State — is  paying  for  part  of 
the  cost  of  the  telephone  company  putting  that  equipment  in 
some  business  customer's  premises. 
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Now,  I  don't  know  what  can  be  fair  about  making  the  general 
residential  pnblic  pay  for  installing  business  telephone  equipment 
in  businesses. 

Mr.  Chumbris.  On  that  point  there  is  a  dispute  in  testimony 
thus  far.  We  will  have  more  testimony  on  that  point  also. 

The  reason  why  we  raise  these  questions  is  to  throw  this  issue 
out  and  try  to  put  it  in  focus  so  when  we  read  this  record  we 
will  understand  you  are  right  and  how  much  the  other  fellow  is 
right;   if  there  is  an  area  in  between. 

We  have  to  resolve  that.  You  were  talking  about  selling  belgw 
cost.  This  subcommittee  had  hearings  in  the  middle  1960's  when  we 
had  the  Chairman  of  the  Securities  and  Exchange  Commission 
before  us. 

The  issue  was  profit  to  the  SEC.  We  were  discussing  conglom- 
erate corporations  at  that  time. 

The  conglomerate  may  have  had  five  or  six  different  entities 
within  that  conglomerate.  Rather  than  each  one  of  them  reporting 
as  to  the  specifics  of  each  corporation,  they  lumped  it  all  together 
into  one  report  by  the  parent  corporation.  The  theory — which  was 
an  inquiry  of  our  subcommittee  at  that  time — was  should  it  be 
done  that*  way  or  should  jt  be  done  by  each  separate  entity  within 
that   conglomerate  structure. 

The  issue  at  that  time  was:  Are  conglomerates  good?  If  you 
have  a  conglomerate  and  six  of  the  divisions  did  well  but  three  of 
the  divisions  did  badly,  and  when  you  put  it  all  in  just  one  state- 
ment by  the  corporation  the  stockholder  would  never  know  that 
the  conglomerate  was  carrying  three  bad  divisions  in  that  organ- 
ization. That  was  only  one  of  the  purposes  of  the  hearing. 

We  had  analysts  come  in  and  testify  at  the  time. 

I  would  not  say  I  am  agreeing  with  the  philosophy  of  what  I 
am  bringing  out  now,  but  I  am  telling  you  how  the  subcommittee 
had  to  look  at  that  problem.  We  were  not  talking  about  regulated 
industries  at  that  time  but  the  general  run  of  the  corporate  struc- 
ture in  this  country. 

That  is  why  I  am  raising  the  question:  Are  you  going  to  put 
the  public  utilities  under  a  greater  burden  than  the  private  sector 
which  is  not  regulated? 

Mr.  Cra^t5r.  I  certainly  would.  I  think  there  is  a  world  of 
difference  between  the  problem  of  a  shareholder  in  a  corporation 
and  the  problem  of  the  customers  out  in  the  States  who  have  to 
have  telephone  service. 

A  shareholder  is  a  shareholder  by  virtue  of  a  voluntary  act. 
A  customer  has  to  have  telephone  service.  Telephone  companies 
come  into  the  regulatory  agencies  and  talk  about  the  life  line 
service  and  the  problems  of  the  infirmed  who  can't  get  out  of 
the  house. 

You  all  know  a  telephone  is  not  a  luxury;  it  is  a  necessity. 
The  only  protection  the  public  has  against  being  forced  to  pay 
inordinately  and  unfair  higher  rates  is  the  State  regulatory  com- 
missions. If  the  State  regulatory  commissions  don't  force  the 
telephone  company  to  charge  for  the  business  telephone  equipment 
on   the  basis  of  actual    costs   then   they    are   allowing   the   phone 
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company  to  impose  an  additional  burden  on  the  residential  rate- 
payers to  make  up  the  difference. 

I  would  like  to  say  that  in  that  very  decision  of  the  Michigan 
Public  Service  Commission  that  you  mentioned  the  staff  admitted 
that  the  cost  data  on  the  terminal  telephone  equipment  business 
of  Michigan  Bell  was  incomplete,  and  the  commission  admitted 
in  its  decision  that  it  was  faulty. 

Now  our  point  is:  on  the  basis  of  admittedly  incomplete  and 
faulty  information  the  Michigan  Commission  could  not  rule  com- 
pletely in  the  public  interest  in  approving  the  rates  that  it  did 
approve  in  that  general  rate  case;  and  we  have  appealed  that 
decision  to  the  State  courts  in  Michigan. 

Mr.  Chumbris.  I  admire  your  tentacity  in  arguing.  That  is 
also  good  for  the  record.  After  all,  if  we  are  not  going  to  bring 
up  these  questions,  then  we  do  not  get  your  reaction  to  them  and 
the  record  will  not  be  complete.  The  issue  doesn't  only  go  to  the 
shareholder;  it  also  goes  to  the  consumer.  The  point  I  was  bringing 
up,  is  that  the  SBC  was  looking  into  it.  The  objective  was  to 
find  out  what  the  profits  were  in  each  division;  also,  what  each 
division  is  basing  its  costs  on  to  determine  how  it  prices  its  different 
products  and  whether  the  consumer  gets  a  good  break  out  of  it 
or  whether  there  is  selling  below  costs.  That  is  one  of  the  points 
Senator  Long  had  in  his  bill  back  in  the  middle  1960's,  the  dis- 
tribution bill.  When  you  had  dual  distribution,  there  was  a  diffi- 
culty— as  far  as  Senator  Long  was  concerned — in  determining 
the  price  that  a  dual  distributor  charged  to  his  own  subsidiary  and 
the  price  that  he  charged  to  his  processing  customer.  We  have  been 
down  the  road  these  last  17  years.  You  can't  raise  a  question,  Mr. 
Craver,  this  subcommittee  has  not  looked  into  in  these  17  years. 
I  catch  you  coming  and  going  in  your  papers.  That  is  the  point 
I  have.  I  want  you  to  be  able  to  at  least  get  back  and  say,  "Look,  Mr. 
Chumbris,  you  are  dead  wrong  on  this  point."  And  try  to  convince 
me.  We  will  get  testimony  just  the  opposite  of  what  you  are  saying. 

Mr.  Craver.  Well,  Mr.  Chumbris,  if  you  are  concerned  about 
the  area  of  the  consumer,  we  are  on  the  same  side.  You  are  fighting 
for  the  consumer  and  so  are  we.  We  are  in  agreement  on  that. 

Mr.  Chumbris.  Mr.  Colter  will  say  the  opposite  of  what  you 
are  saying  and  he  will  say  he  is  fighting  for  the  consumer  too. 
Mr.  Nathan,  who  was  to  have  testified  yesterday,  will  say  that 
tlie  system  that  the  A.T.  &  T.  operates  on  now  is  in  the  best  inter- 
ests of  the  consumer;  not  only  of  the  consumer,  but  of  the  Nation. 
We  are  getting  two  sides  of  the  issue.  That  is  the  way  it  is  supposed 
to  be.  You  are  trying  to  make  it  look  one  way  and  one  way  only. 

Mr.  Craver.  Mr.  Chumbris,  I  know  A.T.  &  T.  is  perfectly 
capable  of  defending  its  position.  I  am  just  presenting  the  position 
for  the  consumer  from  the  standpoint  that  we  are  in  favor  of  it. 

Mr.  Chumbris.  As  I  say,  I  admire  your  tenacity.  You  may 
convince  the  record. 

Mr.  Craver.  To  get  back  to  the  problems  of  obtaining  notice 
of  commission  actions  with  regard  to  new  rates,  we  have  even  had 
a  problem  with  obtaining  what  we  viewed  as  public  information 
by  the  commissions ;  I  think  the  most  extremely  illogical  example 
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of  this  occurred  in  Oklahoma  when  we  attempted  to  obtain  a  cer- 
tified copy  of  what  was  shown  on  the  docket  sheet  of  the  Public 
Service  Commission  of  Oklahoma,  referred  to  as  the  court  docket. 
We  ■  were  prevented  by  the  chairman  of  the  commission  from 
obtaining  something-  as  simple  as  that. 

Throughout  our  experience  in  dealing  wath  the  regulatory  com- 
missions we  have  had  the  problem  of  staffs  who  are  not  sympathetic 
to  competition;  and  that,  of  course,  has  led  to  the  jnoblem  of 
presenting  our  information  to  the  commissions  on  the  effect  of  the 
telephone  company's  proposed  rates. 

In  some  States  there  is  not  even  a  provision  for  a  hearing.  I  mean 
it  is  one  thing  to  be  able  to  present  evidence  to  the  staff  of  the  com- 
mission, but  it  is  another  thing  to  obtain  a  hearing  on  some  rates; 
and  where  the  statutes  don't  even  provide  for  a  hearing  then  com- 
petition is  clearly  at  a  disadvantage   and  being  throttled. 

We  note  that  many  commissions  refuse  to  recognize  or  even 
consider  the  competitive  effects  of  pricing  or  marketing  practices 
of  the  telephone  companies.  Mr.  Chumbris  has  already  brought 
up  the  problems  we  had  in  the  INIichigan  rate  case  where,  throughout 
the  hearings,  which  lasted — well,  the  whole  proceeding  lasted  ap- 
proximately 11  months — we  never  knew  whether  the  commission 
would  recognize  competitive  effects  of  the  telephone  company 
rates.  As  this  committee  is  well  aware  it  is  an  established  rule  at 
the  Federal  regulatory  level  that  the  Federal  regulatory  agencies, 
the  so-called  alphabet  agencies,  must  consider  competitive  effects 
as  part  of  their  public  interest  standard.  The  Supreme  Court  has 
ruled  this  in  many,  many  cases.  Yet  wdien  we  come  down  to  the 
State  level  we  have  no  such  authority ;  and  as  we  cite  in  our  prepared 
statement  there  is  a  long  line  of  cases  in  the  States  to  the  effect 
that  the  State  regulatory  agencies  do  not  have  to  consider  competi- 
tive effects  of  utility  companies'   practices. 

So  that  line  of  cases  is  directly  contrary  to  the  well-established 
rule  at  the  Federal  level  that  the  Federal  regulatory  agencies  do 
have  to  consider  these  effects  as  part  of  the  public  interest  standard, 
which  again  gets  back  to  INIr.  Chumbris'  question,  and  that  is  that 
the  Supreme  Court  has  ruled  in  all  these  cases  that  competitive 
effect  is  part  of  the  public  intei-est  standard.  "VAIien  you  talk  about 
the  State  agencies  acting  in  the  public  interest  it  is  in  consonance 
with  the  rule  on  the  Federal  level :  They  have  to  consider  com- 
petitive effects  in  so  doing. 

Yet  it  has  been  impossible  in  a  number  of  cases  to  get  them  to 
do  this. 

In  our  statement  we  detail  the  long,  costly,  and  never-ending 
procedure  in  dealing  with  the  State  commissions  in  seeking  redress 
against  regulatory  practices  of  the  phone  company.  We  detail  the 
four  major  cases  that  we  have  underway  or  that  we  have  been  in- 
volved in;  three  major  State  commission  proceedings  and  a  major 
antitrust  suit  in  Federal  District  Court  in  Houston,  Tex.,  against 
Southwestern  Bell. 

One  of  the  three  regulatory  agencv  proceedings  involving  the 
so-called  770A   PBX.   This  began  in 'September   1972   before  the 
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California  PUC  when  the  Pacific  Telephone  Co.  filed  an  advice 
letter  proposing  rates  for  this  new  PBX  service. 

We  presented  substantial  evidence  to  the  commission  staff  that 
the  rates  were  too  low  to  recover  full  costs,  and  we  were  at  that 
time  successful  in  having  the  commission  suspend  the  proposed 
rates  and  order  an   investigation   into  it. 

Five  days  of  hearings  were  held  in  April  1973  during  which 
we  crossed-examined   a   number  of   P.T.    &   T.   witnesses. 

At  the  beginning  of  the  sixth  day  of  hearings  P.T.  &  T.  counsel 
requested  that  the  hearings  be  suspended  while  P.T.  &  T.  conducted 
additional  cost  studies  relating  to  the  770A. 

Nothing  happened  from  April  1973  until  last  month,  at  which 
time  we  were  notified  by  P.T.  &  T.  pursuant  to  the  examiner's 
request  that  they  consult  with  us  during  the  course  of  their  cost 
studies. 

We  were  told  that  P.T.  &  T.  had  completed  a  new  cost  study  on 
the  770A  and  we  were  presented  with  new  rates  that  were  indicated 
by  the  new  cost  studies. 

We  were  told  that  Pacific  was  going  to  withdraw  their  old  advice 
letter  and  eventually  file  these  new  rates. 

Now,  under  PUC  procedure  this  is  normal  procedure  and  we 
have  no  control  over  it. 

We  have  been — since  September  of  1972  to  virtually  this  month — 
litigating  this  case,  and  now  that  case  has  gone  by  the  board  and 
we  may  have  to  begin  over  again  as  a  whole  new  case  on  the  new 
rates. 

The  Pacifc  Telephone  General  Rate  case  before  the  California 
PUC  was  also  engaged  in  by  us.  That  case  consumed  the  first  11 
months  of  1973  in  hearings,  and  final  briefs  were  filed  in  February 
1974. 

We  cross-examined  a  number  of  witnesses  and  presented  some 
direct  testimony  in  that  case  relating  to  the  key  and  keyless  business 
extension  telephone  service  of  Pacific  Telephone  Co. 

No  decision  in  the  case  has  been  rendered,  but  a  few  months 
ago  Pacific  filed  an  advice  letter  with  proposed  rates  on  a  new 
key  service  called  the  Com  Key  718  which  rates  are  substantially 
lower  than  the  rates  proposed  by  P.T.  &  T.  in  the  general  rate 
case,  and  litigated  in  that  case. 

Regardless  of  what  happens  in  the  general  rate  case  with  regard 
to  Pacific's  key  telephone  rates  we  will  probably  have  to  litigate 
it  all  over  again  because  of  the  new  service  which  is  lower  than  the 
old  service. 

Also  in  regard  to  the  California  General  Rate  case  there  was 
no  litigation  of  Pacific's  PBX  rates  because  they  were  based  on  cost 
studies  which  were  years  old. 

The  staff  had  recommended  an  across-the-board,  15-percent  in- 
crease. We  did  not  object  to  that,  and  neither  did  Pacific  for  the 
reason  that  Pacific  was  engaged  in  a  completely  new  cost  study  on 
all  of  its  PBX  service,  and  they  were  going  to  propose  a  restructur- 
ing of  that.  There  wasn't  any  use  litigating  it  in  that  case  because 
they  were  going  to  have  to  litigate  it  later  anyway.  As  yet,  that  still 
hasn't  been  filed.  That  is  still  in  the  offing. 
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In  the  Michigan  General  Rate  case — that  was  a  relatively  short 
case  involving  only  about  10  months — we  and  other  interconnect 
company  intervenors  extensively  cross-examined  Michigan  Bell  wit- 
nesses and  presented  direct  testimony  showing  that  the  PBX  and  key 
telephone  rates  of  Michigan  Bell  were  below  cost  in  a  number  of 
respects. 

The  decision  of  the  Michigan  (Commission  afforded  no  relief  on 
rates,  but  it  did  direct  the  telephone  company  to  substantially  revise 
its  accounting  procedures  so  as  to  more  clearly  segregate  the  costs 
of  providing  business  telephone  service  by  Michigan  Bell  from  the 
cost  of  providing  its  exchange  service. 

As  I  mentioned,  we  have  appealed  that  decision,  but  it  is  still  in 
the  discovery  stage. 

In  th3  meantime,  Michigan  Bell  has  filed  another  general  rate 
case  asking  for  four  times  the  increased  revenues  they  were  asking 
for  in  the  last  case,  and  all  of  the  issues  raised  in  the  last  case  are 
again  relevant  in  the  new  case. 

How  that  will  ever  be  resolved  remains  to  be  seen. 

Our  Texas  case — filed  in  April  1973 — is  still  in  the  stage  where 
we  are  attempting  to  have  the  court  rule  on  the  issue  of  whether  the 
rates  which  are  at  issue  in  that  case — it  is  not  really  rates,  it  is  a 
tie-in  practice  by  Southwestern  Bell — are  immune  under  the  State 
action  immunity  doctrine. 

Even  though  this  case  is  a  year  old  no  decision  has  yet  been 
rendered  on  this  issue,  which  we  think  is  a  fair  indication  of  the 
manner  in  which  the  telephone  companies  are  able  to  use  State 
regulation  as  a  shield  to,  if  not  protect,  at  least  delay  any  court 
action  against  their  practices. 

All  of  this  litigation  has  engaged  a  three-man  staff  at  Litton  for 
at  least  90  percent  of  its  time  over  the  last  year  and  roughly  three- 
quarters. 

Our  out-of-pocket  expense  on  these  four  cases  alone  have  been 
approximately  $101,000,  just  in  travel,  consulting  fees,  printing, 
telephone,  and  so  forth. 

This  does  not  take  into  account  the  cost  of  the  legal  time  which 
an  independent  company  would  have  to  bear  if  it  were  to  engage  in 
the  same  degree  of  legal  effort. 

Just  last  night  I  was  doing  some  figuring  and  it  turned  out  that 
on  the  basis  of  at  least  90  percent  of  the  time,  for  three  lawyers,  half 
a  million  dollars  would  be  a  fair  value  of  that  equivalent  time  if 
it  had  to  be  obtained  from  independent  legal  firms. 

Thus  Litton's  experience  before  the  State  regulatory  agencies  has 
indicated  to  us  these  ways  in  which  the  State  regulatory  system 
actually  plays  into  the  hands  of  the  telephone  companies,  and  par- 
ticularly the  Bell  System,  in  eliminating  competition. 

Obviously  small  companies  trying  to  get  established  in  this  rnarket 
could  not  possibly  afford  the  time  and  the  expense  of  engaging  in 
litigation  which  has  produced,  at  best,  negligible  results  in  almost 
2  years. 

In  our  written  statement  we  note  several  public  statements  by 
State  regulatory  officials  indicating  they  are  not  in  favor  of  com- 
petition anyway. 
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We  quote  from  statements  by  Mv.  Nesbitt,  chairman  of  the  Okla- 
homa Corporation  Commission,  and  INIr.  Ben  Wiggins  of  the  Georgia 
Public  Service  Commission,  who  is  also  the  president  of  the  National 
Association  of  Regulatory  ITtilities  Commissioners. 

As  Mr.  Wiggins  said,  '"'Competition  in  any  true  sense  simply  isn't 
possible." 

As  INIr.  Nesbitt  said : 

More  utter  nonsense  has  been  promulgated  and  is  being  promulgated  in  the 
name  of  competition/antitrust  these  days  than  in  the  name  of  any  other  phi- 
losophy;  and  more  actual  disruption  of  our  economy  is  being  carried  out  in 
the  name  of  this  high-sounding  word,  competition. 

We  submit  that  when  the  State  regulatory  commissioners  are 
openly  so  hostile  to  interconnect,  and  have  shown  that  they  have 
such  strong  views  on  the  subject,  that  obtaining  a  fair  and  objective 
hearing  is  prima  facie  foreclosed  to  competitors. 

We  cite  a  number  of  examples  which  we  believe  are  the  most  dra- 
matic illustrations  of  below-cost  pricing  by  the  Bell  System. 

There  is  no  need  to  go  into  all  of  them.  They  are  set  out,  I  think, 
clearly  in  the  statement.  I  w^ould  note  just  one  which  I  think  is  a 
very  dramatic  example,  and  that  is  the  situation  with  regard  to  the 
770"A  rates  of  Pacific  Telephone.  As  I  noted  a  few  moments  ago, 
hearings  were  held  on  the  initial  rates,  after  which  A.T.  &  T.  went 
back  and  conducted  additional  cost  studies,  and  last  month  they 
came  back  with  new  indicated  rates  based  on  the  new  studies. 

The  comparison  of  the  original  rates  with  the  new  indicated  rates 
is  set  forth  in  a  table  in  our  written  statement  for  various  typical 
system  sizes.  It  can  be  seen  from  that  table  that  there  are  extremely 
substantial  increases  in  indicated  rates  based  on  Pacific's  new  cost 
studies. 

For  example,  for  the  small  system  size  listed — 6  trunks  and  35 
stations— the  monthly  rate  would  increase  from  $324.10  to  $394.50. 

On  the  larger  sizes  listed,  the  monthly  rate  would  increase  from 
$1,160.40  to  $1,790.10.  Even  more  dram'atic  is  the  increase  in  the 
installation  charge  that  would  occur.  In  the  case  of  the  smaller  size 
listed  the  increase  would  be  over  $1,000,  and  in  the  case  of  the 
largest  size  listed  tlw  increase  would  be  approximately  $6,000. 

In  contrast  to  this  are  the  rates  charged  for  the  770A  by  Southern 
Bell,  which  comparison  is  also  shown  in  our  prepared  statement. 
This  table  shows  that  contrasted  with  the  new  indicated  monthly  rate 
for  Pacific  of  $394.50  for  the  smallest  svstem  size  listed,  the  monthly 
rate  for  Southern  Bell  is  only  $267.35.  " 

For  the  largest  size  listed,  Southern  Bell's  monthly  rate  is  almost 
$800  lower  than  Pacific's  new  indicated  rate  on  the  basis_  of  its  cost 
studies.  Even  more  dramatic  is  the  difference  in  the  installation 
charge  as  can  be  seen  from  the  table.  Southern  Bell  charges  only 
$100  to  put  in  the  smallest  system,  whereas  the  instaljation  charge 
based  on  Pacific's  new  cost  studies  is  over  $3,000,  and  in  the  largest 
line  size  listed.  Southern  Bell's  installation  charge  would  be  $900, 
and  Pacific's,  almost  $14,000. 

Obviously  we  don't  know  whether  there  is  any  connection,  but 
it  is  certainly  interesting  to  note  that  Georgia  is  in  Southern  Bell's 
territory  and  Georgia  has  as  its  chairman  INIr.  Wiggin's,  who  has 
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openly  espoused  A.T.  &  T.  philosophy  against  competition,  whereas 
the  company  serving  his  own  customers  is  charging  rates  that  are 
so  ridiculously  below  the  rates  indicated  on  the  basis  of  Pacific's 
latest  cost  studies. 

We  detail  other  predatory  practices  engaged  in  by  the  Bell  System 
which  include  the  charging  of  exorbitant  rates  for  interface  devices; 
engaging  in  tying  practices  which  we  mentioned  is  at  issue  in  our 
suit  against  Southwestern  Bell  in  Houston,  Tex.;  and  applying  of 
reciprocity  pressures  against  customers  who  are  likely  to  buy  and 
install  their  own  equipments  or  who  are  already  discussing  doing  so 
with  competitors ;  and  the  lowering  of  rates  where  competition  exists 
and  raising  them  where  competition  is  weak  or  nonexistent. 

I  don't  Avant  to  belabor  the  committee  by  going  into  all  of  these 
points,  but  I  think  the  one  that  is  very  important  for  the  committee 
to  understand  is  the  one  regarding  the  interface  devices. 

It  has  been  clear,  in  our  opinion,  from  the  cases,  going  all  the 
way  back  to  the  1956  court  of  appeals  decision  in  Hushaphone,  con- 
tinuing through  the  court  of  appeals  decision  in  Carterfone,  which 
I  believe  was  approximately  in  1966,  the  FCC's  decision  in  Carter- 
fone, and  of  course  most  recently  the  decision  of  the  California 
Supreme  Court  in  the  Phonetele  case,  that  the  telephone  companies 
could  not  interfere  with  a  user  of  the  telephone  network  in  his 
obtaining  the  maximum  utility  from  the  telephone  network  by  using 
equipment  that  may  not  be  provided  by  the  telephone  companies,  but 
which  is  useful  to  him  and  which  increases  the  utility  to  him  of  the 
telephone  network,  in  the  absence  of  causing  actual  harm  to  the 
network. 

Despite  the  holding  of  all  of  those  cases,  as  soon  as  the  FCC,  in 
early  1969  in  its  final  decision  in  Carterfone,  outlawed  the  tariffs  pro- 
hibiting, outright,  the  interconnection  of  customer  owned  devices  to 
the  network,  the  telephone  companies  immediately  began  requiring 
interface  devices  without  showing  that  the  customer  owned-and- 
provided  equipment  would  cause  actual  harm  to  the  network. 

That  practice,  of  course,  has  been  picked  up  by  the  other  telephone 
companies  and  is  in  universal  use  today. 

However,  because  of  the  clear  holding  of  these  early  cases  that 
the  telephone  companies  could  only  insist  on  a  protective  device,  or 
an  isolating  device,  if  they  first  showed  that  the  customer's  equip- 
ment was  going  to  cause  actual  harm,  means  that  this  long  engaged  in 
practice  of  requiring  these  interface  devices  has  been  a  clear  attempt 
to  eliminate  and  to  restrain  competition;  because  they  have  done  so 
without  first  showing  any  harm  from  these  devices. 

The  degree  to  which  these  pieces  of  customer  owned-and-provided 
terminal  equipment  do  not  cause  harm  has  been  clear  and  is  be- 
coming even  more  clear  in  the  testimony  which  has  been  occurring 
in  certain  State  regulatory  commission  proceedings. 

For  example,  the  California  PUC  has  been  engaging  in  an  investi- 
gation of  the  harm  question  and  the  interface  question;  and  the 
staff  witness  for  the  commission  has  filed  his  prepared  testimony  in 
which  he  shows  that  there  has  been  no  evidence  of  harm  and  that 
indeed  the  interface  devices  themselves  cause  substantial  harm  and 
inconvenience  to  the  network.  And  there  is  clear  evidence  that  the 
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interface  devices  that  the  Bell  System  and  other  telephone  com- 
panies have  been  usino;  are  designed  to  be  overly  complicated  and 
overly  expensive  with  the  result  that  the  rates  that  are  charged  for 
these"  devices  are  so  high  that  they  are  an  actual  impediment  to  com- 
petition. 

I  think  the  clearest  case  of  this  is  shown  with  regard  to  the  key 
telephone  rates  of  Pacific  Telephone  in  California.  Pacific  Telephone 
presently  charges  $4.65  a  month  for  any  size  of  key  telephone  in- 
strument called  a  call  director;  yet,  the  interface  charge,  if  a 
customer  wants  to  use  his  own  key  telephone  equipment,  is  from 
$4.25  to  $5.50  a  month  per  line,  depending  upon  the  type  of  device 
used. 

Thus  the  interface  device  costs  more  than  the  telephone  company 
equipment.  That  means  an  independent  interconnect  competitor  has 
to  give  his  device  away,  practically. 

All  of  this  impediment  to  competition,  as  I  noted,  is  in  face  of 
the  fact  that  the  telephone  company  has  never  shown  the  customer- 
owned  equipment  causes  actual  harm  to  the  network ;  and  they  have 
never  shown  that  customer  owned-and-provided  equipment  ever  has 
more  potential  for  causing  harm  to  the  network  than  the  telephone 
company's  own  equipment. 

The  fact  is,  as  is  shown  in  these  PUC  proceedings,  that  the  equip- 
ment provided  by  Litton  BTS  and  other  interconnect  companies  to 
their  customers  is  based  on  the  same  design  as  is  utilized  in  the 
telephone  company's  own  equipment,  and  is  indeed  manufactured 
under  license  from  Western  Electric  and  uses  components  that  are 
manufactured  under  license  from  Western  Electric. 

So  the  short  of  it  is  that  there  is  no  more  potential  for  causing 
harm  to  the  network  from  the  customer-owned  equipment  which  is 
being  used  today  than  there  is  from  the  telephone  company's  own 
equipment. 

As  a  final  attestation  to  this  fact  we  submit  the  additional  fact 
that  this  same  kind  of  equipment  which  Litton  BTS  and  other 
interconnect  companies  are  providing  to  customers  of  the  telephone 
network  is  also  supplied  by  tlie  same  manufacturers  to  independent 
telephone  companies  and  is  installed  by  them  directly  connected  to 
the  network. 

In  conclusion,  the  evidence  based  on  our  experience  is  that  the  Bell 
System  is  committed  to  maintaining  the  monopoly  position  it  had 
in  the  telephone  terminal  market  throughout  the  areas  served  by 
its  operating  companies. 

We  submit  that  our  conclusion  in  this  respect  is  based  on  the 
objective  evidence  of  the  pricing  and  marketing  practices  that  they 
have  been  engaged  in. 

After  all,  it  is  a  well-established  principle  in  the  antitrust  field, 
as  well  as  in  other  fields  of  law,  that  a  person  is  presumed  to  intend 
the  natural  consequences  of  his  acts. 

Furthermore,  with  ownership  of  83  percent  of  all  the  telephones  in 
the  United  States,  and  comparable  or  greater  shares  of  the  long 
distance  transmission  and  local  exchange  service,  and  with  total 
integration  into  equipment  manufacturing  and  supply  the  Bell  Sys- 
tem has  overwhelming  market   advantages  that   allow  the  use  of 
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many  kinds  of  anticompetitive  practices;  that  the  State  regulatory 
system  is  ineffective  to  deal  with  the  predatory  practices  of  the  Bell 
System ;  that  as  long  as  the  present  structure  of  the  telephone 
terminal  market  continues,  new  entry  by  competitors  into  the  market 
will  be  limited  and  the  companies  now  struggling  to  compete  will 
exist  only  at  the  sufferance  of  the  Bell  System ;  that  if  there  is  to  be 
a  viable,  effectively  competitive  telephone  terminal  equipment 
market,  restructuring  consisting  of  the  four  types  that  we  have  re- 
commended in  necessary. 

We  submit  that  our  four-point  plan  is  simple  and  would  be  rela- 
tively easy  to  accomplish,  and  that  it  would  result  in  minimal  dis- 
location to  the  Bell  System. 

No  divestiture  would  be  required ;  the  operating  companies  would 
not  lose  the  revenues  from  their  terminal  equipment  business;  busi- 
ness would  only  be  separated  into  separate  corporations;  and  West- 
ern Electric,  while  it  woidd  phase  out  of  telephone  terminal  equip- 
ment manufacturing,  would  be  free  to  use  the  additional  manu- 
facturing space  and  facilities  to  expand  their  other  lines  of  equip- 
ment which  they  contend  are  so  desperately  needed  to  continue  the 
expansion  of  the  telephone  network. 

On  the  other  hand,  substantial  public  benefits  would  accrue.  The 
State  regulatory  commissioners  would  be  free  to  apply  themselves 
to  the  traditional  regulatory  problems  that  they  have  been  facing; 
and  the  benefits  of  competition  in  the  telephone  terminal  equipment 
market  would  be  assured  to  users  of  the  telephone  network. 

We  note  that  in  our  opinion  the  evidence  is  clear  that  competition 
is  not  contradictory  to  the  objectives  of  telephone  regulation,  which 
are  providing  service  to  every  possible  customer  at  the  lowest  pos- 
sible prices. 

If  competition  is  allowed  to  grow  and  thrive  in  the  terminal 
equipment  market  there  will  be  plenty  of  companies  available  to 
supply  this  equipment  to  all  of  the  customers ;  and  the  normal  inter- 
play of  competitive  forces  will  assure  that  prices  are  as  low  as 
possible. 

Furthermore,  it  should  be  noted  that  competition  w^ould  provide 
the  additional  benefit  of  allocating  resources  in  this  market  to  the 
most  efficient  producers. 

We  submit  that  the  present  inability  or  disinclination  of  the  State 
regulatory  commissions  to  force  the  operating  companies  to  price 
their  services  strictly  on  the  basis  of  cost  is  contrary  to  the  principle 
of  allocating  resources  to  the  most  efficient  producers,  because  by  not 
forcing  pricing  based  on  actual  costs  the  commissions  are  encourag- 
ing inefficiency  in  the  Bell  System  because  they  are  allowing  the 
Bell  System  to  subsidize  the  low  cost  pricing  by  other  revenues  with 
the  result  that  there  is  no  incentive  on  Bell  to  compete  on  the  basis 
of  the  best  efficiency  and  the  lowest  prices  derived  therefrom. 

As  a  final  comment  I  would  state  that  it  is  particularly  frustrating 
for  a  company  attempting  to  compete  in  the  interconnect  market  and 
to  provide  customers  of  the  telephone  network  with  new  and  in- 
novative products,  service,  and  pricing  alternatives  to  have  to  under- 
take substantial  legal  expenses  in  order  to  compete,  which  expenses 
are  nonproductive  from  a  standpoint  of  providing  lower  cost  and 


3746 

better  service,  while  the  utility  companies  opposing  us  so  formidably 
on  so  many  fronts  are  guaranteed  to  recover  all  of  their  costs  of 
attempting  to  eliminate  our  competition  in  addition  to  earning  a 
rate  of  return  on  their  investment. 

Thank  you. 

Senator  Hart.  Thank  you,  both  for  a  rather  conclusive  and  ef- 
fective summary  and  also  for  the  basic  doctrine  of  your  testimony, 
much  of  which  I  have  had  a  chance  now  to  read. 

Very  eaxl^  in  your  prepared  testimony  you  describe  the  way  you 
see  the  Bell  System ;  and  after  describing  it  you  say  it  is  the  greatest 
conglomeration  of  economic  and  political  power  of  any  corporate 
enterprise  in  the  United  States. 

Why  would  Litton  decide  to  take  on  that  kind  of  animal? 

Mr.  Graver.  I  think  the  reason  why  we  went  into  this  business 
following  the  Federal  Communication  Commission's  decision  in 
Carterfone  was  that  in  the  first  place  we  had  a  substantial  tech- 
nological base  from  the  fact  that  we  had  been  engaged  in  providing, 
designing,  and  manufacturing  communications  equipment  to  the  De- 
fense Department ;  and  second,  when  the  market  opened  up  as  a  result 
of  the  FCC's  ruling  in  Carterfone  we  viewed  it  as  having  a  sub- 
stantial potential  for  providing  new  equipment  to  customers  of  the 
telephone  network. 

We  felt  that  it  was  a  natural  area,  a  new  business  for  Litton. 

Senator  Hart.  If  you  had  it  to  do  over  again,  would  you  do  it? 

Mr.  Craver.  Well,  if  they  asked  for  my  advice,  I  would  have  to 
recommend  against  it  on  the  ground  that  the  experience  that  we  have 
had  in  competing  against  the  Bell  System,  and  in  participating  in 
the  State  regulatory  actions,  indicates,  in  my  opinion,  that  the 
regulatory  and  competitive  climate  is  adverse  to  competition  to  any 
significant  degree  in  this  market. 

Now,  that  doesn't  mean  that  I,  personally,  don't  have  hopes  for 
the  future.  I  think  that  in  time  these  problems  will  be  worked  out, 
if  there  is  enough  effort  put  to  it. 

The  problem  is  that  there  aren't  very  many  companies  around  who 
can  afford  that  effort  on  the  basis  of  our  experience  in  litigation  in 
this  area. 

Certainly  the  small  interconnect  companies  which  probably  make 
up  well  over  90  percent  of  all  of  them  can't  afford  it;  and  there 
are  few  large  companies  that  are  in  a  position  to  do  it. 

I  think  that  Litton  is  in  a  unique  position,  and  I  fear  for  the 
future  because  I  don't  see  any  other  people  in  a  position  or  able  to 
do  it. 

Certainly  hearings  of  this  sort  by  this  committee  are,  in  my 
opinion,  an  extremely  important  tool  from  the  standpoint  of  bring- 
ing the  problems  out  on  the  public  record,  which,  of  course,  is  the 
heart  of  our  whole  system,  so  that  they  can  be  considered,  and  dis- 
cussed, and  the  problems  can  be  recognized. 

I  believe  that  this  is  important  from  a  standpoint  of  achieving  a 
remedy  to  the  present  system. 

I  would  also  hope  that  it  would  be  important  in  inducing  other 
companies  to  either  singularly  or  collectively  band  together^  and 
institute  and  carry  on  the  kind  of  legal  effort  that  our  experience 
indicates  is  necessary. 
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Of  course,  there  is  always  the  hope  of  legislation. 

Senator  Hart.  Indicative  of  the  fact  that  you  intend  to  continue 
marketing  your  interconnect  equipment,  you  explain  that  you  are 
engaged  in  forming  a  network  of  authorized  independent  distribu- 
tors located  in  the  major  metropolitan  center-s,  which  I  take  it  would 
supplement  or  be  an  addition  to  the  implementation  of  the  service 
operations  that  you  now  engage  in  directly;  is  that  correct? 

Mr.  Cra\t:r.  Yes,  Senator. 

To  explain  a  little  bit  more  in  detail,  we,  at  the  beginning  of  our 
business,  which,  as  I  mentioned,  was  in  1970,  started  by  establishing 
a  number  of  direct  branch  sales  and  service  operations  in  what  ^e 
thought  at  that  time  would  be  major  markets  around  the  country. 

I  forget  the  exact  figure — approximately  15  States  at  one  time, 
with  direct  branch  and  service  operations. 

However,  because  of  the  adverse  regulatory  and  competitive 
climate  we  have  since  had  to  contract  our  business  and  we  have 
closed  our  direct  sales  operations  in  all  States  but  California. 

We  will  maintain  direct  service  operations  to  service  equipment 
that  we  had  installed. 

So,  at  the  present  time  we  are  direct  in  California  in  sales,  with 
service  operations  elsewhere ;  and  we  are  attempting  now  to  establish 
a  system  of  distributors  w4io  would  be  independent  businessmen,  but 
with  whom  we  would  work  in  encouraging  them  and  helping  them 
to  sell  terminal  equipment  which  they  would  purchase  from  us. 

Senator  Hart.  That  change  then  to  a  franchise  formula  imposes, 
at  least  initially,  costs  in  excess  of  what  you  would  have  incurred 
had  you  stayed  with  the  15  or  more  direct  distributors ;  is  that  true  ? 

Mr.  Cra\^r.  It  does,  from  the  standpoint  of  constituting  a  sub- 
stantial expense  by  virtue  of  closing  these  branches. 

There  are  leases  that  have  to  be  brought  out,  and  things  of  that 
sort. 

The  contraction  is  always  an  extremely  expensive  procedure. 

On  the  other  hand,  for  the  future  we  expect  that  the  processes 
of  operating  through  independent  dealers  will  result  in  some  cost 
economies  as  opposed  to  the  former  branch  operations. 

Mr.  Chumbris.  Mr.  Chairman,  may  I  make  one  point? 

]\Ir.  Craver,  you  were  noting  the  costs  aspect,  $500,000,  I  believe 
you  stated.  It  might  have  been  something  that  might  dis'^'ourage 
others. 

Well,  when  we  had  the  Snap-On  Tool  people  before  us,  during  the 
franchise  hearings  in  the  middle  1960's,  the  legal  costs,  as  testified 
to  by  the  president  of  the  company,  were  $250,000 ;  and  they  fought 
the  case,  whereas  other  companies  who  didn't  have  the  resources, 
took  a  cease-and-desist  order. 

The  Schwinn  Bicycle  Co.  faced  the  Justice  Department  suit 
against  them.  It  cost  them  $400,000  to  fight.  They  won  it  in  a  lower 
court,  but  unfortunately  lost  it  in  the  Supreme  Court.  That  $400,000 
was  only  in  the  lower  court. 

What  the  costs  were  ultimately,  through  the  Supreme  Court,  we 
don't  know. 

You  can  see  that  you  are  not  alone  just  because  you  have  to  go 
from  commission  to  commission.  We  have  businessmen  every  day 
who  face  similar  problems  from  Government  agencies. 
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As  a  matter  of  fact,  Mr.  Timbero;,  one  of  tlie  key  witnesses  that 
appeared  before  lis  over  the  years  and  who  was  formerly  with  the 
Department  of  Justice,  stated  that  one  of  the  unpleasant  things 
about  consent  decree  in  the  Justice  Department  was  that  many 
people  were  goino;  ahead  and  accepting  the  consent  decree,  even 
though  they  knew  they  did  nothing  wrong;  but  because  of  the  tur- 
moil within  the  company  and  the  court  costs  they  just  went  ahead  and 
accepted  a  consent  decree. 

That  is  one  of  the  problems  this  subcommittee  has  wrestled  with, 
also  as  to  what  to  do  about  the  constant  device  system. 

I  sympathize  with  the  fact  you  have  those  cost  problems.  There 
are  a  lot  of  businessmen  around  the  country,  big,  small,  medium- 
size,  who  have  to  face  the  same  problem. 

Mr.  Craver.  Yes. 

Mr.  CiiuMBRis.  I  have  no  further  questions  of  this  witness,  Mr. 
Chairman.  I  have  already  had  my  say. 

Mr.  Craver.  If  I  might  just  add  a  postscript  of  agreement  to  what 
]Mr.  Chumbris  said.  We  face  substantial  legal  expenses  in  many 
legal  areas.  I  always  sympathize  with  the  small  businessmen  that  you 
just  mentioned,  who  can't  afford  the  legal  expense. 

They  have  to  either  go  out  of  business  or  accept  a  consent  order 
when  they  really  feel  they  did  nothing  wrong.  That  is  what  the 
problem  is,  as  I  see  it,  in  this  industry. 

The  great  bulk  of  the  interconnect  companies  are  too  small  to 
afford  these  expenses. 

Senator  Hart.  Mr.  Hellerman  ? 

Mr.  Heli.erman.  Thank  you,  INIr.  Chairman. 

Mr.  Craver,  T  will  assume  it  is  your  opinion  that  Bell  is  using  its 
power  to  eliminate  competition.  Do  you  think  that  that  action  is 
a  decision  of  the  operating  companies  or  a  decision  by  both  the 
operating  companies  and  A.T.  &  T.  management? 

Mr.  Craver.  Well,  we  have  had  limited  experience  in  trying  to 
trace  the  chain  of  communication  between  A.T.  &  T.  and  the  operat- 
ing companies.  Others  have  had  much  more  experience  than  we ;  and 
I  could  only  comment  essentially  on  the  basis  of  evidence  that  I  have 
heard  about,  that  has  been  developed  by  these  other  endeavors;  but 
again,  to  me,  as  a  lawyer,  the  clearest  evidence  is  the  objective  facts; 
and  to  me,  the  objective  facts  that  these  practices  are  engaged  in 
indicates  to  mo  that  they  must  be  intended,  because  I  can  find  no 
justification  for  the  practices. 

For  example,  the  interface  charge.  I  can  find  no  justification  on 
this  basis  of  causing  harm  to  the  network  or  on  the  basis  of  electrical 
principled  of  the  network  to,  one,  require  these  devices  at  all ;  and 
two,  require  devices  that  are  so  overly  engineered,  overly  com- 
plicated, overly  constructed,  and  contain  so  mnch  redundant  capacity 
in  them  that  they  are  priced  at  such  a  high  price  and  which,  as  the 
evidence  shows,  do  not  protect  substantially  against  harm  to  anyone. 

Now  to  me,  the  facts  of  this  indicate  that  this  is  part  of  the  plan. 
T  would  have  to  conclude  there  must  be  a  scheme  or  plan  involved 
here  from  the  top  down. 

I  think  the  public  statements  that  Mr.  deButts  made — which  are, 
as  I  view,  pretty  adamantly  opposed  to  competition  in  any  form — 
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indicate  the  feeling,  or  at  least  the  inclination,  on  the  part  of  A.T. 
&  T.  with  regard  to  competition. 

Senator  Hart.  I,  with  apologies,  have  to  interrupt  for  a  brief 
recess.  That  is  the  second  notice  of  a  vote. 

[A  brief  recess  was  taken.] 

Senator  Hart.  The  committee  will  come  to  order. 

Mr.  Ilellerman  ? 

Mr.  Hellerman.  Are  you  familiar  with  the  recent  action  taken 
by  the  North  Carolina  Commission? 

Mr.  Craver.  I  assume  you  are  referring  to  the  proposed  rule- 
making regarding  allowing  or  disallowing  the  interconnection  of 
customer-provided  equipment  to  the  network? 

]\Ir.  Hellermax.  That's  correct,  Mr.  Craver. 

]Mr.  Cramsr.  Yes.  I  have  been  following  that, 

Mr.  Hellermax.  Would  you  indicate  for  us  what  that  action  was? 

Mr.  Cra^tsr.  Well,  the  action  was  initiated  by  the  publication  of 
a  proposed  rule  b}^  the  North  Carolina  Public  Utilities  Commission. 

I  forget  the  exact  date  that  they  proposed  the  rule,  but  it  was 
approximately  6  or  8  months  ago. 

That  rule  would  have,  after  a  date  specified  therein,  which  I 
believe  was  December  31,  1973 — I  may  be  in  error  on  the  date — ^the 
interconnection  of  customer  owned  and  maintained  equipment  in  the 
State  of  North  Carolina  would  have  been  prohibited ;  and  a  numljer 
of  people  hied  interventions,  including  Litton.  Some  evidence  was 
taken.  In  fact,  I  have  a  copy  of  the  latest  proposed  rule  here. 

Just  on  the  12th  of  June  the  Commission  issued  an  order  to 
another  proposed  rule  which  would  have  substantially  changed  the 
provisions  of  their  initial  proposed  rule;  and  I  assume  that  their 
changes  are  a  result  of  the  action  of  the  Federal  Communications 
Commission  in  its  Telerent  decision  which  held  that  attempts  by 
State  regulatory  agencies  to  ban  or  interfere  with  the  connection  of 
customer  owned  equipment  to  the  telephone  networks,  except  as  to 
prevent  harm,  would  conflict  with  the  primary  jurisdiction  and 
authority  of  the  Federal  Communications  Commission. 

Mr.  Hellermax.  One  of  the  proposed  orders  is  a  prohibition 
against  terminal  equipment  as  of  June  30, 1975 ;  is  that  correct  ? 

INIr.  CRAiTSR.  Well,  the  new  rule  which  came  out  on  June  12 
specifies  that  from  and  after  June  1,  1975,  no  telephone  public  utility 
doing  lousiness  in  Noith  Carolina  shall  allow  interconnection  to  its 
telecommunications  system,  customer  owned  or  provide  station  ap- 
paratus or  terminal  equipment  consisting  of  PBX,  key  equipment, 
and  peripheral  devices. 

INIr.  Hellermax.  What  effect  do  you  think  that  rule  will  have  on 
the  interconnect  companies  in  the  State  of  North  Carolina? 

]Mr.  CItA^'ER.  Well.  I  don't  believe  it  will  have  any  effect. 

The  rule,  and  the  entire  actit»n  of  the  commission,  is  really  a 
nullity.  I  think  the  proposed  rule  on  its  face  shows  it  is  a  nullity. 

It  is  really,  I  think,  based  on  the  actions  of  the  commission  in 
this  whole  case,  an  attempt  now  by  the  commission  to  try  to  get  out 
from  under  the  burden  of  a  proceeding  which  it  knows  will  never 
go  anywhere. 
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The  reason  I  have  this  opinion  is  because  in  the  first  place  the 
FCC  in  TeJerent  has  clearly  said  any  attempt  by  the  North  Carolina 
Commission  of  any  other  commission  to  ban  interconnect  conflicts 
with  the  Federal  supremacy  of  the  FCC  in  this  area. 

Second,  the  provisions  of  the  Xorth  Carolina  Commission's  or 
proposed  rule,  specifically  excludes  any  application  to  the  direct 
coiniection  of  customer  owned  equipment  used  in  interstate  com- 
munications. 

Therefore,  because  of  the  simple  and  elementary  fact  that  it  is 
physically  and  electrically  impossible  to  segregate  intrastate  com- 
munications fi'om  interstate  communications  conducted  over  any 
customer's  telephone,  the  exemption  of  the  proposed  order  to  the 
coimection  of  customer  owned  equipment  used  in  interstate  com- 
munications nullifies  the  entire  ban  of  the  order. 

]Mr.  Hellerman.  Thank  you.  Mr.  Craver. 

In  your  statement  earlier  you  many  times  made  mention  of  State 
commissions  and  the  problem  of  staffing. 

I  would  like  in  the  record  to  have  at  this  point  a  report  prepared 
by  the  Library  of  Congress,  which  is  actually  a  survey  of  regulatory 
agencies  and  conmiissions  throughout  the  TTnited  States  which  cle- 
termined  the  number  of  professional  employees,  lawyers,  financial 
analysts,  and  engineers  involved  in  regulation  of  the  communications 
industry. 

The  48  State  agencies  and  commissions  that  did  respond  to  tn^^. 
survey  indicated  that  they  employed  :i  total  of  459  full-time  and  171 
part-time  professionals  to  regulate  this  industry. 

Senator  Hart.  Very  well. 

[For  the  above  information  see  exhibits  2  and  3  at  the  end  of 
Mr.  Craver's  oral  testimony.] 

I^Ir.  Heelermax.  You  also  mention  difficulties  of  being  heard 
before  State  commissions.  I  would  like  to  introduce  into  the  record 
a  petition  to  suspend  proposed  tariff  and  complaint  as  to  proposed 
tariif  filed  before  the  Illinois  Commerce  Commission. 

The  effective  date  of  the  tariff  in  question  was  to  be  November 

25    1973. 

'  On  the  face  of  the  petition  it  is  stamped  Illinois  Commerce  Com- 
mission, November  21,  2 :15  p.m.,  1973,  Public  Utilities  Kegulation. 

Then' there  is  a  two-lines  crossing  out  the  stamp  with  the  hand- 
written notation,  "Void." 

Then  there  was  a  letter  from  J.  W.  Kissel,  Jr.,  chief  telephone 
engineer  of  the  Illinois  Commerce  Commission,  explaining  that 
the  Illinois  Commerce  Commission  had  already  determined  to  ap- 
prove the  tariff. 

[The  ])etition  and  letter  referred  to  appear  as  exhibit  4  at  the 
end  of  ^Ir.  Craver's  oral  testimony.] 

;Mr.  Hellerman.  Generally  speaking,  do  you  find  rates  for  tele- 
phone equipment  and  services  are  similar  from  State  to  State :  and 
if  not  what  would  be  your  opinion  as  to  the  reason  for  the  differ- 

:Mr.'  Craver.  No  ;  we  do  not  find  that  the  rates  are  similar  from 
State'  to  State,  and  I  pointed  out  several  examples  in  my  direct 
testimony  where  rates  are  dramatically  dissimilar. 
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For  example,  the  770A  rates  between  Southern  Bell  and  those 
that  were  proposed  for  the  770A  in  California. 

Another  example  would  be  the  key  equipment  rates  between 
Pacific  Telephone  in  California,  which  are — as  I  mentioned— uni- 
formly $4.65  pel-  instrument  regardless  of  size;  whereas  in  Michigan, 
for  example,  the  rates  range  from  approximately  $5.50  a  month  to 
$18.50  a  month  depending  on  size  of  the  key  telephone  instrument 
called  the  Call  Director. 

There  is  even  a  tremendous  variation  in  rates  for  the  Bell  System's 
newest  key  telephone  system  called  the  Com-Key  718  to  which  J 
referred. 

The  rates  in  California,  at  present,  are  substantially  lower  than 
the  rates  for  the  same  equipment  in  States  such  as  New  Jersey  and 
others. 

As  to  the  reason  for  these  disparities  in  rates  I  can  only  express 
the  opinion  that  based  on  the  experiences  we  have  had  and  the 
evidence  that  we  have  seen,  it  would  seem  to  me  that  the  rates  vary 
in  accordance  with  competitive  conditions. 

For  example,  in  California  the  key  telephone  rates  of  Pacific  Tele- 
phone, up  to  approximately  1966,  were  the  same  as  the  rates  in  other 
States.  However,  in  1966.  when  several  companies  were  eliminating 
a  lot  of  key  telephone  service  of  Pacific  Telephone,  by  offering 
customers  a  simple  intercom  system — which  were  then  not' connected 
with  the  net woi-k— -Pacific  adopted  the  present  key  telephone  ser^dce 
which  virtually  eliminated  that  intercom  business. 
^  In  Southwestern  Bell's  area,  as  another  example,  up  until  the 
Commission's  decision  in  the  Carterfone  case,  which  was  final  in 
early  1969.  SouthAvestern  Bell  was  providing  its  PBX  service  under 
a  so-called  sei-ies  800  rate,  Avhich  was  virtually  identical  to  other 
series  300  rates  in  effect  by  other  operating  companies  throughout 
the  country. 

HoAvever,  immediately  after  the  FCC's  decision  in  the  Carterfone 
case  became  final.  Southwestern  Bell  adopted  a  new  series  300  so- 
called  package  rate  under  which  the  telephone  lines  to  the  customer 
were  included  with  the  rate  foi-  the  equipment — the  terminal  equip- 
ment— and  no  extra  charge. 

Southwestern  Bell  was  the  only  operating  company  that  instituted 
this  package  rate.  The  effect  of  the  package  rate  was  a  dramatic 
reduction  in  rates  to  business  customers  who  used  Southwestern 
Bell's  PBX  equipment  because  they  got  all  their  lines  for  nothino-; 
whereas,  for  example,  customers  of  Southwestern  Bell  who  used 
their  own  provided  and  maintained  terminal  equipment  had  to  pay 
the  normal  line  charges  of  approximately  $20  a  month  per  line. 

Incidentally,  that  practice  is  the  one  we  are  attacking  in  our'  suit 
in  Federal  district  court  in  Houston  against  Southwestern  Bell. 

So  I  think  the  evidence  indicates  that  these  rates  chano-e  and 
practices  cliange  in  accordance  with  competitive  pressures.     ^^ 
]Mr.  Hellerman.  I  have  only  two  more  questions. 
Would  you  just  discuss,  very  briefly,  who  bears  your  leo-al  ex- 
penses of  the  regulated  utility?  *^ 

]Mr.  Graver.  Well,  since  I  am  an  in-house  counsel  of  Litton  In- 
dustries, as  are  my  two  associates,  the  cost  of  our  time  and  effort  is 
borne  by  the  corporation. 
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Mr.  Hellerman.  In  other  words,  the  stockholders  ? 

Mr.  Graver.  This  comes  out  of  our  profits.  It  is  just  an  expense 
of  dolno-  business  which  is  charged  against  our  revenues  and  becomes 
part  of^'the  profit  and  loss  of  the  company,  which  the  shareholders 
bear ;  that  is  right.  „    ,         ,     , 

On  the  other  hand,  the  expenses  of  the  telephone  companies  are 
part  of  their  normal  expenses  which  are  recovered  through  their 
rates  to  the  telephone  users. 

In  other  words,  the  way  they  determine  their  income  is  the  ex- 
penses are  deducted  from  the  revenues,  and  then  there  must  be  a 
profit. 

The  profit  is  applied  to  the  plant  mvestment  to  determine  the 
rate  of  return. 

Therefore,  under  that  system,  they  are  guaranteed  to  recover  all 
of  their  expenses ;  and  in  addition  earn  a  rate  of  return. 

]Mr.  Hellerman.  Thank  you,  Mr.  Graver. 

Mr.  Graver.  I  would  conclude  that  their  expenses  are  subsidized 
by  the  telephone  ratepayers. 

Mr.  Hellerman.  In  your  statement,  you  include  a  quote  by  Mr. 
Goldstein,  A.T.  &  T.'s  director  of  product  management.  In  your 
opinion  would  a  fair  translation  of  that  statement  be  that  Bell  was 
being  forced  by  competition  to  offer  equipment  which  the  public 
wants,  and  that  absent  any  alternative  source  for  equipment  the 
subscriber  would  have  to  wait  until  Bell  decided  to  offer  that  product  ? 

Mr.  Graver.  Well,  the  statement  does  indicate  to  me  that  the 
official  who  is  making  the  statement  is  admitting  that  Bell  is  being 
forced  to  expand  its  product  line  by  the  competitive  offerings  of 
companies  like  Litton  BTS  and  other  companies  in  the  interconnect 
business.  . 

He  is  saying,  as  I  interpret  it,  that  they  are  going  to  supply  those 
products  in  whatever  way  they  can;  but  that  they  must  have  them 
because  of  the  competition. 

To  me  that  is  a  benefit  of  competition,  because  obviously,  before 
competition  occurred  in  this  market,  which  began  with  the  FGG's 
Carterfone  decision  in  early  1968,  Bell  had  a  complete  monopoly  in 
the  providing  of  telephone  terminal  equipment  in  its  service  areas; 
so  that  at  that  time  it  was  in  the  position  that  Henry  Ford  was  in 
when  the  automobile  business  began  and  he  was  able  to  say,  "You 
can  have  any  color  you  want  as  long  as  it  is  black." 

Today,  thank  goodness,  in  my  opinion,  that  is  not  the  case  in 
terminal  equipment,  as  long  as  we  can  have  a  viable  and  effectively 
competitive  market. 

Mr.  Hellerman.  To  summarize  your  opinions  as  regards  regula- 
tion, you  are  neither  for  State  regulation  or  Federal  regulation  of 
the  terminal  equipment  market  and  would  rather  have  the  market 
forces  be  the  regulating  mechanism  for  that  market  ? 

Mr.  Graver.  Absolutely ;  yes. 

In  our  experience,  there  is  absolutely  no  justification  for  continu- 
ing State  or  Federal  regulation  of  the  telephone  terminal  equipment 
market.  Indeed,  as  one  of  the  main  points  of  my  statement  here, 
the  evidence  shows  conclusively  to  us  that  there  should  not  be  a 
continuation  of  regulation  for  this  market  for  the  reason  that  the 
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existing  s^'stem  of  regulation  is  ineffective,  and  indeed  plays  into 
the  hands  of  the  Bell  System  in  eliminating  the  competition;  and 
that  competition  is  feasible  in  this  market  if  the  artificial  restraints 
are  removed;  and  that  competition  is  not  contrary  to  the  standard 
regulatory  principles  of  allocating  resources  and  providing  the 
widest  range  of  service  at  the  lowest  price ;  and  indeed  that  competi- 
tion is  the  only  way,  because  of  the  infirmities  of  the  regulatory 
system,  that  this  can  really  be  accomplished  in  this  market. 

jMr.  PIellerman.  Thank  you  very  much,  Mr.  Craver. 

I  have  no  further  questions,  Mr.  Chairman.  ^ 

Senator  Hart.  Mr.  Granfield  ? 

Mr.  GRA>fFiELD.  First  of  all,  let  me  extend  a  warm  greeting  to 
you,  based  on  our  previous  association  at  the  UCLA  Graduate 
School  of  JNIanagement. 

I  have  a  few  questions  for  you,  with  the  idea  of  trying  to  balance 
the  record  here  this  morning. 

Let  me  give  you  a  hypothetical,  although  not  long  ago  it  wasn't 
really  hypothetical  for  Litton  Industries. 

Let  us  assume  the  Justice  Department  announced  it  is  going  to 
begin  litigation  against  Litton  to  force  Litton  to  divide  itself  along 
the  14  percent  lines  mentioned  in  the  initial  parts  of  your  statement. 

"\^Tiat  do  you  think  would  be  the  reaction  of  the  securities  markets 
to  such  an  announcement  by  the  Justice  Department? 

Mr.  Craver.  Wei],  I  would,  of  course,  have  to  conclude  that  a  suit 
with  such  a  far-ranging  and  broad  purpose  of  essentially  structuring 
the  entire  operations  of  Litton  Lidustries  would  initially,  at  least, 
result  in  some  unsettlement  to  the  market  for  Litton  stock. 

I  am  a  little  ambivalent  because  history  has  shown  that  in  many 
instances  the  mere  filing  of  a  suit  doesn't  cause  too  big  a  ripple  in 
the  stock  market. 

But  if  the  point  of  your  question  is  a  comparison  between  the 
effect  of  that  with  the  effect  of  the  proposed  restructuring  that  I 
have  presented  today,  then  there  are  many  more  experts  around 
than  I  who  could  predict  the  effect  on  the  stock  market. 

I  would  only  emphasize  that  if  it  is  analyzed  objectively,  I  don't 
believe  that  our  proposed  restructuring  is  anywhere  near  as  broad 
and  far  reaching  as  the  kind  of  restructuring  of  Litton  Industries 
that  you  have  just  suggested,  because  as  I  pointed  out,  the  operating 
companies  would  not  be  ordered  to  divest  their  terminal  equipment 
business.  It  would  only  be  segregated  for  business,  administrative, 
and  accounting  purposes.  They  would  not  lose  the  revenue. 

Second.  Western  Electric  would  not  be  affected  with  a  predom- 
inant portion  of  its  business.  The  figures  that  I  have  seen  indicate 
that  the  telephone  terminal  equipment  business  is  roughly  between 
5  and  15  percent  of  the  Bell  System's  total  business. 

If  you  apply  that  same  percentage  to  Western  Electric  you  would 
be  faced  with  the  proposition  of  a  relatively  very  small  effect  on 
Western  Electric  which,  in  turn,  would  be  offset,  I  think  it  is  reason- 
able to  expect,  by  an  expansion  of  Western  Electric's  other  business 
to  meet  the  needs  for  more  equipment  for  the  telephone  network. 

On  the  other  hand,  you  would  have  a  whole  new  industry  of 
independent  companies  appearing,  plus  an  expansion  of  telephone 
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equipment  maiiufactiiriiio;  by  the  companies  already'  in  the  business 
to  fill  up  the  slack. 

JNIr.  Granfield,  My  point,  Mr.  Craver,  and  you  don't  have  to 
respond,  is  that  I  would  like  to  cast  some  doubt  on  the  notion  that 
this  could  be  easily  accomplished  at  very  little  cost. 

I  would  venture  that  the  cost  to  permanent  stockholders  of 
A.T.  &  T.  mioht  be  quite  severe,  at  least  in  the  short  run.  T  think 
any  move  to  divest  Western  Electric  from  A.T.  &  T.,  should  be  an 
extremely  serious  consideration  and  should  not  be  glossed  over. 

You  also  indicated.  I  think,  there  is  serious  cross-subsidization 
occurring  within  the  pricing  of  telephone  equipment  services.  Isn't 
cross-subsidization  a  rather  common  practice,  for  example,  in  retail- 
ing?   ■ 

That  in  and  of  itself  is  a  rather  common  business  practice;  is  it 
not? 

]Mr.  Craver.  I  can't  agree  that  it  is  a  common  business  practice, 
but  I  AYould  state  that  there  is  a  very  big  difference  and  a  very 
fundamental  difference  between  the  kind  of  cross-subsidization  that 
T  am  referring  to  within  the  Bell  System  and  the  kind  you  are 
referring  to  of  sales  loss  leaders. 

The  basic  and  fundamental  difference  is  that  when  the  Bell 
System  does  it  they  are  using,  in  effect,  their  monopoly  over  ex- 
change and  long-distance  telephone  serAnce  to  .subsidize  the  below- 
cost  pricing  in  the  competitive  market  for  terminal  equipment, 
which  constitutes  the  use  of  their  monopoly  power  in  one  market 
to  eliminate  competition  in  another  market;  and  this,  in  turn,  is  a 
verv  solidlv  recognized,  anticompetitive  practice  in  a  number  of 
case's  in  the  antitrust  field  decided  by  the  Supreme  Court  and 
nujnerous  Federal  courts. 

]Mr.  GRAXFTELn.  From  what  I  understand  in  your  testimony,  you 
will  soon  have  a  court  ruling  on  that  allegation  on  your  part.  It 
seems  to  me  that  by  demanding  or  suggesting  divesture  of  Western 
Electric  you  have  already  prejudged  the  guilt  of  A.T.  &  T.  with 
respect  to  predatory  price  cutting. 

JNIr.  Craver.  I  base  that  on  two  ]5oints.  really. 

One  was  the  evidence  from  the  FCC's  19o9  monumental  report,  as 
well  as  evidence  that  we  have  run  into  in  the  litigated  cases  that  we 
have  had :  plus  the  very  fact  that  the  accounting  system  itself  is,  on 
the  basis  of  the  evidence,  incapable  of  being  segregated  between  the 
terminal  equipment  products  and  the  other  products;  and  that  be- 
cause of  the  accounting  svstem  being  so  complicated  and  so  unortho- 
dox as  found  bv  the  FCC.  it  is  totally  without  the  realm  of  the  State 
regulatory  commissions  as  well  as  the  FCC.  itself,  to  sort  it  out  and 
determine  the  actual  costs  of  providing  this  telephone  terminal 
equipment. 

Therefore,  it  seems  to  us  the  only  solution  that  if  Ave  are  going 
to  haA'e  something  done  before  aa'c  are  all  dead  and  gone  we  have 
to  simply  haA^e  them  phase  out  that  business.  To  me  it's  the  only 
practical  solution. 

Mr.  Graxfteld.  You  stated  this  cost  system  hasn't  changed  in  40- 
some  years.  You  say  it  A-aries.  the  common  system,  at  least  in  part. 
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Yet.  this  cominoii  system  was  instituted  wlien  there  wasn't  the 
Carferfone  decision.  It  seems  to  me  tliat  the  accoiintintr  system  was 
set  np  for  internal  decisionmaking  processes  at  A.T.  &  T.  where 
there  was  no  predatory  system. 

It  seems  to  me  there  may  be  an  inconsistency  there. 

]Mr.  rRAVER.  What  yon  say,  of  course,  is  absolutely  true.  It  was 
set  up  decades  and  decades  ao-o.  Our  point  is  simply  that  the  condi- 
tions now  are  totally  the  reverse  of  what  they  were  then,  and  the 
accountino-  system  now  is  no  lonp:er  satisfactory. 

^Ir.  Graxfield.  One  final  question,  ^Ir.  Craver.  ' 

Yon  have  noted  that  prices  chancre  with  competition  across  the 
Bell  System.  Do  you  see  anythina:  wr'onir  with  that  ?  Isn't  that  what 
we  expect?  Don't  we  want  prices  to  adjust  to  competitive  conditions? 

]Mr.  CRA^-ER.  Certainly. 

Prices  have  to  adjust  in  the  competitive  system.  The  point  that 
we  make  is  that  prices  are  adjusted  v.-ithout  reo-ard  to  costs.  The 
regulatory  system  has  not  held  them  to  costs.  The  prices  are  so  low 
on  the  basis  of  the  evidence  that  has  been  adduced,  that  they  are 
way  below  cost.  These  prices  are  the  ones  that  are  eliminatino;  com- 
petition, and  which  the  regulatory  agencies  so  far  have  been  in- 
capable of  redressing. 

]Mr.  Graxfield.  Thank  you.  Mr.  Craver. 

Thank  you.  ]Mr.  Chairman. 

Senator  Hart.  INIr.  Craver.  All  of  us  appreciate  very  much  the 
testimony  you  have  given  us. 

]Mr.  Cram:r.  Thank  you.  Senator  Hart. 

I  certainly  appreciate  the  request  to  appear  here  today. 

Senator  Hart.  We  will  now  recess  until  4  p.m. 

[Whereupon,  at  1 :15  p.m..  the  hearing  was  recessed,  to  reconvene 
at  4  p.m..  this  same  day.] 

[The  following  was  received  for  the  record.  Testimony  i-esumes  on 
p.  3805.] 
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Exhihit  I. — Prepared  Statement  of  Mr.   Craver. 

Prepared  Statement  of  Theodore  F.  Craver.  Director  of  Trade  Regulations, 
Litton  Industries,  Inc.,  Bevevly  Hills,  Calif. 

I.    INTRODUCTION 

Mr.  Chairman  and  members  of  the  Subcommittee.  I  am  Theodore  F.  Craver, 
Director  of  Trade  Regulations  for  Litton  Industries,  Inc.  ("Litton").  I  am 
responsible  for  the  regulatory  and  antitrust  legal  work  pertaining  to  the  op- 
erations of  the  Business  Telephone  Systems  Division  ("Litton  BTS")  of  Litton 
Systems.  Inc. 

I  am  lionored  at  being  requested  to  appear  before  this  committee  today. 
On  behalf  of  myself  and  my  colleagues  at  Litton  Industries  and  the  Litton 
BTS  Division — as  well  as  other  so-called  telephone  interconnect  companies 
around  the  country — who  have  been  struggling  to  offer  new  and  innovative 
product,  service,  and  price  alternatives  to  customers  of  the  public  telephone  net- 
work in  competition  with  AT&T  and  the  Bell  System,  and  to  a  lesser  extent  the 
General  Telephone  System,  I  am  also  deeply  appreciative  of  the  opportunity 
of  placing  before  this  subcommittee  facts  wliich  are  consistent  with  S.  1167.  the 
Industrial  Reorganization  Act. 

It  is  my  understanding,  and  the  premise  for  the  offering  of  my  testimony, 
that  this  Act  seeks  to  a<'hieve  througli  structural  and  other  remedial  proposals, 
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a  realignment  of  seven  industries,  including  "Communications  and  Computer," 
in  accordance  with  the  principle  that  competition  shall  be  the  regulatory 
mechanism  of  our  economy. 

In  my  appearance  today,  I  shall  address  myself  only  to  the  communications 
industry,  and  only  to  the  telephone  terminal  equipment  segment  of  the  com- 
munications industry.  This  segment  is  no  small  industry,  however,  with  total 
revenues  reaching  approximately  $1.75  billion  a  year,  on  the  basis  of  sales  value 
of  new  installations,  according  to  knowledgeable  estimates.^ 

II.    THE  BUSINESS  OF  LITTON  INDUSTRIES  AND  LITTON  BUSINESS  TELEPHONE  SYSTEMS 

DIA'ISION 

The  telephone  terminal  equipment  market  consists  of  the  manufacture  and 
supplying  of  telephone  terminal  equipment — i.e.,  private  branch  exchange 
(PB-  and  PAB-)  and  key  telephone  systems  and  associated  peripheral  devices, 
such  as  speaker  phones,  answering  devices,  toll  call  diverters,  etc. — generally 
installed  on  customer's  premises  and  interconnected  with  the  public  telephone 
network. 

Litton  entered  the  telephone  terminal  equipment  market  in  1970  when  it  be- 
gan offering  a  full  range  of  customized,  telephone  and  voice  communications 
systems  for  business  offices,  schools,  hospitals,  and  other  customers  of  the 
public  telephone  network.^  Litton's  entry  into  the  telephone  terminal  equipment 
market  was  made  hy  the  Litcom  Division  of  Litton  Systems,  Inc.  The  Litcom 
Division  was  organized  in  1963  as  the  communications  branch  of  Litton  In- 
dustries. Litcom  specialized  in  the  research,  development  and  manufacture  of 
communications,  telecommunications,  radio  navigation  and  shipboard  electronic 
systems  and  products. 

In  the  years  since  its  formation,  the  Litcom  Division  has  developed  a  broad 
range  of  military  and  commercial  communications  systems  equipment  and  has 
made  significant  contributions  to  radio  navigation  and  to  electronic  switching, 
monitoring  and  control  equipment,  and  state-of-the-art  communications  com- 
ponentry. 

In  the  course  of  its  development,  Litcom  became  one  of  the  chief  suppliers  of 
telephone  communications  equipment  to  the  Department  of  Defense,  including 
portions  of  the  Outovon  military  and  diplomatic  worldwide  communications  net- 
work. This  network  combines  approximately  30,000  Armed  Services  and  FAA 
communications  lines  through  electronic  switching.  Litcom  also  is  a  major 
supplier  of  communications  equipment  to  the  U.S.  Government's  Omega  naviga- 
tional network.  Litcom  also  entered  the  broader  field  of  telecommunications 
and  developed  a  completely  electronic  frequency  division  multiplex  system.  In  a 
related  development,  Litcom  produced  a  novel  and  advanced  time  division 
multiplex  switching  system.  Litcom  designed  and  installed  a  sophisticated  com- 
munications network  of  this  type  in  the  new  Dallas-Fort  Worth  airport. 

By  early  1973,  Litcom's  activities  in  the  field  had  grown  substantially,  and 
Litton  BTS  Division  was  established  as  a  separate  division  to  conduct  the  tele- 
phone terminal  equipment  business. 

In  the  telephone  terminal  equipment  market,  Litton  BTS  supplies  telephone 
equipment  that  is  compact,  adaptable,  and  tailored  to  individual  customer 
needs,  offers  more  features,  and  is  often  less  costly  to  operate  than  systems 
offered  by  most  U.S.  telephone  companies.  The  BTS  line  includes  full  featured, 
customized  private  automatic  branch  exchange  systems  capable  of  handling 
up  to  3,000  and  more  extension  numbers,  as  well  as  LITKEY®  desk  top  key 
telephone  systems  for  small  offices  requiring  as  few  as  ten  or  less  phones. 

BTS  has  inaugurated  several  innovations  and  new  equipment  offerings  in 
the  telephone  terminal  equipment  market.  For  example,  BTS  recently  introduced 
the  LITKEY  II,  a  compact  multi-extension  key  telephone  system  featuring  a 
built-in  Answer-Back   intercom  with   two-way   conversation   capability   and  a 


1  Stanford  Research  Institute,  Report  on  the  Interconnect  Industry,  January,  1974. 

*  This  committee,  through  prior  hearings,  is  well  aware  of  the  history  and  attempted 
development  of  competition  to  the  telephone  companies  in  the  supplying  of  telephone 
terminal  equipment  since  the  ruling  of  the  Federal  Communications  Commission  on  .Tune 
26,  1968  in  the  famous  Cartcrfone  case — In  the  Matter  of  Carterfone,  13  F.C.C.  2d  420 
(1968) — that  the  tariffs  prohibiting  the  interconnection  of  customer-provided  equipment 
were  "since  their  Inception  .  .  .  nnreiisonable,  unlawful  and  unreasonably  discrimina- 
tory .  .  ."  and  that  such  tariffs  "be  stricken  and  not  thereafter  be  punished  or  given 
any  effect."  Id.  at  426.  Therefore,  we  shall  not  burden  the  committee  with  a  further 
dissertation  on  this  subject. 
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new  toll  restriction  device  to  restrict  use  of  individual  telephone  stations  to 
local  calls.  BTS  also  will  begin  manufacture  of.  and  introduce  this  summer, 
the  "Twin-Phone."'  a  new  advanced  telephone  system  which  allows  one  to 
receive  and  place  a  second  call  while  already  on  an  existing  conversation. 

Litton  BTS'  sales  volume  is  approximately  $20  million,  at  an  annual  rate. 
The  division  markets  its  telephone  terminal  equipment  products  and  services 
through  its  own  installation  and  service  operations  in  several  major  markets 
and  is  presently  engaged  in  forming  a  network  of  authorized  independent  dis- 
tributors located  in  major  metropolitan  centers.  The  division  maintains  its 
own  service  offices   and  personnel. 

As  a  division  of  Litton  Industries.  Litton  BTS  is  part  of  an  industrial  cor- 
poration with  total  worldwide  sales  in  fiscal  year  1973  of  $2.5  billion,  with 
approximately  106,000  employees.  Litton  was  founded  in  1953  as  a  small 
California-based  elecrtonics  firm,  employing  300  people,  with  sales  of  $3  million- 
in  its  first  fiscal  year.  Today,  Litton  has  approximately  135  major  divisions 
producing  and  selling  thousands  of  different  products  in  twenty-seven  countries. 

Litton's  current  business  base  is  comprised  of  fourteen  major  product  areas : 
business  machines  and  systems ;  retail  and  revenue  systems ;  typewriters  and 
office  copiers :  specialty  paper,  printing  and  forms ;  business  furnishings  and 
fixtures ;  navigation  and  control  systems ;  electronic  communications  and  data 
systems  ;  marine  engineering  and  production  ;  machine  tools  ;  material  handling; 
electronic  and  electrical  components ;  medical  and  electronic  products ;  educa- 
tional and  professional  publishing  and  resource  exploration. 

Communications  and  electronic  data  systems  represent  a  major  segment  of 
Litton's  business,  accounting  for  $207  million  in  sales  during  fiscal  year  1973. 
In  this  field.  Litton  serves  information  systems,  electronic  reconnaissance,  and 
computer  software  markets.  Of  Litton's  customer  groups  in  these  markets, 
about  90%  are  Government  defense  agencies. 

From  this  description,  it  can  be  seen  that  Litton  is  not  in  the  business  of 
providing  "telephone  service."  Litton  BTS  does  not  offer  private  line  transmis- 
sion service,  common  carrier  transmission  service,  central  office  exchange  serv- 
ice, or  the  provision  of  telephone  operator  services.  Rather,  Litton  BTS  is  in 
the  business  of  selling  telephone  terminal  equipment  in  a  marketplace  which 
is  an  economically  and  technically  distinct  market.  Accordingly,  we  are  not 
here  to  address  ourselves  to  the  problems  of  other  aspects  of  the  communica- 
tions industry,  such  as  private  line  services ;  nor  do  we  make  recommendations 
regarding  that  or  other  aspects  of  the  communications  industry.  We  are  here 
only  to  pre'^ent  the  problems  besetting  the  telephone  terminal  equipment 
market  and  to  make  recommendations  thereon. 

III.    RECOMMENDATIONS    FOR    NEEDED   RESTRUCTURING    OF    THE    TELEPHONE    TERMINAL 
EQUIPMENT    MARKET 

Based  on  our  experience  in  trying  to  sell  telephone  terminal  equipment 
against  AT&T  and  the  Bell  System,  and  our  experience  in  appearing  before 
state  public  utility  commissions  in  attempting  to  obtain  redress  against  Bell 
System  predatory  pricing  and  sales  practices,  we  have  become  convinced  that 
if  the  telephone  terminal  equipment  market  is  to  become  a  viable  and  effectively 
competitive  market,  there  must  be  a  substantial  restructuring  of  the  market. 

The  fact  that  the  Bell  System  controls  83%  ^  of  all  the  telephones  in  the 
United  States,  combined  with  its  complete  vertical  integration  of  providing 
telephone  terminal  equipment,  local  and  long  distance  telephone  exchange  serv- 
ice, and  telephone  equipment  manufacturing,  makes  it  the  greatest  aggregation 
of  economic  and  political  power  of  any  corporate  enterprise  in  the  United  States. 
The  market  power  stemming  from  the  Bell  System's  size  and  integration,  com- 
bined with  the  state  regulatory  system  and  its  delays,  inefficiencies,  and  in- 
effectiveness— as  described  later  in  our  statement — and  the  power  of  the  Bell 
System  to  take  advantage  of  and  to  manipulate  the  state  regulatory  system — 
aiso  described  later — give  the  Bell  System  the  power  to  eliminate  effective  com- 
petition as  it  chooses.  For  this  reason,  in  our  opinion,  if  substantial  restructur- 
ing is  not  accomplished,  there  will  never  be  a  viable,  effectively  competitive  mar- 
ket in  the  furnishing  of  telephone  terminal  equipment  to  customers  of  the 
telephone  network.  Competition  will  not  expand  beyond  its  present  level  of  a 


»See,  e.g.,  Telephony  Magazine,  issue  of  February  11,   1974,  at  p.  41. 
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number  of  small,  fragmented  interconnect  companies  subsisting  at  the  suffer- 
ance of  the  Bell  System.  The  evidence  today  shows  that  competition  with  the 
Bell  System  in  the  telephone  terminal  equipment  market  is  already  dechnmg 
sul>stantiallv,  as  shown  by  the  bankruptcies  and  disappearance  of  a  number  of 
companies  within  the  past  six  months/  Without  substantial  restructuring.  Bell 
will  be  free  to  continue  to  use  its  overwhelming  power  and  the  state  regulatory 
system  to  reduce  its  rates  to  the  level  necessary  to  prevent  competitors  from 
growing  to  a  size  which  would  seriously  threaten  any  of  the  Bell  operating 
companies.  ,    ,    ,   . 

The  restructuring  of  the  industry  which  we  have  concluded  is  necessary  m 
order  to  establish  the  basis  for  a  viable  and  effectively  competitive  telephone 
terminal  equipment  market  includes  the  following  : 

A.  riiase  Western  Electric  out  of  the  manufacture  of  telephone  terminal 
equipment  over  five  years.  -o  n  o     *. 

B.  Place  the  telephone  terminal  e(iuipment  operations  of  the  Bell  System  op- 
erating companies  into  separate  corporations  with  separate  officers  and  direc- 
tors and  books  of  account,  as  was  done  with  the  Service  Bureau  Corporation 
of  IBM  in  1956,  as  a  result  of  an  antitrust  suit  by  the  Government.  {U.S.  v. 
IBM.  1956  Trade  Cases.  Para.  68.245  (S.D.  N.Y.) ). 

C    Deregulate  the  sale  and  lease  of  telephone  terminal  equipment. 
D.  Place  the  responsibility  for  protecting  the  telephone  network  from  harm 
within  the  exclusive  jurisdiction  of  the  FCC. 

IV.  THE  REQUIRED  STRUCTURAL  CHANGES  ARE  SUPPORTED  BY  PRECEDENT.  WOULD  BE 
RELATIVELY  EASY  TO  ACCOMPLISH,  AND  WOULD  NOT  RESULT  IN  SUBSTANTIAL 
UPHEAVAL  OF  THE  TELEPHONE  INDUSTRY. 

A.  Phase-out  of  telephone  terminal  equiptnent  manufacturing  hy  Western  Electric 
The  structural  changes  recommended  here  are  not  drastic  divestitures  and 
mechanically  would  be  relatively  easy  to  accomplish.  They  are  changes  that  can 
be  achieved  with  a  minimum  of  accounting  and  management  change  within  the 
Bell  System.  For  example,  the  phase-out  of  telephone  terminal  equipment  man- 
ufacturing bv  AA^estern  Electric  could  be  accomplished  through  a  simple  require- 
ment that  tlie  Bell  System  operating  companies  reduce  their  purchases  of  tele- 
phone terminal  equipment  from  Western  Electric  by  20%  each  year.  This 
would  gradually  shift  the  operating  companies  to  purchasing  their  terminal 
equipment  froni  independent  manufacturers  and  dramatically  open  the  manu- 
facturing of  this  equipment  to  a  whole  new  industry  of  manufacturing  firms,  in 
comparison  to  the  few  firms  presently  existing. 

The  phase-out  of  manufacturing  telephone  terminal  equipment  by  Western 
Electric  for  the  operating  companies  is  necessary  in  order  to  stop  below-cost 
pricing  of  this  equipment  and  the  subsidizing  of  such  below-cost  prices  by  higher 
than  necessary  prices  for  other  equipment  at  the  AVestern  Electric  level.  As 
explained  later  in  our  statement,  there  is  substantial  evidence  that  terminal 
equipment  is  being  priced  below  cost  at  the  AVestern  Electric  level.  By  virtue  of 
the  vertical  integration  of  the  Bell  System  into  supplying  telephone  terminal 
equipment  to  customers  of  the  telephone  network  and  in  manufacturing  that 
equipment  at  Western  Electric,  below-cost  pricing  of  this  equipment  at  the 
Western  Electric  level  allows  the  operating  companies  to  charge  rates  for  this 
equipment  which  interconnect  competitors  cannot  meet. 

Our  experience  shows  that  the  state  regulatory  commissions  are  not  capable 
and  not  inclined  to  regulate  the  prices  charged  by  Western  Electric  to  the  Bell 
System  operating  companies  for  terminal  equipment.  One  problem  is  that  the 
cost  accounting  system  at  Western  Electric  is  so  contrary  to  normal  cost  ac- 
counting procedures  ^  that  it  is  simply  beyond  the  capacity  of  the  state  regula- 
tory commissions  and  even  the  FCC"  to  understand  and  to  regulate.  Even  if 
Western  Electric's  system  could  be  analyzed  and  understood  by  the  regulatory 
commissions,    the   costs   of   manufacturing   the    terminal    equipment    could   not 


4  gpp    e.g..    Telephonii  Magazine,  issue   of  April   29,   1974.   at  p.   (i?>. 

=  These  were  conclusions  of  the  FCC  staff  in  the  Commission's  monumental  19. ,9 
report  on  the  Bell  Svstem.  made  at  a  cost  of  $1.5  million  as  one  of  the  first  acts  upon 
the  Commission's  fofmation.  See  FCC.  Tnrestifiation  of  the  Telephone  Industry  ui  the 
United  fifates.  H.R.  Doc.  No.  .-^40,  70  Coufr.,  1st  Session  (19.^.9)  pp.  2S4-321.  Our  cross- 
examination  of  Bell's  witnesses  in  rate  cases  shows  the  accounting  procedures  used  then 
are  used  todav.  ., 

8  This  is  indicated  bv  the  FCC's  lengthy,  on-again.  off-again.  and  presently  on-again, 
attempt  to  again  study  Western  Rlecti-ic's  costing  and  pricing  practices. 
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effectively  aud  accurately  be  segregated  from  the  cost  of  manufacturiug  ex- 
change and  other  equipment  because  of  the  maze  of  accounting  groupings  aud 
allocations.  Indeed,  the  heart  of  the  system  is  tlie  lumping  of  •terminal  equip- 
ment with  product  lines  of  long  lines  and  central  office  eciuipment.  It  is  our 
conclusion  that  the  only  solution  for  stopping  the  Bell  System  from  using  the 
market  power  of  its  vertical  integration  to  eliminate  competition  in  telephone 
terminal  equipment  is  to  eliminate  that  integration  by  requiring  the  phase-out 
of  terminal  equipment  manufactured  by  Western  Electric. 

The  benefits  of  opening  the  terminal  equipment  manufacturiug  market  to  the 
entry  of  new  firms  would  be  significant.  In  the  first  place,  the  market  would 
be  opened  at  state-of-the-art  levels  of  technology.  To  gain  the  full  benefit  of 
this,  it  is  important  to  require  the  phase-out  over  the  most  expeditious  period 
of  time.  Five  years  is  recommended  on  the  belief  that  this  is  time  enough  >to 
allow  the  expansion  of  existing  firms  and  the  entry  of  new  firms  sufficient  to 
satisfy  the  new  eipiipment  needs  of  the  Bell  System  operating  companies.  The 
relative  speed  of  the  opening  of  that  market  would  insure  entry  premised  on 
the  manufacture  of  the  most  advanced  and  functionally  efficient  equipment, 
utilizing  the  simplest  and  most  modern  componentry  and  manufacturing  proc- 
esses. This  would  result  in  new  and  innovative  equipment  which,  through  the 
use  of  tlie  most  modern  technology,  potentially  would  produce  cheaper,  lighter 
and  more  useful  equipment.  For  example,  the  heavy  and  bulky  telephone  set 
which  has  remained  unchanged  for  decades  would  no  doubt  be  replaced  by  a 
small,  light  solid  state  instrument. 

B.  Separating  the  terminal  cquijyment  l)usiness  of  the  operating  companies  Into 
separate  eorpirrations 

The  estal)lishment  of  separate  corporations  to  handle  the  marketing  of  tele- 
phone terminal  e<iuipment  by  the  Bell  System  operating  companies  also  can  be 
accomplished  tlirough  a  relatively  simple  process  of  personnel,  record,  and  ac- 
counting transfers.  As  noted,  the  same  procedure  was  followed  to  accomplish 
the  separation  of  IBM's  service  bureau  business  into  the  separate  Service 
Bureau  Coi-poration  in  1956-1957  as  a  result  of  the  consent  order  entered  in  a 
Government  antitrust  suit  against  IBM.'  In  that  case.  IBM  was  ordered  to 
establish  a  separate  corporation  to  handle  all  of  its  service  bureau  business 
within  one  year  after  entry  of  the  consent  order.  Salient  points  of  that  order 
with  respect  to  separating  the  Bell  System's  terminal  equipment  business  are: 

a.  Tlie  separate  corporation  was  wholly  owned  by  IBM,  but  IBM  was  there- 
after enjoined  from  engaging  in  the  service  bureau  business. 

h.  The  Service  Bureau  Corporation  was  enjoined  from  employing  any  person 
employed  by  IBM. 

c.  The  Service  Bureau  Corporation  was  ordered  to  "maintain,  in  accordance 
with  good  accounting  practice,  separate  and  complete  corporate  records  and 
accounts  which  shall  be  audited  annually  by  independent  public  accountants." 

d.  Service  Bureau  Corporation  was  ordered  to  "charge  for  services  rendered 
l\v  it  juices  based  upon  rates  which  shall  fairly  reflect  all  expenses  properly 
chargeable  thereto  provided,  however,  that  nothing  lierein  contained  shall  pre- 
vent the  Service  Burejiu  Corporation  from  reducing  the  price  to  meet  an  equally 
low  price  of  a  competitor." 

Tlie  separation  of  IBM's  service  bureau  business  into  a  separate  corporation 
within  one  year  is  evidence  of  the  relative  ease  with  which  a  separation  of  the 
telephone  terminal  equipment  business  of  the  Bell  System  operating  companies 
can  be  effected.  It  would  not  take  much  research  to  show  that  the  size  of  IBM's 
service  Imreau  business  and  its  degree  of  integrafion  into  IBM's  other  business 
is  roughly  comparable  to  the  size  and  integration  of  the  telephone  terminal 
equipment  business  of  most,  if  not  all.  of  the  individual  Bell  System  operating 
companies.  Thus,  if  IBM  could  separate  out  its  service  bureau  business,  the 
Bell  System  operating  companies  can  separate  out  their  telephone  terminal 
equipment  business. 

The  requirements  tlint  the  separate  corporations  establish  their  own  ac- 
counting records  and  procedures  and  charge  for  their  telephone  terminal 
equipment  on  the  basis  of  rates  which  "fairly  reflect  all  expenses  properly 
chareeable  thereto"  is  particularly  necessary  in  order  to  force  the  operating 
companies  to  cease  charging  below-cost  rates  for  their  telephone  terminal  equip- 

'  r  a.  VC-.  TBM  rnrnornt'ni,.  Piv.  No.  7'"'-.144,  fSn.N-.Y..  1050)  Tho  coTispnt  ordf-r  i«  spt 
out  ;it  rrn  Tr.ndp  RPErnlntion  Rpporfpr.   10.5r,  Tr.ulp  Casps.   p.-irn.   riS,24.i. 
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ment.  Evidence  that  they  presently  do  so  is  abundant  and  is  described  later  in 
our  statement. 

Separation  of  the  operating  companies'  telephone  terminal  equipment  business 
into  separate  corporations  with  separate  books  of  account  audited  by  independ- 
ent public  accountants  also  is  necessary  to  provide  the  basis  for  allowing  visi- 
bility of  the  costs  of  the  operating  companies'  terminal  equipment  business.  It 
would  allow  proof  of  these  costs  to  the  same  extent  that  proof  of  operating 
costs  exists  as  to  interconnect  company  competitors,  and  it  would  provide  the 
basis  of  proving  or  disproving  below-cost  prices  in  any  antitrust  suits  that 
might  be  brought  involving  the  operating  companies'  terminal  equipment  busi- 
ness. At  present,  proof  of  the  operating  companies'  costs  of  providing  terminal 
equipment  are  difficult  because  of  the  scrambling  of  those  costs  with  other 
costs  and  the  inaccurate  and  undetailed  accounting  system  used  by  the  operat- 
ing companies,  as  explained  later  in  our  statement. 

In  short,  separating  the  terminal  equipment  business  into  separate  corpora- 
tions, is  necessary  to  prevent  the  below-cost  charging  by  the  Bell  System  at  the 
operating  company  level,  just  as  the  phase-out  of  manufacturing  by  Western 
Electric  is  necessary  to  prevent  below-cost  pricing  at  the  Western  Electric 
level.  Our  experience  shows  that  the  present  system  of  state  regulation  is  in- 
effective and  unable  to  prevent  the  below-cost  pricing  of  the  Bfell  System  and 
the  consequent  subsidizing  of  these  below-cost  rates  by  the  general  rate  paying 
customers  of  the  Bell  System. 

C.  Deregulation  of  the  terminal  equipment  l)usiness. 

The  deregulation  of  the  telephone  terminal  equipment  business  would  apply 
to  the  separate  corporations  established  by  the  Bell  System  operating  companies 
to  conduct  that  business  as  well  as  to  the  telephone  terminal  equipment  business 
conducted  by  all  telephone  iitilities  in  the  country.  This  deregulation  is  neces- 
sary in  order  to  allow  all  suppliers  of  this  equipment — utilities  as  well  as  in- 
terconnect companies — to  compete  on  an  equal  basis.  It  is  also  necessary  in 
order  to  eliminate  the  present  time-consuming,  ineffectiveness,  and  inability  of 
the  state  regulatory  commissions  to  redress  predatory  pricing  and  sales  prac- 
tices of  the  telephone  companies  with  respect  to  telephone  terminal  equipment, 
as  explained  later  in  our  statement.  It  is  also  ncessary  in  order  to  eliminate  the 
defense  of  state  action  immunity  which  the  utilities  interpose  in  court  antitrust 
suits  brought  to  redress  predatory  pricing  and  sales  practices.  The  delay  which 
this  defense  provides  the  utilities  in  such  court  suits  is  documented  later  in  our 
statement. 

D.  Placing  exclusive  jurifidiction  for  protecting  network  from  harm  in  the  FCG. 
Placing  the  responsibility  for  protecting  the  telephone  network  from  harm 

within  the  exclusive  jurisdiction  of  the  FCC  is  necessary  because  a  number  of 
state  public  utility  commissions  have  instituted  proceedings  looking  toward  the 
formulation  of  equipment  standards  and  certification  programs  (e.g.,  California 
and  Utah),  and  to  the  total  banning  of  the  interconnection  of  customer  owned 
and  maintained  equipment  based  partly  on  the  alleged  spectre  of  harm  such 
equipment  might  occasion  to  the  telephone  network  (i.g.,  North  Carolina,  Ne- 
braska, Oklahoma).  A  number  of  other  state  commissions  have  proceedings  in 
progress  involving  design  and  pricing  of  certain  interface  devices  required  by 
the  telephone  companies  (e.g.,  Minnesota  and  Michigan). 

The  present  diversity  of  proceedings  involving  the  question  of  protecting  the 
network  clearly  cannot  result  in  uniform  standards  or  action.  Obviously,  equip- 
ment standards  or  certification  programs,  if  these  are  deemed  necessary  in  the 
public  interest,  must  be  standard  throughout  the  country;  otherwise,  they  ob- 
viously will  impose  a  substantial  burden  on  the  interstate  sale  and  leasing  of 
telephone  tei-minal  equipment  and  will  further  prevent  the  development  of 
a  viable  and  effectively  competitive  telephone  terminal  equipment  market.  It 
can  also  be  seen  that  continuing  the  present  system  of  50  state  regulatory 
commissions  having,  or  assuming,  jurisdiction  over  the  question  of  protecting 
the  network  plays  into  the  hands  of  the  Bell  System  in  eliminating  competition, 
for  it  makes  it  easy  for  the  Bell  System  to  establish  varying  and  complex  stand- 
ards and  requirements  that  would  further  suppress  and  confine  the  supplying 
of  equipment  to  within  individual  state  borders. 

Moreover,  the  state  commissions,  almost  without  exception,  are  not  staffed 
with  technical  or  engineering  experts  capable  of  knowledgeably  studying  the 
question  of  harm.  Placing  exclusive  jurisdiction  within  the  FCC  would  allow 
a  uniform  approach  to  the  issue  and  by  a  competent  technical  staff. 
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V.  THE  PRESENT  SYSTEM  OF  STATE  REGULATION  IS  INEFFECTIVE  TO  ADMINISTER  THE 
PBINCU'LES  OF  COMPETITION,  IS  UNRESPONSIVE  OR  OPENLY  HOSTILE  TO  INTER- 
CONNECT COMPANY  COMPETITION,  AND  IS  SUBJECT  TO  ABUSE  ON  THE  PART  OF  THE 
BELL  SYSTEM 

The  need  for  the  structural  changes  that  we  are  convinced  are  necessary  is 
seen  from  a  close  examination  of  the  scheme  of  state  telephone  utility  regulation, 
as  shown  by  the  experience  of  Litton  BTS  in  appearing  before  state  regulatory 
commissions  and  evidence  revealed  in  the  increasing  public  discussions  of  com- 
petition in  the  telephone  terminal  equipment  market. 

All  rates  charged  by  the  telephone  utilities,  the  equipment  and  service  offer- 
ings, and  terms  of  the  offerings,  for  telephone  terminal  equipment  presently 
must  be  filed  with  the  various  state  regulatory  bodies ;  and  the  rates,  as  filed, 
must,  by  law,  be  followed  by  the  telephone  utilities.  Therefore,  when  questions 
arise  as  to  the  rates,  practices,  and  offerings  of  the  telephone  companies,  the 
first  recourse  is  to  the  regulatory  bodies  for  relief.  For  the  following  reasons, 
however,  this  approach  is  not  effective  to  achieve  redress  from  predatory  pric- 
ing and  marketing  practices. 

A.  Interconnect  companies  have  difficulties  obtaining  notice  of  commission  activ- 
ities and  telephone  company  rate  filings  and  are  often  denied  full  opportu- 
nities to  be  heard  before  commissions 

The  notice  procedures  under  which  regulatory  agencies  bring  rate  or  service 
changes  to  the  attention  of  the  public  are  inadequate  to  apprise  either  the  pub- 
lic or  interconnect  companies  of  telephone  company  changes  in  tariffs  and 
service  offerings.  Incredible  as  it  may  seem,  new  equipment  or  service  offerings, 
or  additions  of  new  features  to  existing  equipment  without  increasing  rates,  or 
reductions  in  equipment  rates,  are  uniformly  filed  by  means  of  so-called  advice 
letters.  The  new  tariff  sheets  of  the  telephone  company  are  attached  to  these 
letters.  After  30  days — less  in  some  states — the  attached  tariff  sheets  become 
effective  unless  the  regulatory  agency  decides  for  some  reason  to  suspend  the 
rates.  This  virtually  never  occurs  for  several  distinct  reasons.  The  reason  is 
that  where  rates  are  filed  pursuant  to  the  30-day  provisions,  no  public  notice 
other  than  the  filing  is  required.  In  order  to  effectively  monitor  fhe  activities 
and  rates  of  telephone  companies,  therefore,  it  is  imperative  that  those  wishing 
to  compete  go  through  the  additional  expense  of  appointing  oflBcers  to  con- 
stantly monitor  the  state  and  local  regulatory  authorities  in  order  to  simply 
obtain  notice  of  what  the  telephone  companies  are  proposing  to  do  in  the  way 
of  making  new  tariff  or  service  offerings  or  adding  features  without  changing 
rates,  thereby,  in  effect,  decreasing  rates. 

Interconnect  companies  are  further  often  denied  standing  as  a  member  of 
the  public  in  their  day-to-day  dealings  with  state  regulatory  commissions.  For 
example,  Litton  attorneys  on  several  occasions  visited  the  state  commissions 
in  Missouri,  Kansas,  and  Oklahoma  in  order  to  determine  the  procedure  gov- 
erning their  operations  and  the  specific  manner  in  which  certain  PBX  tariffs 
became  effective  relative  to  an  antitrust  action  pending  against  Southwestern 
Bell  in  federal  court  in  Houston,  Texas.  In  Missouri,  the  present  General  Coun- 
sel refused  to  permit  the  Director  of  Rates  and  Services  for  the  Missouri  Com- 
mission to  issue  an  affidavit  describing  this  process.  In  Kansas,  the  same  type 
of  denial  issued — after  the  General  Counsel  for  the  Kansas  State  Corporation 
Commission  had  already  executed  an  aflSdavit.  In  Oklahoma,  the  Chairman  of 
the  Oklahoma  Commission,  Charles  Nesbitt,  an  outspoken  critic  of  competition 
to  the  telephone  companies,  as  shown  later  in  our  statement,  refused  to  permit 
the  Telephone  Utilities  Engineer  of  the  Oklahoma  Corporation  Commission  to 
even  certify  copies  of  actual  tariff  sheets  on  file  with  the  Commission.  He  also 
prevented  the  Secretary  of  the  Commission  from  certifying  a  copy  of  the  Court 
Docket  of  the  Commission,  which  is  a  matter  of  public  record,  or  from  stating 
in  an  affidavit  that  the  Court  Docket  showed  whether  or  not  hearings  were  held 
relative  to  tariffs  filed  by  telephone  companies  operating  in  Oklahoma. 

These  examples  of  inadequate  notice  procedures  and  of  a  cWsed-door  policy 
toward  interconnect  companies  represent  a  clear  denial  of  access  to  the  regula- 
tory process  and  to  public  records — which  access  should  be  available  to  any 
member  of  the  public.  Regulation  in  this  type  of  environment  cannot  begin  to 
serve,  much  less  even  acknowledge,  the  full  public  interest,  which  includes  the 
rights  of  competitors  such  as  Litton  BTS. 
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B.  Automatic  or  virtually  automatic  rate  changes  and  inadequate  hearing  pro- 
cedures make  commission  regulation  ineffective 

Theoretically,  uuder  tiie  30-day  advice  letter  tariff  tiling  provisious— applying 
to  rates  for  new  equipmeut  or  service  oft'eriugs,  for  increased  service  olferiugs 
involving  no  increase  in  rate,  or  for  outright  rate  reductions— interested  parties 
may  informally  approach  the  commission  staffs  and  attempt  to  persuade  them 
to  recommend  that  the  proposed  tariff  sheets  be  suspended  and  an  investigation 
held  into  the  proposed  rates.  This  must  be  done  prior  to  the  30-day  period  after 
which  the  rates  automatically  become  effective.  Practically,  however,  it  is  vii'- 
tuaily  impossible  to  persuade  the  regulatory  commission  staffs  to  recommend 
suspension  and  investigation.  In  one  instance  known  to  Litton  in  Kansas,  the 
Kansas  State  Corporation  Commission,  meeting  in  conference  "noted  and  tiled" 
tariff  sheets  (making  them  effective)  only  (5  days  after  the  Bell  System  affiliate 
Southwestern  Bell  had  transmitted  them  to  the  Commission.  Even  when  the 
proposed  tariffs  remain  ou  tile  for  the  full  30  days,  typically,  they  are  never 
analyzed  or  reviewed  and  are  simply  placed  into  effect  upon  the  expiration  of 
the  30-day  period. 

Moreover,  the  statutes  of  some  states  provide  tor  no  suspension  of  the  rates, 
and  in  all  states  any  suspension  and  an  investigation  of  the  proposed  rates  is 
not  a  matter  of  right,  but  lies  in  the  discretion  of  the  commission  (see,  e.g., 
Missouri,  V.A.M.S.  §392.230 :  Aikansas ;  Ark.  Stats.  Annotated  §73-117,  73-217 : 
Kansas,  KSA,  §6(5-110.  66-111,  66-117). 

In  virtually  all  states,  the  staff  is  too  unknowledgeable  of  telephone  rate 
making  to  undertake  to  recommend  that  the  telephone  companies  proposed  rates 
be  suspended  and  an  investigation  ordered.  The  staffs  of  some  states  have  told 
us  openly  that  they  are  unsympathetic  to  competition  with  the  telephone  com- 
ptliiy.  Therefore,  they  would  never  recommend  suspension  of  proposed  rates. 

In  California,  where  Litton  BTS  initially  had  limited  success  in  convincing 
the  staff  to  recommend  suspension  of  proposed  advice  letter  rates.  Pacific  Tele- 
phone has  recently  begun  proposing  "provisional"  rates  in  their  advice  letters. 
These  rates  would  be  effective  for  eighteen  months,  ostensibly  while  I'acific 
obtained  cost  experience  on  the  e(juipment  involved. 

Litton  BTS  has  protested  several  of  these  provisional  advise  letters,  but  with 
no  success  despite  submitting  to  the  staff'  extensive  cost  data  developed  from 
discovery  and  cross-examination  of  Pacific  Telephone  witnesses  in  other  pro- 
ceedings' before  the  commission.  This  evidence  showed  that  the  proposed  pro- 
visional rates  are  in  the  range  of  25%  to  -^0%  below  cost.  In  one  case,  Litton 
BTS  protested  a  provisional  rate  for  a  PABX  switch  from  Litton  and  other 
interconnect  companies  have  installed  and  on  which  there  is  extensive  cost  ex- 
perience. In  all  of  Litton  BTS"  protests,  the  commission  staff  has  been  so 
enamored  of  the  "provisional"  nature  of  the  proposed  rates  that  they  have  ig- 
nored all  of  the  cost  d;it:i  on  the  theory  that  the  rates  are  not  final  and  can  be 
clianged  later.  However,  as  we  pointed  out.  on  the  basis  of  the  available  evi- 
(lenc(>  the  provisional  rates  were  so  low  that  sizeable  increases  would  be  re- 
quired later  and  that  sucli  increases  would  be  unfair  to  Pacific  Telephone's 
customers.  The  staff  bns  even  failed  to  recommend  that  Pacific  l)e  required  to 
account  for  the  costs  obtained  during  the  provisional  period  in  ways  which 
would  insure  accurate  cost  accounting  which  Litton  BTS  has  suggested  to  the 

staff. 

Even  where  hearings  are  held  on  the  telephone  companies'  proposed  rates, 
they  are  often  not  of  n  truly  adversary  nature.  In  Texas,  for  example,  rate 
approval  lies  with  the  individuat  city  councils  throughout  tlie  state.  Hearings 
held  before  these  bodies  i)roceed  typically  along  the  format  of  a  series  of  brief 
formal  statements  witliout  opportunity  for  cross  examining,  or  even  questioning, 
the  basis  of  the  telephone  companies'  proposals.  Litton  BTS  has  had  experience 
protesting  rates  before  the  City  Council  in  Dallas.  Texas. 

Where  hearings — or  rate  cas^s — are  held,  they  often  ignore  issues  which  are 
pertinent  to  the  interests  of  interconnect  companies  or  the  public.®  For  example, 
in  Missouri,  where  rates  have  been  filed  in  two  recent  cases  (Case  Nos.  16.642 
filed  November  15.  196S.  and  17.322.  filed  October  1.  1971).  the  former  General 
Counsel  to  the  Missouri  Public  Service  Commission  (from  1965  through  1972) 
stated  in  an  affidavit  which  Litton  filed  in  its  antitrust  suit  against  Southwest- 
ern Bell  in  Houston,  Texas : 


» I  Itton    whenever  It  objects    to    a    tariff,    is    arjriiinff   that    the   telephone    oompanv   is 
selling  at  below  the  full  costs  of  providing  the  equipment. 
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"I  can  state  that  in  these  cases,  the  Commission  did  not  have  before  it  infor- 
mation concerning  competition  between  fciouthwestern  Bell  and  other  companies 
providing-  telephone  equipment  to  telephone  consumers,  or  iuforumtion  on  the 
effect  of  Southwestern  Bell's  proposed  tariffs  on  such  competition,  and  did  not 
request  submission  of  such  information.  Indeed,  to  my  knowledge,  the  Commis- 
sion has  never  ruled  that  it  is  incumbent  upon  it  to  consider  anticompetitive 
effects  of  the  tariffs  of  regulated  utilities  as  part  of  its  general  rate  cases."' 

Also,  in  Michigan  (Rate  case  No.  U-4293  involving  Michigan  Bell  Telephone 
Company),  Litton  BTS  and  other  intervenors  sought  to  place  before  the  Com- 
mission the  issue  of  the  competitive  effects  of  the  tariff's.  In  a  ruling  never 
claritied  or  revised,  the  Hearing  Examiner  in  that  proceeding  stated  in  the 
following  dialogue  at  552  : 

"Mr.  Ckavek:  By  way  of  clarification,  as  I  understand  your  Honor's  ruling^ 
the  antitrust  violations  in  the  classical  term  are  not  a  proper  issue  but  as  I 
understand  it,  we  will  be  allowed  to  go  into  the  effect  of  their  rates  and  sched- 
ules on  competition  which  would  be  different  from  charging  an  antitrust- 
violation,  or  a  violation  of  the  antitrust  statutes." 

'•Examiner  Sheridan  :  I  will  rule  on  that  when  the  matter  comes  up. 

"The  anti-trust  ruling,  I  do  not  feel  that  this  is  the  proper  forum.  As  to  mat- 
ters that  you  have  raised,  I  am  sure  that  all  during  the  course  of  the  hearings, 
we  are  going  to  be  faced  with  the  problem  that  you  are  a  competitor  of  the 
Applicant. 

"So  I  am  not  ruling  that  out,  that  you  can't  raise  that  question  or  that  issue 
or  anything  at  all. 

"We  will  look  at  that  as  the  subject  matter  is  raised." 

Intervenors  were  never  certain  throughout  the  rate  case  whether  or  not  the 
competitive  issue  would  be  considered  pertinent  to  the  case.  This  had  the  han- 
dicap of  placing  intervenors  in  the  position  of  having  to  proceed  without  know- 
insi  whether  they  had  been  granted,  in  effect,  full  rights  to  intervene  and  raise 
all  issues  pertinent  to  their  competitive  positions. 

C.  The  competitive  effects  of  telephone  tariffs — an  issue  of  central  importance 
to  the  interconnect  industry,  and  to  the  general  public — is  an  issue  which 
is  ignored  or  not  comprehended  by  state  regulatory  bodies 

Another  factor  inhibiting  the  effectiveness  of  state  agencies  is  the  fact  that — 
as  we  noted  in  our  brief  in  the  antitrust  suit  pending  against  Southwestern  Bell 
at  81-83 : 

"[S]tate  utility  commissions  have  a  history  of  refusing  to  consider  anti- 
competitive issues.  A  number  of  state  courts  and  state  commissions  have  already 
decided  that  the  competitive  effects  of  utility  rates  on  nonregulated  competitors 
are  not  relevant  nor  within  the  jurisdiction  of  the  Commissions.  In  Cole  v. 
Washington  Utilities  and  Transportation  Com'n,  79  Wn.  2d  302,  485  P.2d  71 
fWasli.  1971),  the  Supreme  Court  of  "Washington  upheld  the  Washington  utility 
commission's  refusal  to  allow  an  association  of  fuel  dealers  to  intervene  in  a 
rate  case  to  show  the  adverse  competitive  effects  of  a  gas  utility's  promotional 
practices.  The  court  stated  : 

"  'The  commission  determined  that,  under  existing  law,  a  rate  complainant 
entitled  to  be  heard  had  to  be  a  gas  consumer  and  that  the  institute,  therefore, 
had  no  standing  to  intervene.  Secondly,  the  commission  held  that  it  had  no 
jurisdiction  to  examine  the  economic  effects  of  practices  of  a  regulated  public 
service  utility  upon  nonregulated  competitors  .  .  . 

"  'Secondly,  it  is  clear  that  the  institute's  objections  are  beyond  the  concern 
of  the  commission  under  a  reasonable  interpretation  of  the  term  "public  inter- 
est." At  page  12  of  the  proposed  order,  the  commission  concluded  that  it  had 
jurisdiction  only  to  consider  the  effects  of  competitive  practices  of  one  regulated 
utility  upon  another  regulated  utility  and  no  other  business.  Although  the  words 
"ptiblic  interest"  are  used  extensively  throughout  the  Public  Service  Laws,  this 
interest  of  the  public  which  is  to  be  protected  is  that  only  of  customers  of  the 
utilities  which  are  regulated. 

"  '.  .  .  We  conclude  that  tlie  commission  correctly  determined  that  it  had  no 
authority  to  consider  the  effect  of  a  regulated  utility  upon  a  nonregulated  busi- 
ness. Our  viewpoint  is  in  accord  with  the  weight  of  authority  elsewhere.  [Cita- 
tions omitted]  485  P.2d  at  73-74.' 

"In  accord  with  this  view  are  Superior  Propane  v.  South  Jersey  Gas  Co 
00  PUR  3d  217    (N..T.  Board  of  Public  Utility   Commissioners  1965)    and   Re 
Promotional  Activities  by  Gas  and  Electric  Corporations,  68  PUR  3d  162  (NY 
Public  Service  Commission.  1967). 
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"In  fact,  in  this  case,  there  is  evidence  that  the  state  and  municipal  agencies 
would  not  hear  and  decide  the  issues  'in  light  of  the  antitrust  laws.'  See  Marnell, 
supra,  360  F.  Supp.  at  414.  The  former  General  Counsel  of  the  Missouri  Public 
Service  Commission  stated  that  to  his  knowledge  the  Missouri  Commission  has 
never  ruled  that  'it  is  incumbent  upon  it  to  consider  anticompetitive  effects  of 
its  general  tariffs  of  regulated  utilities  as  part  of  its  general  rates  cases.' 
(Plaintiff's  Affidavit  of  Jeremiah  D.  Finnegan,  Exhibit  12,  Paragraph  12).  Sim- 
ilarly, David  L.  Johnson,  Rate  Consultant  for  the  Arkansas  Public  Service 
Commission,  stated  that  the  Staff  of  the  Arkansas  commission  is  under  no  re- 
quirement to  make  a  determination  of  the  competitive  impact  of  tariffs  filed  by 
telephone  companies.  (Plaintiff's  Affidavit  of  David  L.  Johnson,  Exhibit  16, 
Paragraph  8)." 

Finally,  state  commission  staffs  are  very  often  not  only  unresponsive  but  also 
are  incompetent  to  appraise  the  competitive  aspects  of  telephone  terminal  equip- 
ment marketing.  A  typical  example  is  the  Michigan  Public  Service  Commission 
where  one  staff  member  has  a  background  in  secondary  school  education,  where- 
as a  background  of  accounting  or  training  in  regulatory  principles  would  ob- 
viously be  more  appropriate,  and  another  staff  member  has  as  his  background 
and  training  25  years  with  the  Michigan  Bell  Telephone  Company.  *rhus,  it  is 
questionable  if  these  individuals  have  proper  training  or  a  fresh  and  totally 
unbiased  point  of  view. 

In  Texas  where  no  state  regulatory  commission  exists,  and  regulation  is  left 
to  city  councils,  the  regulators  and  staffs  range  from  part  time  city  council 
members,  to  part  time  city  employees  and,  on  rare  occasions,  a  staff  member 
who  has  responsibility  for  all  utilities  operating  within  the  city.  This  type  of 
regulation  reduces  the  staff's  ability  and  adequacy  to  handle  all  of  the  prob- 
lems, particularly  the  newly  evolved  competitive  problems,  that  are  posed  by 
the  regulation  of  telephone  terminal  equipment  market. 

D.  State  regulatory  commission  proceedings  are  long,  costly,  and  never  ending, 
and  do  not  accord  any  realistic  prospects  of  relief 
Litton  has  been  involved  in  three  major  state  commission  proceedings,  and  a 
major  antitrust  suit  in  federal  court  against  Southwestern  Bell.  In  addition, 
Litton  has  filed  two  complaints  before  the  California  Public  Utilities  Commis- 
sion against  specific  aspects  of  Pacific  Telephone's  pricing ;  it  has  filed  a  number 
of  advice  letter  protests  before  the  California  PUC ;  and  it  has  filed  complaints 
before  the  North  Carolina  and  Florida  Public  Commissions  against  PBX  pric- 
ing by  Southern  Bell.  The  latter  two  complaints  were  withdrawn  when  Litton 
BTS  withdrew  from  direct  sales  in  North  Carolina  and  Florida  due  to  adverse 
competitive  and  regulatory  climates. 

The  three  major  state  commission  proceedings  include  a  proceeding  before 
the  California  PUC  involving  PBX  pricing  by  Pacific,  a  general  rate  case  before 
the  California  PUC  involving  Pacific,  and  a  general  rate  case  before  the  Michi- 
gan Public  Service  Commission  involving  Michigan  Bell. 

In  all  of  these  complaints  and  proceedings,  Litton  has  challenged  the  tele- 
phone company  rates  as  being  below  cost  and  therefore  unreasonable,  unjust, 
and  anticompetitive.  Its  experience  from  all  of  these  proceedings  is  that  state 
regulatory  proceedings  are  protracted,  expensive  and,  as  a  practical  matter, 
never  ending.  Even  in  California,  where  the  regulatory  climate  is  relatively 
open  and  the  commission  is  relatively  progressive,  Litton  BTS  has  been  faced 
with  long  delays  and  inconclusive  proceedings,  A  brief  review  of  Litton's  major 
cases  illustrates  the  basis  for  this  conclusion. 

The  proceeding  before  the  California  PUC  involving  Pacific's  PBX  pricing 
stemmed  from  an  advice  letter  filed  by  Pacific  for  the  purpose  of  instituting  the 
offering  of  a  new  PBX  system  manufactured  by  "Western  Electric  called  the 
770A  PBX.  The  advice  letter  was  filed  in  September,  1972,  and  after  several 
submittals  of  information  to  the  commission  staff  by  Litton  BTS.  the  commis- 
sion in  November.  1972,  ordered  the  proposed  rates  suspended  and  an  investi- 
gation begun  to  determine  whether  tlie  proposed  rates  were  reasonable  or  law- 
ful. In  April,  197.3,  five  days  of  hearings  were  held  before  a  commission  hearing 
examiner,  during  which  Litton  cross-examined  several  Pacific  witnesses  relat- 
ing to  the  cost  justification  for  the  proposed  rates.  The  cross-examination  was 
directed  at  showing  that  the  cost  data  was  seriously  understated  in  terms  of 
the  cost  of  the  equipment  required  for  770A  installations ;  costs  of  installation, 
maintenance  and  overhead:  and  costs  of  amortizing  the  770A  installations  over 
their  location  and  service  lives.  At  the  beginning  of  what  would  have  been  the 
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sixth  day  of  hearings,  Pacific's  counsel  requested  that  the  hearings  be  suspended 
so  that  Pacific  could  undertake  new  cost  studies.  When  Littou's  counsel  sug- 
gested that  it  would  be  preferable  for  Pacific  to  undertake  new  cost  studies  at 
the  conclusion  of  the  case  when  all  of  the  defects  in  Pacifies  cost  justification 
would  have  been  on  the  record,  the  examiner  stated  that  under  the  comuiissiou's 
rules  Pacific  could  withdraw  its  proposed  tariffs  at  any  time  and  start  a  new 
case  over  again  and  that  it  did  not  matter  whether  the  present  case  was  ad- 
journed or  not.  Therefore,  the  hearings  were  adjourned.  Litton  was  notified  by 
Pacific  just  last  month  that  Pacific  has  finally  completed  its  additional  cost 
studies  and  has  prepared  new  proposed  rates  based  on  the  new  costs.  As  detailed 
later  in  this  statement,  the  new  rates  are  substantial  increases  over  the  rates 
originally  proposed.  However,  Pacific  has  officially  withdrawn  its  original  ad- 
vice letter  and  proposed  rates  and  has  informed  us  that  it  intends  to  file  a  u^w 
advice  letter  with  the  new  rates.  This  means  that  although  one  and  three- 
quarters  years  have  already  been  spent  investigating  Pacific's  770A  rates,  a 
new  proceeding  is  likely  to  ensue,  and  the  process  of  judging  the  rates  as  to 
their  reasonableness  and  lawfulness  will  begin  all  over  again. 

Hearings  on  the  merits  of  Pacific's  general  rate  case  before  the  California 
PUC  consumed  approximately  the  first  eleven  months  of  1973.  Final  briefs  were 
filed  in  February,  1974,  except  for  supplemental  briefs  on  a  limited  issue  which 
are  due  next  month.  Litton  BTS  cross-examined  Pacific  witnesses  and  pre- 
sented direct  evidence  as  to  Pacific's  key  telephone  and  keyless  business  exten- 
sion telephone  rates  only.  Pacific  announced  during  the  hearings  that  it  was 
re-evaluating  the  cost  justification  for  its  existing  PBX  rates  and  would  be 
filing  new  PBX  rates  and  a  restructuring  of  the  rates  in  the  future.  The 
Commission  staff  recommended  a  15%  increase  in  Pacific's  existing  PBX 
rates  and  the  parties,  including  Pacific,  did  not  oppose  the  staff's  recom- 
mendation pending  submission  of  Pacific's  new  PBX  rates.  To  this  day, 
Pacific  has  not  filed  its  new  PBX  rates,  but  when  it  does,  new  hearings 
may  have  to  be  conducted  to  determine  their  reasonableness  and  lawful- 
ness. On  the  basis  of  the  evidence  in  the  record,  Litton  BTS  pointed  out  that 
Pacific's  key  and  keyless  business  extension  rates  were  below  cost  to  the  extent 
of  costing  the  general  taxpayers  as  much  as  $100  million  a  year  in  subsidies  to 
support  the  below  cost  rates.  No  decision  has  been  rendered  in  the  case  as  yet, 
but  one  is  hoped  for  by  this  fall.  However,  while  the  issue  of  Pacific's  present 
key  telephone  rates  has  been  pending  in  this  case,  Pacific  has  instituted,  through 
the  advice  letter  procedure,  new  rates  for  a  key  telephone  system,  called  the 
COMKEY  718,  which  would  provide  more  features  than  existing  Pacific  key 
telephone  equipment  but  at  a  14%  to  22%  reduction  from  the  rates  Pacific 
proposed  for  its  existing  key  telephone  service  in  its  general  rate  case.  Thfs 
means  that  after  approximately  a  year  and  a  half  of  litigation  in  the  general 
rate  case,  even  if  relief  is  forthcoming  from  Pacific's  existing  below  cost  key 
rates.  Pacific  has  placed  in  effect,  through  its  advice  letter  procedure,  new 
telephone  service  which  is  siibstantially  below  the  rates  litigatecl  in  the  general 
rate  case.  This  means  that  a  new  proceeding  will  have  to  be  instituted  regard- 
ing the  COMKEY  718  rates  which  will  start  the  litigation  process  all  over  again. 
Litton  BTS  vigorously  protested  Pacific's  COMKEY  718  advice  letter,  but  the 
protest  was  rejected. 

The  Michigan  general  rate  case  involving  Michigan  Bell  was  a  relatively  short 
proceeding  in  terms  of  the  time  between  the  beginning  of  hearings  and  the  final 
decision.  The  elapsed  time  was  only  ten  months.  Litton  BTS  and  other  inter- 
connect company  intervenors  extensively  cross-examined  Michigan  Bell  wit- 
nesses and  presented  direct  testimony  regarding  the  cost  justification  for  Michi- 
gan Bell's  proposed  key  and  PBX  rates.  As  described  later,  substantial  evidence 
was  introduced  showing  Michigan  Bell's  proposed  rates  did  not  recover  costs 
in  several  major  aspects.  The  commission  granted  no  relief  with  respect  to 
Michigan  Bell's  proposed  rates  even  though  the  commission  staff  admitted  that 
Michigan  Bell's  cost  justification  was  "incomplete"  and  the  commission  itself 
admitted  in  its  order  that  the  cost  justification  was  "fatdted."  The  commission, 
however,  did  order  Michigan  Bell  to  substantially  revise  its  cost  accounting  pro- 
cedures for  the  future.  Litton  BTS  and  the  other  interconnect  company  inter- 
veners appealed  the  commission's  decision  to  the  Ingham  County  Circuit  Court. 
However,  the  appeal  has  not  progressed  past  the  discovery  stage  despite  pleas 
from  Litton  BTS  for  expedition  based  upon  state  expediting  statutes.  Michigan 
BpII  hns  now  filed  an  application  for  a  new  general  rate  increase  of  approxi- 
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mately  four  times  the  amount  sought  iu  the  application  now  on  appeal,  and  the 
same  issues  tnat  are  on  appeal  from  the  last  rate  case  are  now  invoived  m  tue 
new  rate  case.  ,  ,         .  , . 

The  manner  in  which  the  state  regulatory  process  can  cause  delays  in  anti- 
trust suits  against  the  Bell  System  are  illustrated  by  experience  in  Litton  s 
antitrust  suit  iu  federal  district  court  against  Southwestern  Bell.  The  suit  at- 
tacks below-cost  pricing  and  typing  of  Southwestern  Bells  PBX  equipment  to 
its  telephone  exchange  service.  The  complaint  was  tiled  in  April,  19 <3;  South- 
western Bell  promptly  tiled  a  Motion  to  Dismiss  on  the  ground  that  the  issues 
were  within  the  exclusive  jurisdiction  of  the  state  regulatory  agencies;  Lu- 
ton's answering  brief  was  filed  December,  1973 ;  and  we  are  still  awaiting  set- 
ting of  a  date  by  the  court  for  argument.  It  is  fair  to  say  that  this  illustrates 
the  Bell  System's  ability  to  use  the  state  regulatory  process  to  substantially 
delay  court  actions  against  it.  .  ,  -.^       ^ 

VII  of  this  litigation  has  occupied  a  three-man  legal  group  at  Litton  tor  ap- 
proxiiiiately  90%  or  more  of  its  time  during  almost  a  year  and  three-quarters. 
Uut-of-pccket  expenses  caused  by  travel,  consulting  fees,  local  counsel  where 
required  printing  costs,  and  telephone  calls  in  the  four  major  cases  alone  have 
amounted  to  .$101,243.49.  The  out-of-pocket  expenses  by  themselves  would  have 
been  impossible  for  a  small  independent  competitor  to  afford.  Added  to  the 
out-of-pocket  expenses,  the  cost  for  outside  local  counsel  for  the  time  that 
Littons  ill-house  counsel  have  spent  on  these  cases  would  have  been  totally 
beyond  the  limits  of  an  independent  company  trying  to  get  established  in  this 
market.  ,  ,   ^  .     . 

In  short  Litton  BTS'  experience  before  the  state  regulatory  commissions 
shows  how'  the  state  regulatory  system  plays  into  the  hands  of  the  Bell  System 
in  it>^  attempt  to  eliminate  competition.  A  never  ending  cycle  of  new  filings 
obsoletes  old  rates  so  that  even  if  relief  is  obtained  against  the  old  rates,  a 
whole  new  proceeding  is  necessary  on  the  new  rates.  This  makes  constant  liti- 
liation  a  way  of  life  for  a  company  trying  to  get  established  and  to  grow  in  the 
telephone  terminal  equipment  market.  The  burden  of  litigation  expense  would 
consume  such  an  inordinate  portion  of  a  company's  revenue  that  a  typical  in- 
dependent companv  would  not  have  enough  left  to  expand  the  business  beyond 
a  limited  range  of  equipment  within  primarily  a  local  area.  This  is  an  impor- 
tant reason  underlving  the  conclusion  that  deregulation  of  the  telephone  ter- 
minal equipment  business  is  an  important  part  of  the  structural  changes  that 
must  be  made  if  the  market  is  to  develop  into  a  viable,  effectively  competitive 
market. 

E.  A  regulatory  Mas  exists  in  favor  of  the  Bell  System  and  in  opposition  to 
in terconnect  conipan ies 

Many  state  regulatory  commissioners  in  the  United  States  seems  to  be  pre- 
disposed to  favor  the  Bell  System  and  to  disfavor  the  interconnect  industry.  As 
a  result  these  state  regulatory  commissioners  would  go,  and  do  go,  into  hear- 
ings involving  disputes  between  the  telephone  companies  and  interconnect  com- 
pany competitors  lacking  the  open  mind  and  objective  viewpoint  that  we  have 
always  believed  to  be  the  foundation  of  due  process  of  law  and  a  fair  hearing 
in  judicial  and  quasi-judicial  proceedings. 

One  reason  for  regulatory  bias  is  undoubtedly  the  long-term  relationships 
which  Bell  System  officials  have  had  with  commission  staffs  and  commissioners. 
This  in  turn*  undoul>tedlv  has  its  roots  in  the  fact  that  for  many  decades  the 
Bell  System  has  been  unchallenged  in  its  respective  service  areas.  This  long- 
term  relationship  inclines  the  regulators  to  see  things  in  the  way  that  the  Bell 
Svstem  officials  see  them.  Hence,  many  regulators  have  very  narrow  viewpoints 
of  what  is  appropriate  telephone  terminal  equipment  policy.  This,  on  its  face, 
raises  serious  questions  bearing  upon  the  disinterested,  nonprejudiced  nature 
of  the  regulators. 

Some  of  the  leading  regulators  have  shown  shocking  rejudgment  against 
competition  with  the  telephone  companies.  Mr.  Ben  T.  Wiggins,  chairman  of  the 
Geor<^ia  Public  Service  Commission  and  President  of  the  National  Association 
of  Regulatory  Utility  Commissioners  (NARUC),  has  publicly  announced  his 
opposition  to" interconnection.  In  so  doing,  he  not  only  declares  his  bias  (which 
is  obviously  repugnant  to  any  good  faith  attempt  to  regulate  in  the  public  in- 
terest) but  he  also  displavs  a  lack  of  understanding  of  historical  and  current 
benefits  of  competition.  For  example,  in  his  speech  before  the  delegates  to  the 
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Uuited  States  ludependeiit  Teleplioue  Associatiou  (•"USITA")  Couveutiou  held 
October  22-24,  1973,  iii  Miuuii  Beach,  Florida,  Mr.  Wijjgius  said  that : 

"Competitiou,  iii  any  true  seuse,  simply  isn't  possible. 

"Now,  if  the  future  was  ouly  dimly  foreseeable  three  years  ago  wheu  I  dis- 
cussed •competitiou  aud  the  public  iuterest,'  it  certainly  looks  a  lot  clearer  in 
the  light  of  the  experience  of  John  deButts  [chairman  of  AT&T]  cites. 

"The  'cream'  is  being  skimmed ;  revenues  vviiich  contribute  to  maintenance  of 
low  basic  service  rates  are  being  lost  to  unregulated  carriers  without  public 
service  responsibility.  The  evidence  is  beginning  to  pile  up,  aud  my  own  early 
wait-and-see  attitude  is  no  longer  required  by  any  duty  to  be  patient."  '^ 

Showing  his  own  predisposition,  Mr.  Wiggins  went  on  to  applaud  the  move- 
ment of  the  North  Carolina  Commission  to  ban  interconnection."  Strangely,  Mr. 
Wiggins,  though  a  state  commissioner  and  an  otiicial  who  must  act  in  a  quasi-' 
judicial  capacity  in  judgment  over  the  public  interest,  is  far  more  biased  against 
competition  than  was  Mr.  II.  I.  Romnes  when  he  was  chairman  of  AT&T.  Mr. 
Romnes  said  at  the  I'ioneer  General  Assembly,  New  York  Hilton  Hotel,  Sep- 
tember 21.  1971,  that  -competition  ought  to  be  the  rule  whenever  and  wherever 
it  would  benefit  the  public."  ^^ 

Fortunately,  not  all  telephone  company  oflScials  share  Mr.  Wiggins'  opposition 
to  competition.  Mr.  Paul  H.  Henson.  Chairman  of  United  Telecommunications, 
an  independent  telephone  company,  said  at  the  same  USITA  Convention : 

"I  agree  that  competition  in  providing  telephone  terminal  equipment  must  be 
free  competition  with  the  same  rules  applying  to  all  competitors.  Given  these 
conditions,  I  am  confident  that  all  telephone  companies  can  give  a  good  accouut 
of  themselves.  But  supposing  my  company  competes  to  the  best  of  its  ability,  and 
my  customer,  for  reasons  of  his  own,  still  obtains  his  PBX  switchboard  from 
an  interconnect  vendor.  What  am  I  going  to  do  about  it?  Squal)ble  with  my  cus- 
tomer? Make  him  angry  with  me?  Be  uncooperative  to  the  extent  that  his'  serv- 
ice is  impaired?  No.  I'm  not  going  to  do  any  of  these  things.  I'm  going  to  bend 
a  little,  because  I'm  in  business  to  make  a  profit.  He's  still  my  telephone  cus- 
tomer :  I  need  his  goodwill  in  order  to  coexist  and  to  service  his  other  com- 
munications requirements  that  are  profitable  to  me."  ^^ 

5Ir.  Henson  also  interpreted  the  public  interest  differently  from  Mr.  Wiggins. 
He  said : 

'•With  the  public  interest  as  our  criterion,  let  us  decide  which  of  the  old  ways 
of  doing  business  still  are  valid  for  this  day  and  age  and  which  ones  should  be 
modified  to  meet  the  public  needs  of  today  and  tomorrow.  Instead  of  adopting  an 
inflexible  attitude  about  competition  of  any  kind,  let's  look  for  ways  to  accom- 
modate competition  in  the  public  interest."  ^" 

Another  commissioner  who  has  expressed  a  prejudgment  against  interconnec- 
tion is  Charles  Nesbitt.  Chairman  of  the  Oklahoma  Corporation  Commission. 
Mr.  Nesbitt  contributed  to  a  panel  discussion  at  the  summer  meeting  of  the 
Organization  for  the  Protection  and  Advancemeut  of  Small  Telephone  Com- 
panies ("OPASTCO").  During  the  meeting,  Mr..  Nesbitt  expressd  his  philos- 
ophy regarding  competition  as  follows  : 

"[M]ore  utter  nonsense  has  been  promulgated,  and  is  being  promulgated  in 
the  name  of  competition/antitrust  these  days  than  in  the  name  of  any  other 
philosophy  and  more  actual  disruption  of  our  economy  is  being  carried  out  in 
the  name  of  this  high-sounding  word,  competition."  " 

It  is  not  clear  from  ^Nlr.  Nesbitt's  remarks  whether  he  favored  monopolies  for 
all  major  industries  or  just  a  continuation  of  the  monopoly  in  the  telephone  in- 
dustry. In  any  event,  from  his  adamant  view  that  competition  is  a  "disruption 
of  our  economy"  one  could  easily  surmise  the  kind  of  response  an  interconnect 
company  would  receive  from  his  in  a  proceeding  before  the  Oklahoma  Corpora- 
tion Commission  involving  anticompetitive  telephone  company  prioinc.  The  fact 
that  the  Oklahoma  Commission  attempted  to  ban  the  interconnection  of  cus- 
tomer provided  and  maintained  equipment  with  the  telephone  network  in  Okla- 

'"  WMsrc-ins.    "'A    Resriilator    Looks    at    Coiupptition."    Telephorni    majiazinp.    Xovpiiilipr    l'> 

197.*?.  at  p.  4fi. 

9  Td.  at  44.  46.  4S. 

i"Statpnient    of   William    G.    McGowan.    snbmittpd    to    the    Subcommittee   on    Antitrust 

anrl  Monopoly.   .Tnly  .SO,   1973,   at  73.  Anntriist 

"  Henson.  "Better  Bend  Than  Break,"  Telephont/.  November  12    1973  at  ">» 
12  Id.  at  32.  "   ■ 

IS  "OPASTCO's  role   as  David  facing  industry's   giant   problems   shows   clear  In   livelv 

meeting."  Telephony  Magazine,  August  13,  1973,  at  43.  ^ 
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homa  would  indicate  ttiat  Mr.  Nesbitt  is  not  alone  among  the  Oklahoma  com- 
missioners in  his  opposition  to  interconnection/* 

VI.  THE  INEFFECTIVENESS  OF  THE  STATE  REGULATORY  SYSTEM  ALLOWS  THE  BELL 
SYSTEM  TO  ENGAGE  IN  BELOW-COST  PRICING  AND  INCREASING  RATES  WHERE  IT 
FACES  LITTLE  OB  NO  COMPETITION  AND  LOWERING  BATES  WHERE  IT  FACES  SUB- 
STANTIAL COMPETITION  AND  OTHER  PREDATORY  PRACTICES 

The  abuses  which  Litton  BTS  has  been  litigating  over  the  past  one  and  one- 
half  years,  include  the  following  types  of  problems : 

1.  Pricing  telephone  terminal  equipment  service  below  cost. 

2.  Shifting  revenue  from  business  telephone  service  to  the  general  ratepayers 
by  seeking  to  place  a  disproportionately  large  burden  of  allegedly  required  rate 
increases  on  telephone  line  charges  or  related  services  such  as  coin  phones  and 
information  service — which  are  mostly  borne  by  residential  customers — and  a 
disproportionately  lesser  part  on  business  equipment. 

3.  Eliminating  charges  for  telephone  terminal  equipment  and  accounting  for 
the  lost  revenue  through  higher  rates  on  telephone  line  charges  or  related 
services. 

4.  Differing  combination,  or  package,  rates  which  have  the  effect  of  tying  the 
telephone  company's  equipment  to  its  telephone  exchange  service. 

5.  Assessing  charges  for  allegedly  protective  interface  devices  for  use  with 
customer  provided  telephone  terminal  equipment  without  any  showing  that  such 
equipment:  has  caused  harm,  has  any  more  potential  for  causing  harm  than  the 
telephone  company's  own  terminal  equipment,  or  has  any  real  potential  for 
causing  harm  at  all. 

These  are  firmly  embedded  anticompetitive  practices  when  carried  out  by 
firms  with  monopoly  power.  For  example,  it  is  a  well-established  principle  of 
anticompetitive  behavior,  having  particular  relevance  to  this  case,  that  one  who 
has  monopoly  power,  even  though  lawfully  acquired,  cannot  legally  employ  that 
power  to  expand  his  monopoly.  This  includes  the  principle  that  one  cannot  use 
his  monopolv  power  in  one  market  to  exclude  competition  in  another.  United 
Sitnfc.9  v.  Griffith  et  ah.  334  U.S.  100.  107-109  (1948)  :  United  States  v.  Lowe's 
Inc..  371  U.S.  38,  30-50  (1962)  :  Fortncr  Enterprises,  Inc.  v.  United  States  Steel 
Corp.,  394  U.S.  495.  498-506  (1969)  :  Advance  Business  Systems  d  Supply  Co.  v. 
SCM  Corp..  415  F.?d  55,  60-69  (4th  Cir.  1969)  cert,  denied.  397  U.S.  920:  TV 
Sinnal  Co.  of  Al)erdecn  v.  A.T.dT.,  462  F.2d  1256.  1260-1261    (8th  Cir.  1972). 

Also,  discriminatory  pricing  in  the  sense  that  prices  are  lowered  where  compe- 
tition is  significant  and  maintained  or  raised  where  there  is  little  or  no  com- 
petition lias  been  found  to  be  an  illegal  use  of  monopoly  power.  United  States  v. 
GrinncU  Corp..  384  U.S.  563  (1966)  :  United  States  v.  United  Shoe  Machinery 
Corp..  110  F.  Supp.  295  (D.C.  Mass.  1953)  aff'd  per  curiam.  347  U.S.  521  (1954)  ; 
and  the  verv  recent  case  of  Telex  Corp.  v.  IBM.  Trade  Reg.  Rep.,  Report  No. 
91.  Part  IT  (September  24,  1973).  appeal  docketed,  No.  73-1874-1878.  (10th 
Cir.). 

It  is  also  settled  that  pricing  below  cost  is  an  illegal  anticompetitive  tactic 
when  used  to  acquire  or  maintain  monopoly  power.  See,  e.g.,  Ovitron  Corp.  v. 
General  Motors  Corp.,  295  F.  Snpp.  373  (S.D.  N.T.  1969). 
A.  Below  cost  pricing 

Based  on  the  substantial  litigation  in  which  we  have  been  engaged,  we  be- 
lieve the  evidence  is  substantial  that  the  Bell  System  operating  companies  have 
been  engaged  in  forcing  other  customers  to  subsidize  below-cost  rates  on  busi- 
ness terminal  equipment,^^  and  that  the  state  regulatory  agencies  are  just  not 
effective  in  requiring  the  operating  companies  to  formulate  rates  for  competitive 
terminal  equipment  which  recover  full  costs.  A  particularly  dramatic  example 
of  this  is  shown  by  the  facts  that  have  been  developed  from  our  efforts  in  chal- 
lenging Pacific  Bell's  proposed  rates  for  its  770A  PBX  service. 


1*  Telephonii  Magazine.  February  18,  1974,  at  p.  16.  The  FCC  held  this  ban  "poses  a 
clear  conflict  with  the  Conimnnications  Act"  and  "we  see  no  reason  whv  there  should 
be  any  absolute  ban  against  interconnection  of  customer-leased  equipment  maintenance 
or  serviced  by  the  lessor.  .  .  .  Accordingly,  in  this  area  also  the  Oklahomn  rule  squarely 
conflicts  with  the  Federal  ruling."  Telerent  Lenxinq  Corp.,  et  al.,  FCC  Docket  No  19R0S 
FCC  74-109   (39  Fed.  Reg.  4942.  February  8.  1974).  ' 

«We  note  that  the  study  for  the  Office  of  Telecommunications  Policy  bv  Diftherner 
Associates,  Inc.  shows  that  the  Bell  System  also  has  been  forcing  residential  customers 
to  subsidize  the  Bell  System's  move  and  changes  costs  for  business  terminal  equipment 
to  the  amount  of  $1,313  billion  In  1971.  See  Electronic  News,  June  3,  1974,  at  p    14 
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As  already  noted,  Litton  BTS  was  successful  in  having  Pacific's  original  ad- 
vice letter  proposing  rates  for  the  770A  in  September,  1972,  suspended  by  the 
California  PUC  and  an  investigation  of  the  proposed  rates  instituted.  After 
five  days  of  hearings  before  a  hearing  examiner.  Pacific  requested  the  termina- 
tion of  the  hearings  while  it  undertook  new  and  detailed  cost  studies  for  its 
770A  offering.  Last  mouth  Pacific  informed  us  of  the  new  cost  studies  and  of 
new  rates  which  Pacific  believes  would  be  justified  by  the  new  cost  studies. 
The  new  rates  would  be  substantially  higher  than  the  rates  originally  proposed 
in  its  1972  Advice  Letter,  This  is  a  clear  indication  that  after  extensive  cost 
studies  of  the  770A  PBX  service,  Pacific  has  concluded  that  its  initially  pro- 
posed rates  would  be  too  low  to  recover  the  costs  of  providing  the  service. 

A  comparison  of  the  rates  proposed  initially  by  Pacific  with  the  currently 
proposed  rates  based  upon  the  detailed  cost  studies  performed  following  the 
hearings  is  shown  in  the  following  table.  , 

COMPARISON    OF    PACIFIC   TELEPHONE'S    INITIAL  770A    RATES   WITH    INDICATED    RATES    FOLLOWING   NEW 
DETAILED  COST  STUDY  (FOR  TYPICAL  SYSTEM  SIZES)' 


P.T.  &  T.  initiallv  filed  rates  Cal.  advice 
letter  10892  September  1972 

P.T.  &  T.  new  rates  based 
study  following  hearings 

Basic           Instal- 

termination             lation 

charge           charge 

on  new  cost 
May  1974 

Basic 

termination 

ctiarge 

Instal- 
lation        Monthly 
charge               rate 

Monthly 
rate 

6  trunks — 35  stations 

$1,  800 

$2,  212          $324. 10 
2,  739           405.  70 
2,955           422.50 
4,615           688.00 
5,885           888.00 
7,  628        1, 160.  40 

$3. 150 
4,100 
4,100 
6,900 
8,800 

12,  600 

$3.  342 
4,324 
4,520 
7,640 
9,860 

13,  840 

$394.  50 

2,300 

544.  75 

15  trunks— 80  stations 

2,300 

572.  50 

25  trunks— 160  stations 

3,300 

991.  00 

4,300 

1,  333.  50 

44  trunks— 360  stations 

5,800 

1,  790. 10 

1  Each  System  comparably  equipped  to  provide  such  features  as  direct  station  selection,  camp-on,  attendant-controlled 
conference,  indication  of  camp-on,  call  transfer  by  stations,  consultation  hold,  add-on  conference,  and  truck  answer  any 
station.  All  rates  include  common  equipment,  console,  features,  and  trunk  termination  charges. 

A  few  examples  from  the  table  show  the  substantial  increase  in  indicated 
rates  following  the  detailed  cost  study.  For  a  770A  installation  of  7  trunks  and 
60  stations,  the  new  indicated  rate  would  be  an  installation  charge  of  $4,324  and 
a  monthly  rate  of  $544.75  as  compared  with  an  installation  charge  of  $2,739  and 
a  monthly  rate  of  $405.70  originally  proposed.  The  increase  in  rate  indicated 
by  the  new  cost  study  is  greater  as  the  size  of  the  system  increases.  The  ulti- 
mate conclusion  we  draw  from  these  facts  is  simply  that  if  Pacific  had  not 
been  challenged  to  prove  that  its  proposed  rates  for  the  770A  recovered  the 
full  costs  of  providing  the  service,  they  would  have  become  effective  with  the 
certain  result  that  other  ratepayers  would  have  been  required  to  subsidize  part 
of  Pacific's  cost  of  providing  the  service. 

The  experience  in  California  with  forcing  Pacific  Telephone  to  examine  care- 
fully and  to  prove  its  costs "  indicates  the  extent  to  which  other  operating 
companies  of  the  Bell  System  are  apparently  charging  below  cost  for  the  same 
PBX  and  requiring  the  general  rate  paying  public  to  subsidize  the  losses. 
Southern  Bell  is  a  classic  comparison.  In  fact,  Southern  Bell's  rates  for  the 
770A  are  so  low  in  comparison  with  the  new  indicated  rates  for  Pacific,  that 
the  losses  Southern  Bell  is  incurring  on  this  service  have  to  be  astronomical. 
The  table  on  the  following  page  compares  Southern  Bell's  rates  with  Pacific's 
new,  indicated  rates.  The  comparison  shows  that  for  each  station  size,  Southern 
Bell's  rates  are  far  below  any  reduction  that  could  be  .I'ustifled  by  differences 
between  Southern  Bell's  labor  and  overhead  costs  and  Pacific's  comparable 
costs."  For  example.  Pacific's  new  rate  for  a  7-trunk,  60-station  configuration 
would  be  $4,324  for  installation  and  $.544.75  per  month.  Southern  Bell's  instal- 
lation charge  is  only  $200  for  the  same  system  and  the  monthly  charge  is  only 
$327.60.  The  difference  becomes  more  dramatic  as  the  installation  size  increases. 


'"  Sincp  the  new  indicated  rates  have  not  been  the  subject  of  hearings,  our  discussion 
of  them  here  does  not  constitute  our  ac-reeinent  with  tliem  in  all  respects,  as  further 
defects  in  Pacific's  cost  studies  may  exist.  This  discussion  assumes  the  adequacy  of  the 
cost  studies  and  the  correctness  of  the  rates  as  disclosed  to  us  by  Pacific. 

1^  The  cost  of  the  eouipment  is  obviously  the  same  since  both  operating  companies  buy 
from  Western  Electric. 
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Thus,  for  a  -IJ-truiik.  360-station  system.  Pacific's  installation  charge  is  $12,890 
and  the  monthly  rate  is  $1,790.10;  Southern  Bell's  is  only  $900  for  installation 
and  $1,012.20  per  month.^^  With  rates  such  as  tliese,  it  seems  to  us  that  the 
conclusion  is  inescapable  that  Southern  Bell  intends  to  obtain  100%  of  the 
PBX  market  in  its  area  at  any  cost.  This  means,  of  course,  at  higher  cost  fdv 
residential  customers.  The  effect  is  substantial,  for  the  rates  shown  here  are  in 
effect  without  substantial  deviation  throughout  Southern  Bell's  operating  areas 
which  includes  the  Southern  Atlantic  seaboard  states  from  North  Carolina  to 
Florida. 

COMPARISON  OF  RATES  FOR  770A  PBX  SERVICE  BETWEEN  PACIFIC  TELEPHONE  AND  TELEGRAPH  CO.  AND 
SOUTHERN  BELL  TELEPHONE  AND  TELEGRAPH  CO.  (FOR  TYPICAL  SYSTEM  SIZES)' 


P  T.  &  T.  new  rates  based  on  new 

cost  study  following  hearings 

May  1974 

Southern  Bell  rates 
effective  spring  1973 

Basic 

termination 

charge 

Installation 
charge 

Monthly 
rate 

Basic 

termination 

charge 

Installation 
charge 

Monthly 
rate 

$3, 150 

$3,  342 
4,324 
4,520 
7,640 
9,860 

13.840 

$394. 50 
544.  75 
572.50 
991.00 
1,  333.  50 
1.790.10 

?2,855 
3,400 
3,285 
4,315 
5,115 
6.315 

$100 
200 
200 
400 
600 
900 

$267.  35 

4  100 

327.60 

4, 100 
6,  900 
8,800 

385.  50 
610.25 
789.  55 

12.600 

1,012.20 

6  trunks— 35  stations... 

7  trunks— 60  stations... 
15  trunks— 80  stations.. 
25  trunks— 160  stations. 
35  trunks— 240  stations. 
44  trunks— 360  stations. 


'  Each  system  comparably  equipped  to  provide  such  features  as  direct  station  selection,  camp-on,  attendant-controlled 
conference,  indication  of  camp-on,  call  transfer  by  stations,  consultation  hold,  add-on  conference,  and  trunk  answer  any 
station.  All  rates  include  common  equipment,  console  features,  and  trunk  termination  charges. 

It  is  interesting  to  note  that  Southern  Bell's  service  area  includes  the  state 
of  Georgia  wiierein  Mr.  Ben  Wiggins  is  chairman  of  the  Public  Service  Com- 
mission wliich  has  the  responsibility  of  regulating  Southern  Bell's  rates  in  the 
public  interest.  We  are  compelled  to  conclude  tliat  while  Mr.  Wiggins  is  on  the 
speech-making  circuit  echoing  AT&T's  pliilosophy  against  competition.  Southern 
Bell  is  eliminating  competition  in  Georgia  and  forcing  the  general  rate  paying 
public  to  pay  most  of  the  cost  of  eliminating  it. 

B.  Lowering  rates  where  competition  exists  and  raisiny  them  ivhere  competition 
is  weak  or  nonexistent 

Other  examples  of  Bell  System  anticompetitive  rate  strategies  were  present 
in  the  rate  cases  filed  in  California  and  Michigan  last  eyar.  In  Pacific  Tele- 
phone's California  general  rate  cases.  Pacific  requested  increa.ses  in  its  operating 
revenues  of  approximately  $289,000,000.  The  large  percentage  of  this  increase 
fell  upon  exchange  services  as  to  which  Pacific  has  a  monopoly  in  its  service 
area.  The  requested  increase  for  exchange  services  amounted  to  up  to  48%.  By 
contrast,  where  Pacific  faces  competition,  namely  in  the  provision  of  PBX  and 
key  telephone  .system  services.  Pacific  proposed  only  a  nominal  4%  to  8%  in- 
crease in  rates.  Yet,  cost  increases  and  inflation  have  affected  all  sectors  of 
Pacific's  operations  which  makes  it  diflicult  to  justify,  on  a  cost  basis,  di.spro- 
portionate  increases  as  between  its  monopoly  and  competitive  services.  In  ad- 
dition, as  noted.  BTS  sliowed  in  its  liriefs  in  the  case  that  the  evidence  in  the 
record  indicated  that  Pacific  had  understated  its  costs— particularly  the  labor 
associated  w^th  the  installation,  maintenance,  repair  and  removal — of  key  and 
keyless  btisiness  teleplione  service  by  as  much  as  $100,000,000  a  year. 

Another  example  of  the  general  ratepayer  subsidizing  the  business  equipment 
customer  developed  in  the  :Michigan  Bell  general  rate  case.  There  Michigan 
Bell  souglit  a  revenue  increase  of  approximately  $29.7  million.  Although  one- 
half  of  Michigan  Bell's  total  intrastate  revenues  are  derived  from  bu'^iness 
services,  only  11%  of  the  requested  increase  in  revenues  was  derived  from 
business  services  and  89%  was  derived  from  exchange  service  which  applies  to 
residential  as  well  as  business  customers. 


iTompnrinsr  tlip  tnblps  on  iia^ep  ."d  and  ."t4  also  sliows  that  Sonthorn  Bell's  770A 
rates  are  snhstantlallv  lower  than  the  rates  initially  proposed  b.v  Paeifie  Telephone  which 
it  was  not  able  to  substantiate  in   thp  hearing  before  the  California  PUC. 
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In  additiou  to  the  disproportionate  burden  of  the  increase,  there  were  several 
dramatic  examples  of  undercosting.  For  examjile,  in  determining  the  costs,  or 
revenue  requirements,  for  PBX  systems  of  up  to  400  extensions,  Michigan  Bell 
lumped  together  the  higher  cost  old  eiiuipment  and  lower  cost  new  eiiuipment 
but  in  a  proportion  of  90%  new  equipment  and  only  10%  old  equipment.  This 
obviously  resulted  in  a  considerably  lower  combined  cost  for  all  of  the  equip- 
ment. However,  the  new  equipment  had  been  in  use  for  only  slightly  over  a 
year,  so  it  could  not  possibly  have  constituted  90%  of  all  the  equipment  in- 
stalled. Thus,  Michigan  Bell's  rates  were  arbitrarily  based  upon  an  equipment 
mix  which  understated  costs  with  tlie  attendant  effect  that  the  general  rate- 
payers must  make  up  the  difference. 

Another  example  of  disproportionate  rate  fluctuations  by  Michigan  Bell  with 
the  effect  of  excluding  interconnect  competition  from  particular  sectors  of  the 
terminal  equipment  market  occurred  in  key  telephone  systems.  The  rates  wel*e 
reduced  by  as  much  as  53%  in  tlie  segment  of  the  market  which  applied  to  key 
telephone  systems  in  line  configurations  of  approximately  10  to  20  lines,  which 
the  evidence  showed  is  the  most  competitive  segment  of  the  market.  Where  Bell 
is  insulated  from  competition  in  the  lower  line  sizes  (e.g.,  Systems  w-ith  1  to  10 
lines)  through  tli^  charges  for  interface  devices,  the  rates  for  key  telephone 
services  were  increased  as  much  as  155%. 

C.  Engaging  in  tying  practicc--i 

A  classic  example  of  using  the  telephone  companies  monopoly  over  the  fur- 
nishing of  telephone  exchange  service  within  their  respective  service  areas  to 
eliminate  competition  from  independent  suppliers  of  telephone  terminal  eciuip- 
ment  is  found  in  the  tariffs  of  Southwestern  Bell  in  the  States  of  Missouri,  Kan- 
sas, Oklahoma,  Arkansas,  and  Texas.  Litton  has  instituted  an  antitrust  suit 
against  this  practice  in  Federal  District  Court  in  Houston,  Texas.  Tlie  practice 
employed  by  Southwestern  Bell  is  to  offer  its  trunk  line  service  and  PBX 
equipment  together,  as  a  package,  at  a  single  or  package  rate,  which  is  more 
favorable  than  the  rates  for  the  trunk  line  service  and  PBX  equipment  when 
offered  separately.  The  more  favorable  package  rate  effectively  forces  the  cus- 
tomers of  Southwestern  Bell's  trunk  service  to  also  use  Southwestern  Bell's 
PBX  equipment.  The  net  effect  of  this  type  of  practice  is  to  preclude  intercon- 
nect companies  from  competing  in  the  bulk  of  the  PBX  terminal  equipment 
marketplace  in  the  five  states  served  by  Southwestern  Bell. 

D.  Requiring  interface  devices  at  inflated  prices  without  justification 
Another  practice  employed  by  the  telephone  companies  to  eliminate  compe- 
tition in  the  supplying  of  telephone  terminal  equipment  is  the  requirement, 
with  the  approval  of  the  state  regulatory  agencies,  of  interface  devices  be- 
tween the  telephone  companies'  lines  and  customer-provided  equipment.  In  its 
Carterfonc  decision,  the  FCC  held  that : 

"We  are  not  holding  that  telephone  companies  may  not  prevent  the  use  of 
[customer-provided]  devices  which  actually  cause  harm  .  .  .  [13  F.C.C.  2d  at 
424]." 

However,  ever  since  Carterfone,  the  telephone  companies  have  required  inter- 
face devices — designed,  approved,  provided,  and  installed  only  by  themselves — 
with  each  piece  of  customer-provided  terminal  equipment  whether  or  not  that 
equipment  causes  actual  harm  and  without  any  shoiving  that  the  customer's 
equipment  causes  actual  harm.  In  fact,  the  evidence  shows  that  the  telephone 
terminal  e(iuipment  supplied  by  customers  of  the  telephone  companies  does  not 
cause  harm  if  directly  connected  to  the  telephone  network.  For  example,  in  an 
investigation  now  in  progress  before  the  California  PUC  (Case  No.  9625),  the 
Commission's  staff  witness,  Mr.  Vladislav  Bevc,  a  licensed  professional  engineer 
and  head  of  the  Tariff  Unit  in  the  Communications  Branch  of  the  Commission's 
Utilities  Division,  states  in  his  prepared  testmony  : 

"Although  the  staff  has  sought  evidence  neither  Pacific  nor  any  other  utility 
has  to  this  date  provided  any  information  to  substantiate  such  claim  [that 
interconnection  in  any  form  tends  to  degrade  the  quality  of  service],  nor  has 
such  information  been  provided  in  any  of  the  interconnection  cases  before  this 
Commission."  ^'■' 


'» Prepared  testimony  of  Vlndislav  Bevc.  P.E..  on  Proposed  General  Order  covering 
Standards  for  Connection  of  Customer-Provided  Equipment  to  the  Public  Utilities  Tele- 
phone Networ!;.  California  Public  Utilities  Commission,   Case  No.   9625,  at  p.   ?,. 
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Nevertheless  the  telephone  companies,  with  the  tacit  approval  of  the  state 
regulatory  commissions,  still  require  the  interface  devices  and  at  inflated  prices 
that  clearly  eliminate  competition.  For  example,  in  California,  Pacific  Telephone 
currently  provides  any  size  of  key  telephone  instrument,  from  the  10-button 
Call  Director  to  the  30-buttou  Call  Director,  for  an  installation  charge  of  $50 
and  a  monthly  charge  of  $4.65.  Yet  the  charge  for  each  interface  device  alone — 
which  is  required  when  the  customer  uses  his  own  key  telephone  instrument 
purchased  or  leased  from  a  competitor  of  Pacific — ranges  from  $4.25  to  $5.50 
per  month  and  installation  charges  of  $32.50  to  $35.00  per  line.  This  shows  that 
to  meet  Pacific's  rate  of  $4.65  per  month  for  the  key  telephone,  a  competitor 
must  virtually  give  his  equipment  free  to  the  customer  because  the  customer 
will  have  to  pay  the  interface  charge  of  $4.25  to  $5.50  per  line. 

The  inflated  prices  for  the  interface  devices  are  created  by  designing  them 
to  be  overly  complicated  and  redundant.  As  Mr.  Bevc  states  in  his  prepared 
testimony  in  the  California  PUC  investigation : 

"The  Minnesota  Public  Service  Commission  in  Patterson  vs.  Northwestern 
Bell,  Docket  5391,  April  1974,  found  for  example,  that  network  protection 
arangements  RDMZR,  RDL  and  STCOX  also  offered  in  California  are  inade- 
quate, overengineered  for  the  purpose  of  eliminating  alleged  harms,  and  con- 
sequently over-priced.  Over-engineered  means  that  in  this  case  as  many  as  two- 
thirds  of  components  in  these  network  protective  arrangements  are  unneces- 
sary.=» 

The  evidence  shows  that  the  interface  devices  themselves  cause  substantial 
harm  to  the  telephone  network.  As  Mr.  Bevc  testifies,  very  often  the  problems 
associated  with  interconnected  equipment  are  the  direct  result  of  the  protective 
arrangement.  He  cites  problems  which  result  from  a  protective  arrangement 
which  is  not  completely  compatible  with  customer-provided  equipment  as  en- 
compassing : 

"anything  from  degradation  of  service  such  as  distortion  and  attenuation  of 
voice  communication  to  complete  failure  amounting  to  a  de  facto  disconnection 
in  cases  when  calling  parties  cannot  reach  a  customer  served  through  a  net- 
work protecting  arrangement.*^ 

^Moreover,  the  interface  devices  offer  only  minimal  protection  against  possible 
harm  to  the  network.  As  Mr.  Bevc  testifies : 

"The  function  of  these  network  protective  arrangements  is  rather  dubious. 
There  are  quite  a  few  articles  on  these  devices  in  the  technical  literature.  The 
number  of  different  types  is  proliferating.  The  staff  has  requested  the  utilities 
to  provide  detailed  descriptions  of  the  functions  of  network  protective  arrange- 
ments in  case  of  all  new  tariff  proposals  since  March  1974.  From  the  responses 
it  is  evident  that  the  network  protective  arrangements  are  not  designed  to  pro- 
tect against  all  potential  harms  the  utilities  say  they  must  prevent,  namely, 
hazardous  voltages,  excessive  signal  nnd  noise  levels,  line  imbalance,  and 
faulty  network  signalling.  It  appears  that  these  devices  do  not  protect  against 
excessive  signal  and  noise  power,  faulty  signalling,  and  transient  voltage.^ 

Testimony  submitted  by  interested  parties  in  the  California  interface  in- 
vestigation substantiates  the  testimony  of  Mr.  Bevc  of  the  PUC  staff  and  shows 
further  that  the  potential  for  barm  from  the  customer-provided  equipment 
supplied  by  competitors  to  the  telephone  is  no  greater  than  the  potential  for 
harm  that  exists  with  the  telephone  companies'  own  terminal  equipment.  The 
reason  for  this  is  that  the  competitive  equipment  is  largely  manufactured  under 
license  from  Western  Electric  and  is  manufactured  by  companies  that  sell  the 
same  kind  of  equipment  to  independent  telephone  companies  who  directly  con- 
nect it  to  the  telephone  network  without  caiising  harm. 

Thus,  the  net  effect  of  the  interface  devices  is  to  impose  an  unfair,  dis- 
criminatory requirement  and  charge  upon  customer-provided  equipment  sold 
by  Litton  BTS  and  other  competitors  of  the  telephone  companies.  The  only  real 
protection  the  devices  afford  is  to  protect  the  telephone  companies  from  this 
competition. 

E.  Appliiinrj  reciprocity  pressure 

In  addition  to  the  anticompetitive  pricing  and  marketing  practices  utilized 
by  Bell  System  operating  companies  set  forth  above,  these  same  companies  have 


zo/f?.  at  p.  6. 
^Id.  at  p.  5. 
2=7rf.  at  p.  4. 


3773 

also  applied  reciprocity  pressure  on  customers  considering  switching  over  to 
their  own  terminal  equipment  or  who  have  been  likely  candidates  to  purchase 
or  lease  their  own  equipment.  Typically,  the  customer  has  been  advised  that 
his  decision  to  change  out  to  his  own  equipment  would  have  an  adverse  impact 
on  (1)  his  telephone  service  or  on  (2)  any  business  dealings  he  may  have  with 
the  telephone  company. 

In  some  instances,  installation  personnel  of  the  telephone  company  have 
advised  the  customer  that  he  will  have  service  and  operational  problems  if  he 
buys  or  leases  his  equipment  from  a  competitor  of  the  telephone  company.  On 
occasion,  telephone  company  personnel  have  also  been  discourteous  and  in- 
efficient in  accommodating  the  actual  switchboard  from  the  telephone  com- 
pany's equipment  to  the  customer's  equipment.  The  most  obstructive,  and  anti- 
competitive, telephone  company  practice  has  been  the  threat  of  economic  re- 
prisal. This  may  occur  where  the  telephone  company  has  been  buying  products 
or  services  from  the  telephone  customer.  Economic  repraisal  would  take  the 
form  of  the  telephone  company's  threatening  to  stop  buying  from  the  customer 
if  he  switches  to  his  own  equipment,  or  the  actual  cessation  of  purchases  from 
the  customer  after  he  switched  to  his  own  equipment.  Docnments  illustrating 
these  forms  of  pressure  on  customers  or  potential  customers  of  Litton  BTS  are 
attached  as  Exhibits  A-G. 

Applying  reciprocity  pressure  of  these  types  is  a  recognized  anticompetitive 
practice.  See  U.S.  v.  General  Dynamics  Corp.,  258  F.Supp.  36  (S.D.N.Y.,  1966)  ; 
U.S.  v.  U.S.  Steel  Corp.,  1969  Trade  Cases,  Para.  72,826  (D.C.Pa.).  It  was 
described  by  The  Supreme  Court  in  FTC  v.  Consolidated  Foods,  380  U.S.  592 
(1965).  as  "an  irrelevant  and  alien  factor"  intruding  into  the  choice  among 
competing  products,  creating  at  the  least  "a  priority  on  the  business  at  equal 
prices."  (Id.  at  594) 

Further,  the  Court  said  : 

"Reciprocal  trading  may  ensue  not  from  bludgeoning  or  coercion  but  from 
more  subtle  arrangements.  A  threatened  withdrawal  of  orders  if  products  of  an 
affiliate  cease  being  bought,  as  well  as  a  conditioning  of  future  purchases  on  the 
receipt  of  orders  for  products  of  that  affiliate,  is  an  anticompetitive  practice." 
[76?(f.] 

Hence,  when  this  practice  has  been  used  to  the  detriment  of  interconnect 
company  competition,  it  is  the  basis  for  obtaining  in.iunctive  and  damage  relief 
under  the  antitrust  laws.  The  pervasiveness  of  the  practice,  however,  and 
obvious  problems  of  obtaining  definitive  proof  of  the  reasons  why  a  potential 
customer  decides  to  remain  with  the  Bell  System,  make  enforcement  in  the 
courts  a  difficult  and  expensive  proposition.  Therefore,  to  the  extent  that  the 
Bell  terminal  equipment  operations  are  separated  from  other  business  rela- 
tionships with  their  customers,  the  likelihood  that  these  practices  will  continue 
is  substantially  reduced.  This  is  further  support  for  our  recommendation  that 
the  telephone  "terminal  equipment  business  of  the  Bell  System  operating  com- 
panies be  placed  in  separate  corporations  with  separate  officers,  personnel,  and 
books  of  account. 

Vn.  THE  ELIMINATION  OF  COMPETITION  BY  BELL  SYSTEM  OPERATING  COMPANIES  IS 
FACTLITATEP  BY  COST  ALLOCATIONS  AND  BELOW  COST  PRICING  AT  THE  WESTERN 
ELECTRIC  LEVEL 

This  Commission  has  before  it  in  the  testimony  of  Dr.  Williams  H.  Melody,** 
the  proposition  that  exchange  transactions  between  Western  Electric  and  the 
operating  companies  as  they  pertain  to  equipment  purchases  from  Western 
Electric  are  not  snb.leet  to  market  conditions  and  are  not  regulated.  Hence._  a 
presumption  arises  ithat  where  the  operating  companies  need  a  lower  price 
on  terminal  equipment  purchased  from  Western  Electric  in  order  to  defeat 
competition  in  the  terminal  equipment  market,  subsidization  can  exist  at  West- 
ern Electric  in  order  to  allow  the  lower  price. 

Evidence  adduced  in  the  litigated  cases  suports  this  conclusion.  Under  the 
Western  Electric  accountinsr  system.  Western  Electric  costs  can  be  shifted  from 
products  which  are  particularly  prone  to  competition  to  other  equipment  which 
Is  used  to  provide  monopoly  service  and,  thus,  is  immune  to  competition.  In  at 
least  two  eases,  in  Michigan  and  in  California.  Litton  BTS  hag  extensively 


*"  RtatpiTipnt  of  'Dr.  WllllnTn  H.   Melody  before   the  Committee  on   the   .Tnrtleiary.    Snh- 
commlttee  on  Antitrust  and  Monopoly  on  S.  1167,  August  1.  1973  at  p.  16. 
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cross-examined  Bell  System  with  ou  how  costs  are  determined  and  applied  to 
products  at  the  Western  Electric  level.  It  is  apparent,  based  on  this  experience, 
that  the  entire  aproach  to  assigning  costs  at  Western  Electric  is  geared  to 
accumulating  cost  ttgures  for  broad  product  lines.  There  are  typically  hundreds 
of  individual  products  in  each  product  line,  and  these  include  competitive 
terminal  equipment,  which  is  used  for  business  customers  only,  together  with 
equipment  that  is  used  to  provide  monopoly  services  to  residential  and  business 
customers.  For  example,  PBX  equipment  is  included  in  a  product  line  with 
large  central  office  equipment.  Thus,  Western  Electric  does  not  account  for  its 
actual  costs  of  manufacturing  by  the  individual  products  which  incur  those 
costs. 

Costs  are  assigned  to  individual  products  within  the  principal  product  lines 
by  averaging  the  actual  costs  incurred  in  providing  the  hundreds  of  products 
in  a  product  line,  and  applying  the  average  factor  equally  to  all  products  in 
the  line.  Western  Electric  prices,  however,  are  not  set  even  according  to  this 
averaging  of  actual  costs  across  broad  product  lines,  but  are  set  prospectively 
on  the  basis  of  anticipated  or  estimated  standard  costs  of  labor,  material  and 
overhead.  Thus,  there  is  room  for  considerable  pricing  discretion  by  Western 
Electric.  First,  rates  are  set  according  to  estimated  costs  established  in  advance 
of  production.  Second,  even  where  rates  are  measured  against  actual  costs,  the 
aggregation  and  averaging  of  actual  costs  across  broad  product  lines  blurs  the 
cost  of  each  specific  product. 

This  same  effect  also  exists  vtith  respect  to  the  manner  in  w^hich  Western 
Electric  accounts  for  research  and  development  expense  in  arriving  at  price. 
Bell  Laboratories  performs  research  and  development  for  Western  Electric 
which  is  directed  to  the  development  of  a  specific  product.  The  expenses  incur- 
red by  Bell  Laboratories  in  performing  this  product  development  are  charged 
to  Western  Electric.  In  acounting  for  these  expenses,  however.  Western  Electric 
does  not  charge  them  to  specific  products.  Instead,  they  are  charged  to  the 
broad  product  lines.  Even  where  there  are  specific  product  start-up  research  and 
production  costs,  those  costs  are  not  applied  directly  to  the  specific  product 
but  rather  are  spread  across  all  products  in  the  product  lines. 

Western  Electric  even  obscures  its  rate  of  return  by  computing  it  on  the 
basis  of  the  broad  product  lines.  This  does  not  show  whether  the  price  of  each 
product  in  the  product  line  is  returning  that  product's  full  costs.  Thus.  Western 
Electric  can  easily  lower  the  prices  of  its  competitive  equipment  in  a  product 
line  to  meet  competition  and  raise  the  prices  of  other  products  in  the  line  to 
maintain  the  same  rate  of  return  for  the  entire  line.  Similarly,  Western  Electric 
can  also  change  prices  for  individual  products  to  lower  rates  of  return  or  sell 
below  actual  costs  to  meet  competition  and  raise  prices  on  other  products  within 
the  same  product  line  while  maintaining  the  same  aggregate  rate  of  return 
on  the  overall  product  line. 

Bell  System  witnesses  have  admitted  that  there  is  communication  between 
the  Bell  operating  companies  and  Western  Electric  as  to  the  pricing  of  Western 
Electric  products  which  the  operating  companies  use  in  providing  competitive 
telephone  services.  The  operating  companies  communicate  to  Western  Electric 
such  information  as  to  whether  Western  Electric's  price  for  competitive  equip- 
ment is  too  high  in  relation  to  equipment  offered  by  competitors. 

In  summary,  the  considerable  cost  averaging  processes  used  within  Western 
Electric  and  the  wide  latitude  for  setting  prices  for  some  products  at  actual 
below-cost  levels  and  making  up  the  loss  from  other  products  gives  the  Bell 
System  overwhelming  power  to  justify  charging  any  price  necessary  to  eliminate 
competition.  Because  of  the  complexity  and  unorthodoxy  of  the  accounting 
system,  it  is  virtually  impossible  for  any  regulatory  agency  to  insure  that 
pricing  is  fully  cost  recoverable  at  all  times.  Therefore,  divorcement  of  the 
Western  Electric  operations  from  the  Bell  System  is  necessary  in  order  to 
escape  from  this  milieu  of  discretionary  pricing  power  at  the  Western  Electric 
level. 

VIII.  FREE  AND  OPEN  COMPETITION  IN  THE  TELEPHONE  TERMINAL  EQUIPMENT 
MARKET  IS  CLEARLY  IN  THE  PUBLIC  INTEREST 

There  has  been  increasing  agitation  to  turn  the  clock  back  and  ban  the 
interconnection  of  customer-provided  equipment  altogether,  and  to  expand  state 
regulation  to  include  the  sale,  lease,  or  using  of  customer-provided  equipment. 


Neither  of  these  proposals  would  be  in  the  public  interest.  Banning  interconnect 
equipment  would  be  singularly  inappropriate  since  there  is  no  evidence  of  harm 
from  such  equipment,  and  protection  against  the  possibility  of  harm  is  easy 
and  inexpensive  to  accomplish  whether  the  equipment  is  sold  by  interconnect 
companies  such  as  Litton  BTS  or  by  telephone  companies. 

The  extension  of  regulation  to  the  new  interconnect  companies  would  also  be 
inappropriate  for  the  reasons  that  where  competition  can  function,  it  is  pre- 
ferred to  regulation  and  that  where  monopoly  exists  it  should  be  narrowly 
defined  and  limited  in  its  parameters."  Thus,  the  arguably  proper  monopoly 
position  of  the  telephone  company  in  some  of  its  transmission  services  should 
not  be  extended  into  markets  where  competition  can  serve  to  (1)  properly 
allocate  resources  and  (2)  control,  within  the  confines  of  supply  and  demand, 
the  price  and  supply  of  particular  commodities.  ' 

The  case  for  competition  has  clearly  been  made ;  competition  has  not  only  been 
judged  beneficial  by  both  economic  theory  and  the  realities  of  economic  history, 
but  it  stands  as  a  central  principle  of  the  American  economic  system.  The 
hallmarks  of  competition  are  the  promotion  of  variety,  innovation,  production 
efliciency,  prices  consistent  with  costs,  the  alocation  of  resources  to  the  most 
etbcient  producers,  and  the  opportunity  for  entrepreneurial  activity.  Competi- 
tion has  been  more  responsive  to  changing  consumer  wants  and  needs,  and  it 
has  countered  the  tendency  to  monopolies  to  become  stodgy,  self-serving  bureau- 
cracies. 

The  terminal  equipment  market's  brief  competitive  existence  has  already 
produced  significant  equipment  innovations  (the  Litton  BTS  contributions  alone 
are  significant j,  better  service  which  is  the  imperative  of  interconnect  company 
survival,  and  greater  overall  utilization  of  the  telephone  system.  The  Federal 
Communication  Commission  noted  In  the  Matter  of  Cartciione,  13  F.C.C.  2d 
420  (l\){Jti)  that: 

"[0]ur  conclusion  here  is  that  a  customer  desiring  to  use  an  interconnecting 
device  to  improve  tue  utility  to  him  of  both  the  telephone  system  and  a  private 
radio  system  should  be  able  to  do  so,  .  .  .'  [Id.  at  424]. 

The  salutary  effects  of  the  competition  established  in  Carterfone  have  been 
realfirmed  by  the  FCC  in  reflecting  upon  the  impact  of  its  decision  in  Varter- 
fo)ie.  Tlie  Commission  has  stated  : 

"We  believe  that  the  soundness  of  our  Carterfone  decision  has  been  amply 
demonstrated.  New  markets  have  been  opened  to  the  innovative  enterprise  of 
many  companies ;  the  public  has  benefitted  from  having  a  wide  range  of  choices 
available  when  the  individual  user  selects  the  terminal  device  or  private  system 
which  will  best  serve  his  particular  communications  need;  and  there  has  been 
no  actual  demonstrable  harm  to  the  telephone  system  or  its  users."  ^ 

Even  AT&T  admits  that  competition  has  spurred  it  to  do  a  better  job  in  meet- 
ing customer  needs,  as  indicated  in  a  recent  article  describing  Bell's  response 
to  competition.  Edward  Goldstein,  AT&T's  Director  of  Product  Management, 
said : 

"Putting  it  bluntly,  when  a  marke  tneed  is  identified  for  which  there  is  no 
suitable  Bell  System  manufactured  equipment,  either  from  a  cost  or  feature  or 
size  standpoint,  my  people  will  spearhead  an  effort  to  obtain  a  suitable  prod- 
uct— and  this  will  include  consideration  of  general  trade  products.  The  full  sig- 
nificance of  this  is  that  it  delineates  how  seriously  earnest  the  Bell  System  is  in 
meeting  competition  and  remaining  as  your  supplier  of  communications  prod- 
ucts and  services."  ^ 

IX.    CONCLUSION 

Based  on  Litton's  experience  in  the  communications  industry  both  through 
its  presence  in  the  terminal  equipment  market  and  through  its  extensive  par- 


2<  This  is  consistent  with  sound  public  policy.  President  Nixon's  Task  Force  on  Pro- 
ductivity and  Competition  recommended  ;i  major  reorientation  of  reguhitory  policy  with 
respect  to  this  very  point.  In  its  report  the  Taslc  Force  stated: 

"Entry  of  new  firms  should  be  encoura,:;cd  wherever  an  absolute  contradiction  with 
i-egulatory  goals  is  not  iuvdivcd.  At  present  the  practice  is  universally  the  opposite:  to 
prohibit  or  ration  with   utmost  severity   the  entrance  of  new  lirms." 

Presideni'x  Task  Force  Report   on  Productivity  and  Competition,  CCH  Trade  Reg.   Rep., 
Current  Comment.   Para.   50.108. 

2=  Interstate  and  Foreign  MTS  and  WATS,  35  FCC  2d,  539  at  542  (1972),  quoted  and 
cited  with  approval  in  Telerent  Leasing  et  ah.  FCC  Docket  No.  1980S,  FCC  74-109,  39 
Fed.  Reg.  4942,  at  494.-5    (February  8,  1974). 

^  Telephony  Magazine,   May  27,   1974,   at  p.   44. 
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ticipatiou  in  state  regulatory  proceedings,  the  following  conclusions  are  sub- 
mitted : 

1.  The  Bell  System  is  committed  to  maintaining  the  monopoly  position  it  had 
in  the  telephone  terminal  equipment  market  throughout  the  areas  served  by  its 
operating  companies. 

2.  With  ownership  of  83%  of  all  telephones  in  the  United  States  and  com- 
parable or  greater  shares  of  the  long  distance  transmission  and  local  exchange 
service,  and  with  total  vertical  integration  into  equipmnet  manufacturing  and 
supply,  the  Bell  System  has  overwhelming  market  advantages  that  allow  the 
use  of  many  kinds  of  anticompetitive  practices. 

3.  The  state  regulatory  system  is  ineffective  to  deal  with  the  predatory  prac- 
tcies  of  the  Bell  System  which  are  directed  at  eleminating  competition  in  the 
telephone  terminal  equipment  market. 

4.  As  long  as  the  present  structure  of  the  telephone  terminal  equipment  mar- 
ket continues,  new  entry  by  competitors  into  the  telephone  terminal  equipment 
market  will  be  limited  and  the  companies  now  struggling  to  compete  will  exist 
only  at  the  sufferance  of  the  Bell  System. 

5.  If  there  is  to  be  a  viable,  effectively  competitive  telephone  terminal  equip- 
ment market,  substantial  restructuring  of  the  market  is  necessary. 

6.  Litton  has  offered  a  four-point  restructuring  plan  which  is  simple,  rela- 
tively easy  to  accomplish,  and  would  result  in  minimal  dislocation  to  the  Bell 
System.  No  divestiture  of  business  is  required,  only  a  gradual  shift  out  of  man- 
ufacturing of  telephone  terminal  equipment  by  Western  Electric.  It  is  logical  to 
assume  the  reduced  production  of  terminal  equipment  by  Western  Electric 
would  be  offset  by  increased  production  of  existing  lines  of  non-terminal  equip- 
ment needed  to  meet  the  expansion  requirements  of  the  Bell  System  so  that 
Western  Electric  would  not  suffer  substantial  long  term  revenue  loss  from  the 
phase-out. 

7.  Substantial  public  benefits  would  result  from  the  restructuring : 

a.  The  operating  companies  would  not  lose  the  revenue  from  their  terminal 
equipment  business,  but  to  the  extent  that  the  operating  companies  are  charg- 
ing below  cost  for  their  terminal  equipment,  their  cessation  of  this  would  ease 
their  revenue  requirements  from  general  rate  payers. 

b.  The  burdens  on  the  state  regulatory  commissions  of  having  to  face  the 
competitive  complaints  now  being  made  would  be  removed  and  they  would  be 
freer  to  devote  their  energies  to  their  traditional  regulatory  problems. 

c.  The  benefits  of  competition  in  telephone  terminal  equipment  would  be  as- 
sured to  users  of  the  telephone  network. 

8.  Redress  against  anticompetitive  practices  In  the  telephone  terminal  equip- 
ment market  would  be  had  through  normal  recourse  to  the  courts  and  the 
antitrust  laws. 

As  one  final  comment  may  I  state  that  it  is  particularly  frustrating  for  a  com- 
pany attempting  to  compete  in  the  interconnect  area  to  have  to  undertake  sub- 
stantial legal  expenses  in  order  to  compete — which  expenses  are  non-productive 
from  the  standpoint  of  providing  lower  cost  and  better  service — while  the  utility 
companies  opposing  us  so  formidably  on  so  many  fronts  are  guaranteed  to  re- 
cover all  of  their  costs  plus  earn  a  rate  of  return. 
Thank  you  very  much. 

Exhibit  A 

Thomas  E.  Wood.  Inc.. 
Cincinnati,  Ohio,  July  S,  197S. 
Mr.  Davtt)  T.  Carter. 
Liifnn  Bnsine-t.t  Telephone  Systems, 
J 1709  Chesterdnle  Road, 
Cinrinnoti.  Ohio. 

Dear  Dave  :  Tom  Klinedinst  has  n^ist  reported  to  me  that  during  his  regular 
insurance  meeting  with  Cincinnati  Bell  last  week  the  sub.iect  of  doing  business 
with  Litton  was  brought  up. 

The  Cincinnati  Bell  officials  were  most  emphatic  with  Tom  in  stating  that 
any  change  in  our  present  system  plans  would  be  most  detrimental  to  our 
relationship.  I'm  sorry  that  we  cannot  continue  to  explore  your  plan. 

Tour  patience  and  understanding  throughout  our  discussions  has  been  most 
appreciated. 
Sincerelv. 

John  W.  Angus. 

Vice  President. 
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Exhibit  B 

Litton  Systems,  Inc., 

August  30,  1973. 
To :  John  A.  Sandberg,  Esquire. 
From :  Roger  Silvestro. 
Subject :  Customer  coersion. 

Pointe  Dodge  Inc.,  19391  Mack,  Detroit,  Michigan.  Michigan  Bell,  Ken  Meade, 
6/73.  Customer  claims  he  sells  trucks  to  Michigan  Bell  and  knows  they  would 
stop  doing  business  with  him. 

F.  H.  Construction,  22700  Wood  St.,  St.  Clair  Shores,  Michigan.  Robert  Mar- 
tin, 7/73.  Does  work  for  Bell,  and  Bell  will  not  give  him  any  work  if  he  went 
interconnect. 

Silvers  Inc.,  16350  Woodward,  Detroit,  Michigan.  Michigan  Bell,  Jerry  Silvers. 
Bell  would  not  buy  his  office  equipment  if  he  went  interconnect.  > 

Chamberlain  Real  Estate,  1985  W.  Big  Beaver,  Troy,  Michigan.  Michigan 
Bell,  Mr.  Chamberlain.  Does  all  of  Bell's  land  purchases,  had  an  interconnect 
company  there,  Bell  said  it  would  stop  doing  business  with  him. 

Roger  Silvestro, 
Sales  Representative. 
Exhibit  C-1 

Litton  Systems,  Inc., 

August  21,  1973. 
To :  John  A.  Sandberg 
From  :  Geoffrey  L.  Flagstad 
Subject :  Customer  Coercion  by  Illinois  Bell 
Customer's  Name :  International  Harvester  Company. 
Person  Talked  To  :  Roy  Fagan. 
Date :  Mid-August,  1973. 
Times :  Once. 

Mr.  Fagan  of  International  Harvester  indicated  to  me  that  they  had  investi- 
gated the  possibility  of  interconnect  telephone  systems.  As  a  result  of  this  in- 
vestigation, International  Harvester  has  determined  that  interconnect  might  be 
injurious  to  the  sale  of  their  trucks  to  the  operating  telephone  companies.  He 
also  indicated  that  this  was  the  feeling  expressed  by  personnel  at  Ford,  General 
Motors  and  Chrysler. 

In  response  to  his  stated  reason  for  not  doing  business  with  Litton  BTS,  I 
sent  a  letter  to  the  President,  Mr.  B.  McCormick.  Mr.  McCormick  designated 
the  responsibility  for  replying  to  me  to  a  Mr.  James  J.  Harrington.  His  reply  is 
attached.  It  would  appear  to  be  a  repudiation  of  Mr.  Fagan's  statement.  How- 
ever, there  is  one  major  discrepancy.  There  have  not  been  extensive  discussions 
relative  to  the  application  of  our  equipment  to  International  Harvester.  On  a 
de  facto  basis,  it  is  unlikely  that  we  will  get  any  business  from  International 
Harvester,  as  the  specifications  would  have  to  be  provided  by  Mr.  Fagan  and  he 
has  already  expressed  an  arbitrary  opinion  on  the  subject. 

I  trust  that  this  report  coincides  with  what  you  are  looking  for. 
Enclosures. 

P.S.  On  a  separate  occasion  at  a  CSMA  Seminar,  Mr.  Fagan  expressed  the 
same  opinion  to  Mr.  Robert  Melis  of  our  Midwest  National  Accounts  Ofl3ce.  The 
seminar  date  was  approximately  June  of  this  year. 

Exhibit  C-2 

Internationai,  Haevesteb  Company, 

Chicago,  III.,  August  23,  197S. 
Mr.  Geoffrey  L.  Flagstad, 
National  Accounts  Manager,  Litton  BTS, 
W9  North  Scott  Street, 
ScMUer  ParTc.  III. 

Dear  Mr.  Flagstad:  Tour  letter  to  Mr.  McCormick  has  been  referred  to  the 
writer.  I  can  assure  you  that  we  are  most  interested  in  achieving  lower  costs 
and  it  is  our  corporate  policy  to  investigate  all  alternaitves  without  rep-ard  to 
potential  use  of  our  product  by  suppliers.  * 

I  understand  that  there  were  extended  discussions  with  our  supervisors  of 
communications  as  to  the  application  of  your  equipment  in  our  General  OflSce 
However,  we  have  decided  to  proceed  with  our  plans  in  using  the  Bell  equip- 
ment to  complement  their  installation  of  the  Centrex  system. 

As  you  can  appreciate,  we  are  continuously  reviewing  proposals  for  modifi- 
cation and  improvement  of  facilities.  In  this  regard,  we  are  currently  Investigat- 
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ius  facilities  iu  our  regional  sales  offices  aud  proposals  are  being  made  by  vari- 
ous equipment  manufacturers.  We  would  be  glad  to  provide  you  specifications 
as  these  facilities  are  reviewed.  Specifications  would  be  provided  by  Mr.  Koy 
M  Fagan,  supervisor  of  communications  for  the  Company. 

Yevy  truly  yours,  ^  ^  Harrington. 

Exhibit  C-3 

Litton  BTS. 
Schiller  Park,  III.,  August  I4,  19113. 
Mr.  B.  McCoRMiCK,  President, 
International  Harvester  Company, 
JfOl  North  Michigan  Avenue, 
Chicago,  III. 

Dear  Mr.  McCormick  :  I  have  been  working  with  some  large  firms  in  the 
Chicago  area  and  have  proven  to  their  Management  that  I  can  save  them  mil- 
lion'^ Sf  dollars  by  implementation  of  the  product  I  sell.  Among  tliese  corpora- 
tions are  Admiral.  Combined  Insurance,  Signode  and  Montgomery  Ward. 

I  have  been  told  bv  vour  people  that  International  Harvester  would  not  even 
consider  use  of  my  product  because  it  might  hurt  their  sales  to  the  Telephone 

^°If  ^vmf '  indeed,  believe  this  and  are  not  interested  in  achieving  lower  costs, 
then  I  do  not  wi.sh  to  pursue  the  matter  any  further.  However,  if  you  are  in- 
terested in  my  services.  I  would  be  most  pleased  to  discuss  my  product  with 
anvone  within  your  organization. 

Thank  you  very  much  for  your  consideration. 

Very  truly  yours,  „ 

IJTTON  Business  Telephone  Systems, 
Geoffrey  L.  Flagstad. 

National  Accounts  Manager. 
Exhibit  D 

Litton  BTS. 
Raleigh,  X.C,  May  25.  1973. 
Office  Correspondence 
To :  John  Sandburg. 
From  :  Bob  Ross. 
Subject :  Triangle  Volkswagen  Inc. 

On  May  16  Mr.  S.  A.  Wallace,  owner  of  this  business,  signed  a  Litton  BTS 
Standard  Equipment  Lease  Agreement  and  gave  us  his  check  for  $964.26  repre- 
senting the  advance  payment  of  the  first  and  last  two  monthly  rental  payments 
on  the  contract.  The  next  day  credit  was  approved  by  LICC,  and  a  couple  of  days 
later  the  entire  package  was  forwarded  to  Regional  Plant  Headquarters  in  Fort 
Lauderdale  for  processing. 

On  May  IT  a  Intter  was  sent  on  Triangle  Volkswagen  stationery,  signed  by 
Mr.  Wallace,  to  General  Telephone  announcing  that  Triangle  Volkswagen  had 
entered  into  a  "contractual  agreement  with  Litton  Business  Telephone  Systems 
for  the  installation  of  an  interconnect  telephone  system".  On  May  18  Bill  Wilson, 
Raleigh  Plant  Manager,  sent  a  letter  to  General  Telephone  announcing  that 
Litton  had  entered  into  a  "contractual  agreement"  and  alerting  General  Tele- 
phone of  our  interface  requirements. 

On  Friday,  May  IS.  I  had  a  phone  call  from  Mr.  Wallace,  the  customer,  an- 
nouncing that  he  had  stopped  payment  on  his  check  because  General  Telephone 
had  come  back  in,  apparently  as  a  result  of  our  letters  to  them,  and  gotten  him 
upset  about  pricing  and  certain  technical  matters. 

On  Wednesday,  May  23,  I  had  a  meeting  with  Mr.  Wallace,  at  which  time  I 
presented  our  price  schedule  to  him  verifying  that  we  had  given  essentially 
accurate  information.  Mr.  Wallace  called  General  Telephone  and  had  the  Com- 
munication Consultant  come  in.  This  man  is  Mr.  John  M.  Beaulieu,  Communica- 
tion Consultant,  General  Telephone  of  the  Southeast,  P.O.  Box  611,  Durham, 
North  Carolina  27702  (phone  number  919/688-7346). 

Mr.  Beaulieu  reviewed  the  figures  I  had  presented  to  Mr.  Wallace  and  verifiied 
their  accuracy  with  the  exception  of  a  $2.00  per  line  charge  to  be  made  by  the 
Telephone  Company  for  rotary  dialing  of  business  lines.  This  $2.00  per  line  differ- 
ence amounted  to  a  total  of  $12.00  per  month,  which  did  not  upset  the  customer 
since  we  were  still  considerably  less  expensive  than  General  Telephone.  Mr. 
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Jolm  Beaulieu  made  some  other  remarks  to  the  customer,  in  my  presence,  about 
the  operational  efficiency  of  our  system  versus  theirs,  the  ability  of  our  equip- 
ment to  access  a  Chapel  Hill  FX  line  on  touch  tone,  etc.  I  reassured  the  customer 
on  these  matters. 

I  then  addressed  myself  to  John  Beaulieu  and  told  him  that  the  customer  had 
signed  a  contract  with  Litton  BTS  and  had  given  us  his  check  for  the  advance 
payments ;  we  had  approved  the  credit,  and  our  company  had  accepted  the 
lease  and  was  ordering  the  equipment.  Mr.  Beaulieu  then  said  he  would  still 
like  the  opportunity  of  presenting  some  competitive  price  information  to  the 
customer. 

I  called  Mr.  Wallace  at  Triangle  Volkswagen  today,  May  25,  and  he  advised 
me  that  he  has  decided  to  cancel  the  whole  deal.  I  asked  him  why,  and  he  said 
that  General  Telephone  had  informed  him  there  would  be  about  a  $200.00  in- 
stallation charge  (apparently  for  interfaces),  and  I  assured  Mr.  Wallace  that/ 
we  would  pay  this,  but  he  still  insists  he  wants  to  liack  out  of  the  deal.  Again 
I  ask  why,  aiid  he  said  that  it  was  "just  getting  too  complicated"  and  he  didn't 
want  to  bother  with  it.  I  am  to  call  him  back  next  Tuesday,  May  29,  for  one 
last  ditch  effort  to  save  the  deal,  but  I  really  feel  it  is  irretrievable — due  to 
direct  General  Telephone  interference. 

John,  please  review  the  above,  and  advise  if  you  feel  we  have  a  good  case. 

Bob  Ross, 
Branch  Manager. 
Exhibit  E-  1 

LiTCOM. 

November  2,  1972. 
To :  L.  Hoxie. 
From :  W.  Groteke. 
Subject :  Telephone  Company  interference  before  and  during  cutover. 

The  attached  letter  describes  a  situation  which  our  customer  found  disquiet- 
ing and  caused  him  enough  concern  to  call  me  to  find  out  if  this  was  normal. 
He  stated  in  the  letter  the  lead  Telephone  Company  installer  tried  to  persuade 
our  customer  to  caijcel  their  lease  and  remain  a  customer  of  New  York  Tele- 
phone Company.  Unable  to  persuade  our  customer  to  drop  his  lease  with  us  the 
installer  proceeded  to  cause  as  much  trouble  during  cutover  as  possible.  He 
went  as  far  as  to  instruct  our  installers  where  to  locate  our  distribution  frame 
and  refused  to  replace  his  equipment  where  our  customer  requested  it  to  be 
replaced. 

I  thought  this  information  would  be  useful.  I  think  we  should  keep  it  on  file 
at  your  office. 

Walter  Groteke. 
Exhibit  E-2 

HOLZMACHEK,  McLeNDON  AND  MURRELL.  P.C, 

CONSUT.TING  Engineers. 

October  26,  1912. 
Re  Installation  of  Private  Telephone  System. 
Mr.  Arm  AND  R.  LaValle, 
Litcom,  560  Broad  Holloto  Road,  Melville,  New  York. 

Dear  Mr.  LaValle  :  This  will  confirm  our  recent  conversation  concerning  the 
conduct  of  certain  New  York  Telephone  Company  employees  during  our  recent 
change  over  from  a  Telephone  Company  system  to  a  Litcom  telephone  system. 

Although  the  Supervisor  of  Personnel  of  the  Telephone  Company  was  fully 
cooperative  during  the  recent  switch  over,  the  senior  telephone  installer  of  the 
two-man  crew  sent  in  by  the  phone  company  appeared  to  be  greatly  perturbed 
by  the  potential  loss  of  business  to  phone  company  installers.  On  his  first  visit, 
he  tried  to  explain  to  me  all  the  problems  that  we  were  letting  ourselves  in  for 
by  switching  to  a  private  system.  During  the  time  of  the  actual  change  over,  he 
was  brusque,  to  say  the  least,  and  went  from  room  to  room  yanking  phones  out 
as  fast  as  he  could,  apparently  in  the  hope  that  he  would  cut  the  phone  com- 
pany system  before  the  Litcom  system  was  ready  to  go.  It  would  be  an  under- 
statement to  say  that  this  individual  did  not  appear  to  be  expending  himself  to 
cooperate  with  Litcom  employees  during  the  change  ^a  or. 
Very  truly  yours, 

HOLZMACHER,  McLeNDON  &  MtJRRETX,  P.C.. 

R.  G.  Holzmacher,  P.L. 
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Exhibit  F-1 

Smiknob'f  Beverage  and  Import  Company, 

Hartford,  Conn.,  March  6, 1973. 
Mr.  John  Claek, 

Communication  Consultant,  Southern  New  England  Telephone  Company,  125 
South  Main  Street,  West  Hartford,  Conn. 
Dear  Mr.  Clark  :  Tliis  letter  will  be  your  authorization  for  LITCOM,  Division 
of  Litron  Industries,  to  act  as  our  sole  agent  in  our  telephone  affairs  and  re- 
quirements for  our  offices  at  330  New  Park  Avenue,  and  430  New  Park  Avenue, 
Hartford,  Connecticut. 

This  authorization  shall  be  in  effect  until  you  receive  written  notification 
from  Smirnoff  Beverage  and  Import  Company  to  the  contrary.  Any  further  deal- 
ing or  inquiries  from  Southern  New  England  Telephone  Company  should  be 
directed  to  the  LITCOM  local  office  at :  850  Third  Avenue,  New  York,  N.Y.  10022, 
telephone  #  752-7900.  They  will  be  contacting  you  in  a  few  days  to  order  neces- 
sary interface  devices  for  their  system. 

Your  cooperation  in  this  matter  will  be  greatly  appreciated  to  aid  in  a  timely 
and  orderly  cut-over.  Thank  you  for  your  assistance. 
Very  truly  yours, 

Richard  A.  Johnson, 
Vice  President,  Administration  &  Control. 

Exhibit  F-2 

Southern  New  England  Telephone, 

West  Hartford,  Conn.,  March  9,  1913. 
Mr.  Richard  A.  Johnson, 
Vice  President,  Administration  &  Control, 
Smirnoff  Beverage  and  Import  Company, 
330  New  Park  Avenue, 
Hartford,  Conn. 

Dear  Mr.  Johnson  :  We  are  in  receipt  of  your  letter  dated  March  6,  1973 
authorizing  LITCOM  as  your  agent  regarding  telephone  affairs  for  Smirnoff 
Beverage  and  Import  Company. 

We  appreciate  the  opportunity  to  discuss  some  of  the  facts  before  an  irre- 
vocable decision  is  made  on  an  interconnected  communications  system. 

When  it  is  necessary  to  evaluate  communications  systems,  it  is  always  diffi- 
cult to  make  accurate  and  real  comparisons.  From  past  experience,  we  know 
that  there  is  nothing  worse  than  finding  out  too  late  that  some  vital  pieces  of 
information  have  not  been  considered  as  carefully  as  possible.  With  this  in 
mind,  I  would  like  to  offer  our  assistance  to  help  you  uncover  and  evaluate  all 
of  the  important  points  regarding  a  possible  change  of  system  before  SBIC 
makes  a  final  decision. 

Without  knowledge  of  the  contents  of  LTTCOM's  proposal,  we  can  only  express 
our  concern  in  the  form  of  questions  for  SBIC  to  consider. 

1.  One  major  concern  is  the  cost  and  inconvenience  of  recabling  the  entire 
SBIC  complex.  If  LITCOM  provides  your  telephone  system,  SNET  would  supply 
only  the  cable  entrance  facilities.  The  huge  task  of  installing  cable  between 
buildings  and  floors,  terminal  equipment  to  distribute  pairs  of  wires  within 
these  cables  and  individual  wire  and  cable  for  approximately  600  telephones 
would  be  the  sole  responsibility  of  LITCOM. 

In  addition,  we  would  anticipate  service  problems  in  your  conduit  system. 
Since  your  existing  system  must  be  kept  working,  it  would  mean  the  installa- 
tion of  new  conduits  for  new  cabling  in  areas  where  existing  conduits  is  filled 
to  capacity. 

It  will  be  costly  to  recable  a  system  of  this  size.  The  question  is :  are  LIT- 
COM's  estimated  costs  for  cable  realistic,  and  will  they  satisfy  SBTC's  commu- 
nications requirem.ents  for  the  next  several  years?  Who  pays  for  future  cable 
expansions  or  changes,  etc.?  How  will  LITCOM  serve  other  existing  Heublein 
locations? 

2.  Has  the  need  for  a  new  telephone  equipment  room  or  equivalent  space 
been  discussed  in  detail? 

3.  What  maintf  nance  is  provided,  for  how  long,  and  at  what  cost?  Will  main- 
tenance costs  increase  substantially  over  the  life  of  the  contract? 

4.  If  you  should  need  repair,  what  is  a  realistic  response  time  to  fix  a  minor 
telephone  problem?  A  major  system  failure?  What  are  the  consequences  for 
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beiug  out  of  service  for  2  hours  or  longer?  How  many  LITCOM  repairmen  are 
there,  and  how  far  away  are  they  ? 

5.  In  case  of  a  disaster  which  destroys  a  portion  of  your  telephone  equip- 
ment, who  pays  to  replace  your  system?  Who  will  pay  to  insure  your  new 
equipment? 

6.  Will  replacement  of  parts  be  readily  available  locally?  What  happens  if 
your  system  becomes  obsolete  five  (5)  years  from  now? 

7.  What  is  the  cost  of  adding  and  moving  telephones?  This  is  a  very  impor- 
tant question  based  on  the  large  number  of  moves  and  changes  presently  com- 
pleted each  monthy  by  SNET.  Are  their  labor  costs  subject  to  inflationary 
rises  or  are  they  fixed  for  the  life  of  the  contract? 

8.  Will  LITCOM  train  your  attendants  and  station  users?  For  how  long?  Who 
will  review  your  system  to  insure  adequacy  of  switching  equipment  and  attend- 
ant positions?  ^ 

9.  How  many  visits  or  contacts  have  you  had  in  the  past  year  with  Bell  Sys- 
tem consultants,  telephone  training  counselors,  repair  and  installation  person- 
nel? Will  you  have  the  same  requirement  next  year?  What  will  it  cost  you? 

10.  Does  LITCOM  now  have  a  staff  of  experts  readily  available  to  properly 
support  all  aspects  of  your  telephone  system?  SNBT  has  nearly  100  years  of 
communications  experience.  After  all,  who  knows  more  about  telephones? 

In  the  final  analysis,  we  are  asking  once  again  that  you  give  us  the  oppor- 
tunity to  review  LITCOM's  entire  proposal  before  signing  a  firm  contract  with 
this  company.  We  are  most  anxious  to  review  the  above-mentioned  points  and 
others  with  you  at  your  earliest  convenience. 
Sincerely, 


Exhibit  G 


Edward  E.  Conceison, 

Marketing  Mamager. 

Decemler  19,  1973. 


TO :  John  Sandberg 

FROM :  Jim  Cotesworth 

SUBJECT  :  Senator  Hart's  Investigation  of  the  Telephone  Company 

In  August  of  1971,  Ohio  Bell  filed  an  application  for  a  general  rate  increase 
requesting  approximately  38%  increu:^8  in  rates.  In  the  City  of  Cleveland,  inter- 
connect was  already  beginning  to  show  some  effect  on  the  sate  of  both  PBX 
equipment  and  key  telephone  equipment.  In  that  general  rate  application,  Ohio 
Bell  did  not  ask  for  an  increase  in  the  rates  for  some  key  equipment  such  as 
call  directors  but  did  ask  for  increases  on  such  devices  as  interface  units,  line 
wink  and  hold  features,  etc.  They  also  requested  increases  in  PBX  systems  such 
as  701  PBX's  and  the  300  series  PBX.  However,  the  300  series  PBX,  which  is 
what  interconnect  was  primarily  selling  against,  had  a  requested  increase  of 
10%  whereas  other  services  such  as  Centrex.  for  which  they  were  not  facing 
any  competitive  challenge  in  excess  of  30%  increase  was  requested. 

This  gave  us  some  background  as  to  their  intentions.  On  1/31/72  when  the 
general  rate  case  was  still  pending.  Ohio  Bell  filed  a  new  tariff  outside  the  gen- 
eral rate  case  for  their  100B  package  PBX  system.  The  lOOB  included  all  the 
features  associated  with,  what  up  until  that  time  had  been  referred  to  as  a  300 
series  PBX,  but  in  essence  offered  those  features  at  a  much  lower  rate  than  the 
300  or  any  other  type  PBX  system. 

It  is  interesting  to  note  that  prior  to  the  filing  of  that  100  series  PBX  tariff 
Ohio  Bell  had  through  every  technique  available  collected  copies  of  all  inter- 
connect company  proposals  which  would  show  them  purchase  prices  and  lease 
prices  for  the  systems  that  interconnect  companies  were  selling.  That  lOOB 
tariff  reflected  Ohio  Bell's  interest  to  undercut  the  price  of  systems  interconnect 
companies  were  selling. 

When  T  called  the  PUCO  questioning  the  grounds  on  which  the  same  features 
were  now  being  offered  under  a  100  at  much  lower  rates  than  they  had  been 
under  a  300  and  also  questioned  the  filing  of  that  tariff  outside  the  general  rate 
case,  T  was  told  by  Bernard  Frohman  of  PFCO  that  Ohio  Bell  had  wanted  to 
get  this  system  filed  as  quickly  as  possible  and  since  it  was.  in  essence,  a  reduc- 
tion of  rates  to  business  customers,  PUCO  looked  favorably  on  adoption  of  that 
100  tariff  because  "any  time  the  telephone  company  wants  to  reduce  rates  the 
PUCO  is  in  favor  of  it."  I  further  questioned  Mr.  Frohman  on  how  the  PUCO 
could  approve  two  packages  that  provided  the  same  features  at  two  different 
rates,  one  much  higher  than  the  other,  and  he  claimed  that  he  was  unaware 
that  the  300  offered  the  same  features  at  a  higher  price  but  supported  the  lower 
rate  based  on  the  fact  that  Ohio  Bell  had  proposed  using  a  770  PBX  for  the 
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100  whereas  they  had  proposed  the  757  equipment  to  support  the  300  series  tariff. 
The  important  point  to  note  is  that  neither  tariff  filing  specifies  the  type 
equipment  Ohio  Bell  will  use  to  provide  the  package  features.  As  a  result, 
there  are  systems  using  the  757  switch  which  are  priced  at  100  series  rates 
although  1  know  of  no  situation  where  the  reverse  is  true.  In  one  specific  ex- 
ample, interconnect  company  was  attempting  to  sell  an  interconnect  system  to 
a  large  company  called  Midvo,  Inc.  in  Columbus,  Ohio,  who  at  the  time  had  a 
300  series  PBX  using  757  equipment.  To  combat  our  proposal,  Ohio  Bell  simply 
recommended  to  Midvo  that  they  change  the  name  of  their  system  to  a  100  series 
PBX,  thus  substantially  reducing  the  customer's  rate  and  significantly  under- 
cutting the  fair  price  which  would  have  had  to  have  been  charged  by  the  inter- 
connect company. 

Midvo  followed  the  telephone  company's  recommendation  with  obvious  glee 
and  still  has,  to  the  best  of  my  knowledge,  757  PBX  equipment  under  100  series 
rates. 

During  the  time  the  general  rate  case  was  pending,  Ohio  Bell  salesmen  made 
a  particular  point  of  telling  every  prospect  they  contacted  that  although  other 
Bell  PBX  systems  might  in  fact  increase  in  rates,  the  770  would  not.  The  100 
series  PBX  has  had  a  telling  effect  on  interconnect  sales  in  the  State  of  Ohio 
since  that  time. 

The  other  .situation  I  eluded  to  earlier  which  was  the  absence  of  a  request  for 
increase  on  call  director  telephones  seemed  to  me  to  be  an  obvious  ploy  to  com- 
bat the  Tie  1030  systems,  which  was  the  other  telephone  system  being  sold 
against  Ohio  Bell  tariffs  at  that  time. 

In  addition,  during  the  pending  rate  case  Ohio  Bell  Re-tariffed  their  Touch 
Tone  charges.  Previously,  Bell  charged  $50  for  the  first  25  stations  and  $1  per 
station  thereafter  for  Touch  Tone  on  any  of  their  PBX  equipment. 

Today,  charges  for  Touch  Tone  are  accomplished  through  a  $2  surcharge  per 
trunk  with  no  charge  being  made  for  equipment  in-house.  This  obviously  gives 
Bell  the  adge  as  the  surcharge  per  trunk  applies  whether  equipment  is  privately 
owned  or  not. 

Since  these  events  were  oecuring  during  my  employment  with  Areata  Com- 
munications, I  do  not  have  a  large  volume  of  case  histories  to  quote  to  you  today. 
In  one  specific  instance  at  Areata,  a  company  called  Extra  Truck  Rental  in 
Cleveland  signed  a  purchase  agreement,  provided  us  with  a  check  and  all  other 
necessary  documents  to  bind  the  order,  only  call  to  a  week  or  so  later  and 
plead  with  us  to  give  them  back  the  order.  They  said  they  had  been  advised  that 
if  they  bought  an  interconnect  system,  Ohio  Bell  would  stop  leasing  its  trucks 
from  Extra  Truck  Rental.  The  president  was  obviously  fearful  for  a  major 
portion  of  his  business.  Wanting  to  keep  our  customer  out  of  the  middle  of  battle 
between  Areata  and  Bell,  we  returned  the  check  and  destroyed  the  contract. 
The  customer  requested  that  these  facts  not  be  in  writing  and  Areata  agreed. 

Events  taking  place  at  Litton  BTS  in  Cleveland  that  are  not  documented 
from  Ohio  Bell  in  writing  are  as  follows : 

Shaker  Ford  and  Commerce  Ford,  both  Litton  customers,  have  lost  mainte- 
nance contracts  on  Bell  trucks  and  are  not  invited  to  bid  on  vehicles  to  be  used 
by  Ohio  Bell. 

Carpenter  Printing,  a  good  prospect  that  currently  has  a  300  series  Bell  sys- 
tem will  not  entertain  the  concept  of  an  interconnect  system  with  anyone  be- 
cause they  fear  the  loss  of  a  major  portion  of  their  business,  which  is  the 
printing  of  the  white  and  yellow  pages  for  Ohio  Bell. 

Another  anti-competitive  situation  that  we  face  in  Ohio  is  similar  to  that 
faced  by  interconnect  companies  throughout  the  country ;  that  is  simply  that 
the  advertising  money  that  is  being  put  into  stopping  interconnect  company 
sales  and/or  making  prospects  fearful  to  talk  with  us.  Ohio  Bell  directs  massive 
advertising  against  interconnect  companies,  specifically  warning  businessmen 
from  doing  business  with  interconnect  suppliers.  Their  advertising  budget  for 
this  purpose  unquestionably  exceeds  the  operating  budgets  for  all  the  intercon- 
nect companies  in  the  state. 

Another  questionable  practice  is  one  of  using  their  monopolistic  position  in 
the  network  market  place  to  gather  information  for  their  marketing  organiza- 
tion that  would  not  be  available  to  them  otherwise.  The  best  example  I  can 
give  you  was  exemplified  by  the  Ohio  Bell  documnts  sent  to  your  office  in 
Sunnyvale  some  weeks  back. 

Jim  Coteswobth. 
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Exhibit  2. — Excerpt  from  Committee  Print  Entitled  "Federal  Advisory  Com- 
mittees," First  Annual  Report  of  the  President  to  the  Congress,  Including 
Data  on  Individual  Committees,  March  1973,  Subcommittee  on  Budgeting, 
Management,  and  Expenditures  of  the  Committee  on  Government  Operations, 
United  States  Senate,  Re  Professional  Employees  involved  in  Regulation  of 
the  Communications  Industry 

(January  7,  1974) 

Bell  Telephone  Co.  of  PemisylvaMia 

Federal  Communications  Commission — Radio  Technical  Commission  for 

Marine  Services — Assembly. 

Bell  Telephone  Laboratories  ' 

Gordon,  Eugene  I.  (Ch),  U.S.  Department  of  Defense — Director  of  Defense  Re- 
search and  Engineering — Advisory  Group  on  Electron  Devices — Special  De- 
vices. 

Miller,  Robert  C,  U.S.  Department  of  Defense — Director  of  Defense  Research 
and  Engineering — Advisory  Group  on  Electron  Devices — Special  Group  on 
Optical  Masers. 

Baker,  William  O.,  National  Security  Agency — Scientific  Advisory  Board. 

McDonald,  Henry  S.,  National  Security  Agency — Scientific  Advisory  Board — 
Electronics  and  Data  Processing  Advisory  Panel. 

Baker,  William  O.,  U.S.  Department  of  Health,  Education,  and  Welfare — Na- 
tional Institutes  of  Health — Board  of  Regents  of  National  Library  of 
Medicine. 

Adams,  E.  W.  Jr..  U.S.  Department  of  State — Advisory  Committee  on  Interna- 
tional Industrial  Property  Panel. 

Lund,  N.,  Federal  Communications  Commission — Radio  Technical  Commission 
for  Marine  Services — Assembly. 

Schoenwiesuer,  R.  C,  Federal  Communications  Commission — Radio  Technical 
Commission  for  Marine  Services— Assembly. 

Michael,  H.  J.,  Federal  Communications  Commission — Radio  Technical  Commis- 
sion for  Aeronautics. 

Michael,  H.  .7.,  Federal  Communications  Commission — Special  Committee  120. 

Hornbeck,  John  A.,  National  Aeronautics  and  Space  Administration — Aerospace 
Safety  Advisory  Panel. 

Prim,  Robert  C,  National  Science  Foundation — Advisory  Committee  for  Re- 
search. 

Giordmaine,  Joseph  A.,  National  Science  Foundation — National  Megnetic  Lab- 
oratory Visiting  Committee. 

Mathews,  M.  V.,  National  Science  Foundation — Advisory  Committee  for  Com- 
puting Activities. 

Pollak,  Henry  O.,  National  Science  Foundation — Advisory  Panel  for  Mathe- 
matical Sciences. 

Klauder,  John  R.,  National  Science  Foundation — Advisory  Panel  for  Physics. 

Herring,  W.  Sonyers,  National  Science  Foundation — Science  Information  Coun- 
cil. 

Prim.  Robert  C.  National  Science  Foundation — Advisory  Committee  for  En- 
gineering. 

Baker,  William  O.,  National  Science  Foundation — Industry  Relations  Committee. 

Bell  Laboratories 

Pierce,  John  Robinson,  U.S.  Department  of  Defense— Defense  Communications 
Agency — Scientific  Advisory  Group. 

Baker,  William  O.,  U.S.  Department  of  Defense — Air  Force  Systems  Command 
Board  of  Visitors. 

Buchsbaum,  S.  J.,  U.S.  Atomic  Energy  Commission — Standing  Committee  on 
Controlled  Thermonuclear  Research. 

McMillan,  Brockway,  National  Aeronautics  and  Space  Administration — Space 
Program  Advisory  Council — Applications  Committee. 

Ross,  Ian  M..  National  Aeronautics  and  Space  Administration— Space  Program 
Advisory  Council — Space  Systems  Committee. 

Barnett,  W.  T.,  U.S.  Department  of  State— U.S.  International  Radio  Consulting 
Committee — Study  Group  V. 

Chesapeake  &  Potomac  Telephone  Co. 

Bolger,  Thomas  E.,  U.S.  Department  of  Transportation— Secretary's  U.S.  Inter- 
national Transportation  Exposition  Committee. 
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Farrell,  "W.  C,  Federal  Communications  Commission — Radio  Technical  Commis- 
sion for  Marine  Services — Assembly. 

Miller,  A.  G.,  Federal  Communications  Commission — Radio  Technical  Commis- 
sion for  Marine  Services — Assembly. 

Illinois  Bell  Telephone 

Schleicher,  G.  P.,  Federal  Communications  Commission — Radio  Technical  Com- 
mission for  Marine  Services — Assembly. 
Michigan  Bell  Telephone  Co. 

Foss,  Edward,  U.S.  Department  of  Agriculture— Forest  Service — Oregon  Dunes 
National  Recreation  Area  Advisory  Council. 

Federal  Communications  Commission — Radio  Technical  Commission  for 

Marine  Services — Assembly. 
Mountain  States  Telephone  and  Telegraph 

Federal  Communications  Commission — Radio  Technical  Commission  for 

Marine  Services — Assembly. 
New  England  Telephone  d  Telegraph  Co. 

Skinner,  George  A.,  U.S.  Department  of  Labor— Business  Research  Advisory 
Council — Committee  on  Manpower  and  Employment. 

Federal  Communications  Commission — Radio  Technical  Commission  for 

Marine  Services — Assembly. 
New  Jersey  Bell  Telephone  Co. 

Wodehouse,  Charles,  U.S.  Department  of  Labor— National  Manpower  Advisory 
Committee — North  Atlantic  Regional  Manpower  Advisory  Committee. 

Federal  Communications  Commission — Radio  Technical  Commission  for 

Marine  Services — Assembly. 
New  York  Telephone  Co. 

Goldstein,  Edward,  U.S.  Department  of  Defense — U.S.  Army  Electronics  Com- 
mand— Electronics  Advisory  Group. 
Hall,  Guin  B.,  U.S.  Department  of  Health,  Education,  and  Welfare — Secretary 
Advisory  Committee — Region  II, 

Federal  Communications  Commission — Radio  Technical  Commission  for 

Marine  Services — Assembly. 
Post,  A.  W.,  Federal  Communications  Commission — Radio  Technical  Commis- 
sion for  Marine  Services — Assembly. 
Mattern,    Edwin    P.,    Federal    Communications    Commission — Radio    Technical 
Commission  for  Marine  Services — Special  Committee  59. 

Northwestern  Bell  Telephone  Co. 

Williams,  Frank  P.,  U.S.  Department  of  Defense — National  Advisory  Council. 
Devereaux,  Richard  A.,   U.S.   Department  of  Labor — National  Manpower  Ad- 
visory Committee — Mountain  States  Regional  Manpower  Advisory  Committee. 

Ohio  Bell  Telephone  Co. 

Mattern,  R.M.,  Federal  Communications  Commission — Radio  Technical  Com- 
mission for  Marine  Services — Assembly. 

Pacific  Northwest  Bell 

Lefgren,  Omar,  U.S.  Department  of  Agriculture — Challis  National  Forest  Cattle- 
men's Advisory  Board. 

Piggott,  William  H..  U.S.  Department  of  the  Interior— Bonneville  Regional  Ad- 
visory Council^ — Portland. 

Wolfard.  L.  L.,  U.S.  Department  of  the  Interior — Bonneville  Regional  Advisory 
Council — Portland. 

Federal  Communications  Commission — Radio  Technical  Commission  for 

Marine  Services — Assembly. 

Kunner,  R.M.,  Federal  Communications  Commission — Radio  Technical  Commis- 
sion for  Marine  Services— Assembly. 

Pacific  Telephone  d  Telegraph  Co. 

Moore,  Lyle  J.,  Federal  Communications  Commission — Radio  Technical  Com- 
mission for  Marine  Services — Special  Committee  59. 

King,  Elizabeth  S.,  U.S.  Department  of  Commerce — Census  Advisory  Committee 
on  the  American  Statistical  Association. 

Federal  Communications  Commission — Radio  Technical  Commission  for 

Marine  Services — Assembly. 
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Hatt,  H.  J.,  Federal  Communications  Commission — Radio  Technical  Commission 
for  Marine  Services — Assembly. 

Nelson,  L.  O.,  Federal  Communications  Commission — Radio  Technical  Commis- 
sion for  Marine  Services — Assembly. 

South  Central  Bell  Telephone  Co. 

Smith,  Frank  T.,  U.S.  Department  of  Labor — National  Manpower  Advisory 
Committee — Southeastern  Regional  Manpower  Advisory  Committee. 

Bates,  Frank  E.,  Federal  Communications  Commission — Radio  Technical  Com- 
mission for  Marine  Services — Assembly. 

Southern  Bell  Telephone  Co. 

Jennette.    Sid   E.,   U.S.   Department    of   Labor — National   Manpower   Advisery 

Committee— Southeastern  Regional  Manpower  Advisory  Committee. 
Federal  Communications  Commission — Radio  Technical  Commission  for 

Marine  Serivces — Assembly. 

Southern  New  England  Telephone  Co. 

Rascati,  S.  J.,  Federal  Communications  Commission — Radio  Technical  Commis- 
sion for  Marine  Services — Assembly. 

Southwestern  Bell  Telephone  Co. 

Alston,   A.   S.,   U.S.   Department   of   Commerce — National   Industrial   Pollution 

Control  Council — Utilities  Sub-Council. 
Trottmann,  Stuart  R.  Jr.,  U.S.  Department  of  Commerce — National  Industrial 

Pollution  Control  Council — Utilities  Sub-Council. 
Federal  Communications  Commission — Radio  Technical  Commission  for 

Marine  Services — Assembly. 

Western  Electric  Co. 

Brown,  Donald  G.,  U.S.  Department  of  Commerce — President's  Advisory  Council 

on  Minority  Business  Enterprise. 
Dwyer,  Virginia  A.,  U.S.  Department  of  Commerce — Economic  Advisory  Board. 
Grant,  Donald  C,  U.S.  Department  of  Defense — National  Advisory  Board. 
Laubach,  Alexander,   U.S.  Department  of  Justice — Private   Security  Advisory 

Council — Committee  on  Guards  and  Investigation. 
Dwyer,  Virginia  A.,  U.S.   Department  of  Labor — Business  Research  Advisory 

Council — Committee  on  Consumer  Wholesale  Prices. 
Dwyer,  Virginia  A.,  U.S.  Department  of  Labor — Business  Research  Advisory 

Council — Committee  on  Productivity  and  Technological  Developments. 
Brown,  M.  E.,  Federal  Communications  Commission — Cable  Television  Advisory 

Committee — Panel  4. 


Exhibit  3. — Library  of  Congress  Survey  Re  Number  of  Professional  Employees 
Involved  in  Regulation  of  Communications 

May  8,  1974. 
Memorandum 
To :  Gerald  Hellerman. 
From.  Brad  Manson. 
Re  :  State  Regulatory  Commission  Staffs. 

The  Library  of  Congress  surveyed  58  regulatory  agencies  and  commissions 
located  throughout  the  United  States  to  determine  the  number  of  professional 
employees — lawyers,  financial  analysts,  and  engineers — involved  in  the  regula- 
tion of  the  communications  industry.  Five  of  those  commissions  reported  that 
they  did  not  regulate  any  aspect  of  the  communications  industry,  and  seven 
others  failed  to  respond  to  the  survey.^  The  46  state  agencies  and  commissions 
that  did  respond  to  the  survey  indicated  that  they  employed  459  full-time  and 
177  part-time  professionals  to  regulate  this  industry.^ 


1  State  utility  commissions  that  did  not  respond  were  :  Louisiana  Public  Service  Com- 
mi.ssion,  New  Hampshire  Public  Utilities  Commission.  New  Mexico  Public  Service  Com- 
mission, Ohio  Public  Utilities  Commission.  Oklahoma  Corporaton  Commission,  Oregon 
Public  Utility  Commission,  and  South  Daitota  Public  Utilities  Commission. 

2  The  commissions  employed:  119  full-time  and  54  part-time  lawyers;  160  full-time 
and  64  part-time  financial  analysts;  and,  158  full-time  and  29  part-time  engineers. 


3786 

The  Library  of  Congress, 
Congressional  Research  Service, 
Washington,  D.C.,  February  21,  1974. 
To :    Senate  Antitrust  &  Monopoly   Legislation  Subcommittee ;   Attention :    Mr. 

Gerry  Hellerman. 
From :  Economics  Division. 

Subject :  State  Regulatory  Agencies :  number  of  employees  involved  in  commu- 
nications. 

I.  The  following  letter  was  sent  to  State  regulatory  utility  commissions  in 
response  to  your  request  for  information  on  State  regulatory  agencies  charged 
with  responsibility  for  the  communications  industry. 

Dear  Sirs  :  The  Congressional  Research  Service  of  the  Library  of  Congress 
has  been  asked  to  make  a  study  of  state  regulatory  commissions  charged  with 
responsibility  for  the  communications  industry  in  their  respective  states.  To 
aid  us  in  the  study  we  would  be  obliged  if  you  would  provide  the  following 
information : 

The  total  number  of  persons  employed  by  your  commission  who  are  involved 

in  the  regulation  of  the  communications  industry. 

The  number  of  persons  employed  by  your  commission  in  a  professional  capac- 
ity who  are  involved  in  the  regulation  of  the  communications  industry. 

The  number  of  lawyers  employed  by  your  commission  who  are  involved  in  the 

regulation  of  the  communications  industry. 

The  number  of  financial  analysts  employed  by  your  commission  who  are  in- 
volved in  the  regulation  of  the  communications  industry. 

The  number  of  engineers  employed  by  your  commission  who  are  involved  in 

the  regulation  of  the  communications  industry. 

Will  you  please  return  the  completed  questionnaire  to : 
Ms.  Sara  Hines, 
CRS — Economics  Division, 
Library  of  Congress, 
Washington,  D.C.  20540. 
Thank  you  very  much  for  your  help. 
Sincerely, 

John  B.  Henderson, 
Chief,  Economics  Division. 

II.  The  following  is  a  list  of  the  State  regulatory  utility  commissions  which 
were  contacted. 

Alabama  Public   Service   Commission,  P.O.  Box  991,   Montgomery,  Ala.  36102, 

205-269-6011. 
Alaska   Public  Utilities  Commission.   1100  MacKay  Bldg.,  338  Denali   St.,  An- 
chorage. Alaska  99501.  907-272-1487. 
Alaska  Transportation  Commision,  1000  MacKay  Bldg.,  338  Denali  St.,  Anchor- 
age, Alaska  99501,  907-279-1451. 
Arizona  Corporation  Commission,  1688  West  Adams,  Room  216,  Phoenix,  Ariz. 

85007,  602-271-4241. 
Arkansas  Public   Service  Commission.  .Justice  Bldg.,   Little  Rock,  Ark.   72201, 

501-371-2570. 
Arkansas  Transportation  Commission,^  Justice  Bldg.,  Little  Rock,  Ark.  72201, 

501-371-1341. 
California  Public  Utilities  Commission,  California  State  Bldg.,  350  McAllister 

St..  San  Francisco,  Calif.  94102,  415-57-1487. 
Colorado  Public  Utilities  Commission,  1845  Sherman  St..  Denver,  Colo.  80203, 

303-892-3154. 
Connecticut  Public  Utilities  Commission,   State  Office  Bldg.,  165  Capitol  Ave., 

Hartford,  Conn.  06115.  203-566-2104. 
Delaware  Public  Service  Commission.  Old  State  House  Annex,  Dover,  Del.  19901, 

302-678-4247. 
District  of  Columbia  Public  Service  Commission,  Cafritz  Bldg.,  1625  I  St.,  N.W., 

Washington.  D.C.  20006.  202-629-2301. 
Florida    Public   Service   Commission.   700   South   Adams    St.,   Tallahassee,   Fla. 

32304.  904-488-1001. 
Georgia  Public  Service  Commission,  162  State  Office  Bldg..  244  Washington  St., 

S.W..  Atlanta,  Ga.  30334.  404-656-4501. 
Hawaii   Public  Utilities   Commission.   P.O.  Box   541.   Honolulu,   Hawaii   96809, 

808-548-350. 
Idaho  Public  Utilities   Commission,    Statehouse.  Boise,   Idaho   83720,  208-384- 

3420. 
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Illinois  Commerce  Commission,  Leland  Bldg.,  527  East  Capitol  Ave.,  Springfield, 

111.  62706,  217-525-7295  and  160  North  La  Salle  St.,  Chicago,  111.  60601. 
Indiana  Pnblic  Service  Commission,  901   State  Office  Bldg.,  Indianapolis,  Ind. 

46204,  317-633-5359. 
Iowa  State  Commerce  Commission,  State  Capitol,  Des  Moines,  Iowa  50319,  515- 

281-5309. 
Kansas  State  Corporation  Commission,  State  Office  Bldg.,  Topeka,  Kans.  66612, 

913-296-3326. 
Kentucky    Department   of  Transportation,^    State   Office   Bldg.,   Frankfort.   Ky. 

40601,  502-564-4540. 
Kentucky    Public    Service    Commission.    P.O.    Box   496.    Frankfort,    Ky.    40601, 

502-564-3940. 
Kentucky  Railroad  Commission,  10th  Floor.  State  Office  Bldg.,  Frankfort,  Ky. 

40601,502-564-4640. 
Louisiana  Public  Service  Commission,"  Capitol  Station,  Baton  Rouge,  La.  70804, 

504-389-5867. 
Maine  Public  Utilities  Commission.  State  House  Annex,  Capitol  Shopping  Cen- 
ter. Augusta,  Maine  04330.  207-289-2448. 
Maryland  Public  Service  Commission.  904  State  Office  Bldg.,  301  West  Preston 

St.,  Baltimore,  Md.  21201,  301-383-2366. 
Massachusetts  Department  of  Public  Utilities,  100  Cambridge  St.,  Boston,  Mass. 

02202,  617-727-3500. 
Michigan  Public  Service  Commission,  Law  Bldg.,  5th  Floor,  525  West  Ottawa  St., 

Lansing,  Mich.  48913.  517-373-3244. 
Minnesota  Public  Service  Commission,  400  State  Office  Bldg.,  St.  Paul,  Minn. 

55155,  612-296-6176. 
Mississippi  Public  Service  Commission,  Walter  Sillers  State  Office  Bldg.,  P.O. 

Box  1174.  Jackson.  Miss.  39205.  601-354-7474. 
Missouri  Public  Service  Commission.  Jefferson  Bldg.,  Jefferson  City,  Mo.  65101, 

314-751-3234. 
Montana  Public  Service  Commission,  1227  11th  Ave.,  Helena,  Mont.  59601,  40&- 

449-3007. 
Nebraska  Public  Service  Commission,  1324  M  St.,  3d  Floor,  Lincoln,  Nebr.  68508, 

402-475-2641. 
Nevada  Public  Service  Commission,  222  East  Washington  St.,  Carson  City,  Nev. 

89701,  702-882-7341. 
New  Hampshire  Public  Utilities  Commission,^  26  Pleasant  St.,   Concorn,  N.H. 

03301,  603-271-2452. 
New  Jersey  Board  of  Public  Utility  Commissioners,  101  Commerce  St..  Newark, 

N.J.  07102.  201-648-2057. 
New  Mexico  Public  Service  Commission,^  State  Capitol  Bldg.,  Santa  Fe,  N.  Mex. 

87501,  505-827-2827. 
New  Mexico  State  Corporation  Commission.  P.O.  Drawer  1269,  Santa  Fe,  N.  Mex. 

87501,  505-827-2271. 
New  York  Public   Service  Commission,   44  Holland  Ave.,   Albany.   N.T.   12208, 

518-474-7080.  and  2  World  Center.  New  York,  N.T.  10047,  212-488-4390. 
New  York  State  Department  of  Transportation.^  1220  Washington  Ave..  Build- 
ing 5.  State  Campus.  Albany.  N.Y.  12226.  518-457-1016. 
North  Carolina  Utilities  Commission.  P.O.  Box  991,  Raleigh,  N.C.  27602,  919- 

829-7328. 
North  Dakota  Pnblic  Service  Commission.   State  Capitol  Bldg..  Bismarck,  N. 

Dak.  58501.  701-224-2411. 
Ohio  Public  Utilities  Commission.'  Ill  North  High  St.,  Columbus,  Ohio  43215, 

614-466-3791. 
Oklahoma   Corporation  Commission.^  Jim  Thorpe  Office  Bldg.,  Oklahoma   City. 

Okla.  73105,  40.5-521-2351. 
Oregon   Public  Utility  Commissioner.'  200  Public   Service  Bldg..   Salem.   Oreg. 

97310.  .503-378-6604. 
Pennsylvania  Public  Utility  Commission.  P.O.  Box  3265.  Harrisburg,  Pa.  17120. 

717-787-6416. 
Rhode  Island  Public  Utilities  Commission.  169  Weybosset  St..  Providence.  R.T. 

02903.  401-277-2443. 
South    Carolina    Public    Service   Commission.   P.O.   Box    11649,    Columbia,    S.C. 

29211.  80.3-758-3621. 
South  Dakota  Public  Utilities  Commission.'  Capitol  Bldg.,  Pierre.  S.  Dak.  57501, 

60,5-224-3203. 
Tennessee   Pnblic    Service   Commission,    Cl-102   Cordell   Hull   Bldg.,  Nashville. 

Tenn.  37219,  615-741-2904. 
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Texas  Aeronautics  Commission,^  Suite  1104,  State  Finance  Bldg.,  P.O.  Box 
12607,  Capitol  Station,  Austin,  Tex.  78711,  512-475-4768. 

Texas  Railroad  Commission  ^  Drawer  12967,  Capitol  Station,  Austin,  Tex.  78711, 
512^75-2439. 

Utah  Public  Service  Commission,  330  East  4th  South  St.,  Salt  Lake  City,  Utah 
84111,  801-328-5515. 

Vermont  Public  Service  Board,  7  School  St.,  Montpelier,  Vt.  05602,  802-828-2321. 

Virginia  State  Corporation  Commission,  Blanton  Bldg.,  P.O.  Box  1197,  Rich- 
mond, Va.  23209,  804-770-0000. 

Washington  Utilities  and  Transportation  Commission,  Highways-Licenses  Bldg., 
Olympia,  Wash.  98504,  206-753-6423. 

West  Virginia  Public  Service  Commission,  Room  E-217,  Capitol  Bldg.,  Charles- 
ton, W.  Va.  25305,  304-348-2182. 

Wisconsin  Public  Service  Commission,  432  Hill  Farms  State  Office  Bldg.,  Madi- 
son, Wis.  53702  608-266-1241. 

III.  The  information  obtained  from  the  various  respondents  is  as  follows : 

PERSONS  INVOLVED  IN  THE  REGULATION  OF  THE  COMMUNICATIONS  INDUSTRY 


State  commission 


Profes- 
sionals 


Law-    Financial 

years     analysts     Engineers 


Alabama  Public  Serice  Commission 12  0 

Alaska  Public  Utilities  Commission 28  7 

Arizona  Corporation  Commission '3  >3 

Arkansas  Public  Service  Commission 27  13 

California  Public  Utilities  Commission 28  2  30 

Colorado  Public  Utilities  Commission 40  26 

Delaware  Public  Service  Commission 9  2 

District  of  Columbia  Public  Service  Commission 1  23  U 

Florida  Public  Service  Commission 15 

Georgia  Public  Service  Commission 29  9 

Hawaii  Public  Utilities  Commission 30  19 

Idaho  Public  Utilities  Commission 15  5 

Illinois  Commerce  Commission 7  3 

Indiana  Public  Service  Commission 16  5 

Iowa  State  Commerce  Commission 2 10  '5 

Kansas  State  Corp.  Commission 25  14 

Kentucky  Public  Service  Commission 12  12 

Kentucky  Railroad  Commission 7  3 

Louisiana  Public  Service  Commission 10  2 

Maine  Public  Utilities  Commission 12  12 

Maryland  Public  Service  Commission 3 1+(26)    '  l+(20) 

Michigan  Public  Service  Commission '44-(ll)     '3+(9) 

Minnesota  Public  Service  Commission ^SH  23 

Mississippi  Public  Service  Commission 10  5 

Missouri  Public  Service  Commission '96  '67 

Montana  Public  Service  Commission 5  4 

Nebraska  Public  Service  Commission 17  1 

Nevada  Public  Service  Commission '57  i20 

New  Jersey  Board  of  Public  Utilities  Commission >  40  1  39 

New  Mexico  State  Corp.  Commission 4  1 

New  York  Public  Service  Commission 130  92 

North  Carolina  Utilities  Commission 44  38 

North  Dakota  Public  Service  Commission 10  5 

Pennsylvania  Public  Utility  Commission 66  66 

Rhode  Island  Public  Utilities  Commission 3  1 

South  Carolina  Public  Service  Commission 3  1 

Tennessee  Public  Service  Commission 29 

Utah  Public  Service  Commission 13  5 

Vermont  Public  Service  Board ^2}4  '2 

Virginia  State  Corp.  Commission 28  10 

Washington  Utilities  &  Transportation  Commission '10  '4 

West  Virginia  Public  Service  Commission... 45  25 

Wisconsin  Public  Service  Commission 20  14 

Wyoming  Pwblic  Service  Commission '15  '11 


2 

1 

'1 

1  \ 

1 1 

1 

»3-4 

«3-4 

>24 

12 

1 

'2 

4 

1 

2 

1 

2 

2 

'2 

7 

7 

1 

1 

2 

>(9) 

'  (4) 

»(3) 

>  (4) 

•3+(2) 

1 

'17 

1 23 

'  11 

2 

3 

'5 

'9 

'22 

0 

5 

7 

1 

17 

'1 

2 

16 

0 

^Vi 

3 

'1 

10 

2 

'1 

'  Although  the  questionnaire  did  not  distinguish  between  full  and  part-time  employees,  the  respondent  noted  that  the 
number  listed  referred  to  part-time  employees.  .    . 

2  The  respondent  noted  that  employees  involved  in  the  regulation  of  communications  at  the  particular  commission  were 
not  involved  solely  in  such  regulation,  thus  the  number  listed  refers  to  the  equivalent  of  full-time  workers  when  the  work 
hours  devoted  to  communications  regulation  by  part-time  workers  is  added  up. 

3  Respondent  differentiated  between  full-time  and  part-time  employees,  since  commission  employed  both  types  of 
workers  In  the  regulation  of  communications.  Number  in  parentheses  (X)  indicates  part-time  workers. 


Saba  Hines, 
Economic  Anatyst. 


^  Commission  is  not  involved  in  the  regulation  of  the  communications  industry. 
*  Commission  did  not  respond  to  the  survey. 
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Exhibit  4.  Illinois  Commerce  Commission  Petition  to  Suspend,  and  Complaint 
as  to,  Proposed  Tariff  Re  Corn-Key  718 

State  of  Illinois, 
Illinois  Commerce  Commission, 
Springfield,  III.,  November  29,  1913. 
Ms.  Barbara  B.  Hirsch. 
208  South  LaSallc  Street, 
Chicago,  III. 

Dear  Ms.  Hirsch  :  Pursuant  to  our  telephone  conversation  on  November  21, 
1973,  I  am  returning  lierewitli  the  documents  you  liave  labeled  as  "Petition  to 
Suspend  Proposed  Tariff  and  Complaint  as  to  Proposed  Tariff"  as  filed  under 
Advice  3524  of  Illinois  Bell  Telephone  Company. 

The  tariff  of  Illinois  Bell  Telephone  Company,  as  filed  under  Advice  3524, 
was  received  in  the  Commission's  office  on  October  25,  1973  and  had  an  effec- 
tive date  of  November  25,  1973.  Thus  the  Telephone  Division  of  the  Commission 
transmitted  its  recommendation  to  the  Commission  on  November  21,  1973.  As 
you  realize  the  Commission  did  not  meet  beyond  the  21st  since  the  22nd  was 
Thanksgiving  and  the  23rd  was  a  state  holiday. 

The  Secretary's  oflSce  received  your  telephone  call  around  1  o'clock  on  No- 
vember 20th  and  they  transmitted  the  information  to  me,  advising  that  you  did 
have  an  objection  to  the  tariff.  However,  I  did  not  know  the  parties  you  rep- 
resented or  any  other  details,  only  the  fact  that  you  did  have  a  client  who 
objected  to  the  filing  of  Illinois  Bell  Telephone  Company.  I  personally  advised 
the  Commission  that  you  were  sending  in  some  kind  of  document  in  opposition 
to  the  Illinois  Bell  filing  in  Advice  Letter  3524  involving  the  Com  Key  set. 
Thus  the  Commission  was  well  aware  of  your  position  concerning  this  tariff  but 
nevertheless  went  ahead  and  permitted  the  tariff  to  be  passed  to  file  and  it 
became  effective  on  November  25,  1973. 

Your  petition  to  suspend  and  complaint  as  to  the  proposed  tariff  was  re- 
ceived in  the  Commission's  office  at  2  :15  P.M.  on  the  21st  after  the  Commission 
had  adjourned  for  the  week.  The  language  of  this  document  relates  to  the  sus- 
pension of  a  tariff  and  naming  Illinois  Bell  Telephone  Company  as  respondent, 
which  would  no  longer  be  appropriate.  Thus  I  am  returning  the  document  to 
you  as  it  is  no  longer  possible  to  suspend  the  tariff  in  accordance  with  Section 
36  of  the  Public  Utilities  Act. 

As  I  mentioned  in  our  telephone  conversation,  the  Commission  will  set  for 
hearing  a  formal  complaint  on  this  subject  matter  if  you  wish  to  further 
challenge  the  tariff  filing  of  Illinois  Bell  Telephone  Company. 

If  you  have  any  questions  please  advise. 
Yours  very  truly, 

J.  W.  Kissel,  Jr., 
Chief  Telephone  Engineer. 

Enclosure. 

State  of  Illinois 

Illinois   Commerce  Commission 

In  the  Matter  of  the  Petition  to  Suspend  and  Complaint  of  Executone  Com- 
pany of  Chicago,  Inc..  Allcom  Inc.,  Modern  Communications,  Inc.,  Stromberg 
Carlson  Communications,  Inc.  and  Katy  Communications,  Inc.  against  Illinois 
Bell  Telephone  Co..  as  to  Advice  3524,  proposed  tariff  relating  to  Com  Key  718, 
issued  October  25,  1973,  effective  November  25,  1973,  ILL.  C.  C.  No.  1,  Index 
Thirty-Seventh  Revi.sed  Sheet  3,  Canceling  Thirty-sixth  Revised  Sheet  3;  ILL. 
C.  C.  No.  1.  Section  20,  Fourth  Revised  Sheet  31,  Canceling  Third  Revised 
Sheet  31;  ILL.  C.  C.  No.  1.  Section  ^20.  Original  Sheet  31.05 
Petition  to  Suspend  Proposed  Tariff  and  Complaint  as  to  Proposed  Tabiff 

The  Petitioners,  move  The  Commission  for  immediate  suspension  and  perm- 
anent disallowance  of  the  above  proposed  tariffs,  hereinafter  referred  to  as 
"Com  Key  718". 

1.  Petitioners  are : 

Executone  Co.  of  Chicago,  Inc.,  453  South  Vermont  Street,  Palatine,  Illinois 
60067;  Allcom  Inc..  5240  North  Otto,  Rosemont,  Illinois;  Modern  Communica- 
tions. Inc..  8333  Niles  Center.  Skokie.  Illinois;  Katy  Communications,  Inc., 
1805  Busse.  Mount  Prospect.  Illinois ;  Stromberg  Carlson  Communications,  Inc., 
7366  North  Lincoln,  Lincolnwood,  Illinois. 
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Call  director, 
existing  tariff 

Com  Key, 
proposed  tariff 

1  $12. 00 

M.15 

3.00 

42.50 

$7.50 

1.8 

30.00 
10.00 
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2.  Petitioners  are  engaged  in  the  interconnect  industry :  a  substantial  por- 
tion of  their  businesses  is  the  sale,  leasing,  installation,  and  service  of  key- 
telephone  equipment ;  all  are  in  competition  with  Illinois  Bell  Telephone  Com- 
pany ;  all  are  doing  business  in  the  State  of  Ilinois. 

3.  Illinois  Bell  Telephone  Company,  Re.spondent  herein,  is  a  Public  Utility, 
and  that  as  such  Utility  said  Respondent  is  subject  to  the  provisions  of  an 
Act  to  provide  for  the  regulations  of  Public  Utilities. 

4.  That  the  post  office  address  of  Respondent  is  225  West  Randolph  Street, 
Chicago,  Illinois  60606. 

5.  The  proposed  Com  Key  718  tariff  is  non-compensatory  and  not  cost-justified 
in  its  entirety  both  as  to  initial  nonrecurring  charges  and  as  to  feature  charges 
as  set  forth  in  paragraph  6  below. 

6.  The  Com  Key  718  tariff  offers  more  features  at  lower  prices  than  the 
"call  directors"  and  also  offers  certain  identical  features  to  "call  directors" 
and  those  are  offered  in  Com  Key  718  at  lower  prices  as  such  obsoletes  Illinois 
Bell  Telephone's  capital  investment  in  "call  directors,"  is  prejudicial  and  dis- 
criminatory to  "call  director"  users  and  is  anticompetitive  and  predatory: 

For  example : 

A.  In  a  feature  by  feature  comparison  of  charges : 


lO-butfon  phone 

Extension 

KL(line) 

Central  equipment _ 

Intercom  (2  path)... 

intercom  touch  tone 

'  $10  proposed  tariff  in  issue  in  general  rate  case. 
2  $1.40  proposed  tariff  in  issue  in  general  rate  case. 
«  No  charge. 

B.  Furthermore  in  a  system  to  system  comparison: 

I. 

15  STATIONS— 6  LINES— ROTARY— 1   PATH  CAMLINE,   BELL  CALL 
DIRECTORS 

15  call  directors  at  $12 $180.  00 

6  line  lights  at  $3 18.  00 

9  extension  charges  at  $1.15 10.  35 

I  Path  Comline — first  four  stations 7.  50 

II  additional  Comline  stations  at  $1.25 13.  75 

Total 229.  60 

COM   KEY   718 

System  includes  as  standard :  2-path  Comline,  button  restoration,  one-way  page 
speaker,  and  trunk-to-trunk  conferencing. 

1  basic  system $30.  00 

15  718  instruments  at  $7.50 112.  50 

6  line  equipment  at  $1.50 9.  00 

No  extension  charges  or  Comline  charges 

Total 151.50 

Savings  over  Call  Director  $78.10,  or  34%. 

II. 

15  STATIONS— 6  LINES— ROTARY— 2  PATH  COMLINE 

15  call  directors  at  $12 .    _    _    .    $180.00 

6  line  lights  at  $3 18.  00 

9  extension  charges  at  $1.15 10.  35 

2  Path  rotary  Comline — First  10  .stations 35.  00 

5  additional  Comline  stations  at  $2 10.  00 

Total z 253.35 
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COM    KEY    718 

Same  as  above 151.  50 

Savings  over  call  director  $101.85,  or  40.2%. 

III. 

18  STATIONS— 7  LINES— TOUCH  TONE— 2  PATH  COMLINE 
CALL  DIRECTORS 

18  call  directors  at  $12 $216.  00 

7  Une  lights  at  $3 21.00 

11  extensions  at  $1.15 12.  65 

2  Path  touch  tone  Comline — First  10  stations 42.  50 

8  additional  Comline  stations  at  $2 16.  00 

Total 308.  15 

COM    KEY    718 

1  basic  system $30.  00 

1  touch  tone . 1 0.  00 

18  718  instruments  at  $7.50 135.  00 

7  line  equipment  at  $1.50 10.  50 

Total 185.50 

Savings  over  call  director  $122.65,  or  39.8%. 

C.  2  Path  Comline  is  available  on  "call  director"  only  with  added  charge, 
Button  Restoration,  One-Way  Page  Speaker,  and  Trunk  To  Trunk  Conferencing 
are  not  available  on  the  more  expensive  "call  director,"  but  are  included  in  the 
less  expensive  Com  Key  718. 

7.  Illinois  Bell  Telephone  Company  has  for  several  months  prior  to  its  tariff 
filing,  advised  potential  interconnect  customers  of  the  Com  Key  718  and  has 
installed  "call  directors"  for  said  customers,  promising  a  subsequent  change  to 
Com  Key  718,  and,  in  such  cases,  has  waived  the  initial  nonrecurring  "call 
director"  charge  although  the  tariffs  prescribe  such  a  charge  and  although  other 
Illinois  Bell  Telephone  Company  "call  director"  customers  have  been  and  are 
paying  that  charge. 

Wherefore  :  Petitioners  pray  that : 

(a)  the  Commission  suspend  approval  and  effectuation  of  the  aforesaid 
proposed  tariff;  and 

(b)  the  Commission  grant  a  hearing  on  the  proposed  tariff;  and 

(c)  the  respondent  be  required  to  answer  the  charges  herein;  and 

(d)  the  respondent  be  restrained  and  enjoined  permanently  and  during  the 
pendency  of  this  matter  from  offering  the  Com  Key  718  under  the  proposed 
tariff  or  under  a  "special  authority"  tariff;  and 

(e)  the  respondent  be  restrained  and  enjoined  permanently  and  during  the 
pendency  of  this  matter  from  offering  varying  or  reducing  or  offering  waivers 
of  "Call  director"  charges  covered  by  tariffs  heretofore  approved  by  this 
Commission ;  and 

(f)  Upon  a  final  hearing  hereof,  the  Commission  will  make  such  order  in 
the  premises  as  may  be  appropriate. 

Dated :  At  Chicago,  Illinois  this  20th  day  of  November,  1978. 

By:  Barbara  B.  Hirsch, 

Attorney    for    Petitioners, 
208  South  La  Salle  Street 
Chicago,  Illinois  60604 
312-346-5953. 

VERIFICATION 

I,  Barbara  B.  Hirsch  being  first  duly  sworn  upon  oath  depose  and  say  that 
I  am  attorney  for  petitioners  herein ;  that  I  have  read  the  contents  of  the 
above  and  foregoing  Petition  to  Suspend  Proposed  Tariff  and  Complaint  as  to 
Proposed  Tariff,  and  know  the  contents  thereof  and  to  the  best  of  my  knowledge 
and  belief  said  contents  are  true,  in  substance  and  in  fact. 

Subscribed  and  Sworn  to  before  me  this  20th  day  of  November,  1973. 

Notary  Public 


3792 

Exhibit  5. — Prepared  Testimony  of  Frank  E.  Fitzpatrick,  Litton  Systems, 
Before  California  PuMic  Vtilities  Commission  Interface  Investigation 

Before  the  Public  Utilities  Commission  of  the  State  of  California 

Case  No.  9625  (Filed  October  24,  1973) 

Investigation  on  the  Commission's  own  motion  into  the  promulgation  of  a  Gen- 
eral Order  providing  for  the  procedures  and  standards  to  be  followed  for 
the  interconnection  of  customer-provided  communications  terminal  equip- 
ment to  the  telecommunications  facilities  of  intrastate  telephone  utilities 

Prepared  Testimony  of  Frank  E.  Fitzpatrick  on  Behalf  of  Litton  Systems, 

Inc. 

Question.  Please  state  your  name  and   address. 

Answer.  My  name  is  Frank  E.  Fitzpatrick.  I  live  at  3261  Brace  Street,  Bur- 
bank,  California. 

Question.  By  whom  are  you  employed  and  in  what  capacity? 

Answer.  I  am  employed  by  Litton  Business  Telephone  Systems,  usually 
referred  to  as  Litton  BTS,  in  their  Los  Angeles  office  at  5300  Santa  Monica 
Boulevard,  as  a  Senior  Communications  Coordinator.  In  this  capacity  I  advise 
potential  customers  as  to  the  telephone  station  equipment  and  peripheral  equip- 
ment that  would  best  suit  their  business  and  service  requirements  and  design 
installations  to  fill  those  needs.  These  installations  consist  basically  of  PBX 
and  key  telephone  systems  for  interconnection  with  the  public  telephone  net- 
works of  the  Pacific  Telephone  and  Telegraph  Company  and  the  General  Tele- 
phone Company  of  California.  This  requires  a  familiarity  with  the  design  and 
operating  characteristics  of  the  public  telephone  network  and  of  the  design 
and  characteristics  of  the  various  pieces  of  telephone  station  and  peripheral 
equipment  available  on  the  market. 

My  duties  with  Litton  BTS  have  also  included  district  operations  manager 
for  the  Los  Angeles  area.  This  involved  directing  all  of  the  installation  and 
service  activities  relating  to  telephone  terminal  equipment  installations  by 
Litton  BTS  in  the  Los  Angeles  area. 

Question.  How  long  have  you  held  these  positions  with  Litton  BTS? 

Answer.  Since  May,  1973. 

Question.  Please  state  your  experience  in  the  telephone  business  prior  to 
joining  Litton  BTS. 

Answer.  Prior  to  going  to  work  for  Litton  I  was  Vice  President  of  engineer- 
ing for  Amplicom,  Inc.,  North  Hollywood,  California.  I  held  this  position  from 
August  1972  to  April  1973.  In  this  position  I  was  responsible  for  the  design, 
development,  and  production  of  solid  state  peripheral  telephone  systems,  con- 
sisting of  toll  diverting.  WATS  timers,  and  other  related  systems.  In  addition, 
I  was  responsible  for  the  installation  and  maintenance  of  telephone  station 
equipment  systems  consisting  of  PABX  and  key  equipment  manufactured  by 
Nippon  Electric  Company   (NEC)   and  ITT. 

From  June  1972  to  August  1972  I  was  General  Manager  for  the  Computer- 
guard  Alarm  Company  in  Burbank,  California,  which  manufactured  and 
marketed  central  station  alarm  systems  utilizing  the  telephone  network.  My 
duties  consisted  of  overall  management,  formulating  sales  and  expense  pro- 
jections, and  documenting  major  goals  for  the  company.  During  the  time  I 
held  this  position,  monthly  operating  expenses  were  reduced  by  20%  and  sales 
were  increased  by  11%. 

From  July  1971  to  June  1972  I  was  Plant  Manager  for  Westel  Telephone 
Communications,  Inc.  Westel  was  engaged  in  designing,  selling,  installing  and 
maintaining  telephone  station  equipment  systems  for  customers  of  Pacific  Tele- 
phone and  General  Telephone  Companies  in  California.  My  duties  included 
designing  and  marketing  such  systems  embodying  PABX,  key  and  associated 
peripheral  equipment,  and  supervising  the  installation  and  maintenance  of 
these    systems    on    customers'    premises. 

From  August  1970  to  July  1971  I  was  Project  Engineer  in  the  Systems  En- 
gineering Group  of  C.  P.  Clare  &  Company,  in  Chicago,  Illinois.  In  this  capa- 
city I  was  directly  responsible  for  the  design,  development,  marketing  and 
costing  of  various  auxiliary  telephone  systems.  One  was  a  touchtone  to  dial 
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pulse  conversion  system  for  installation  in  telephone  company  step-by-step 
central  offices.  Two  others  were  a  solid  state  key  to  dial  pulse  converter  and 
a  solid  state  toll  diversion  system  which  were  marketed  by  C.  P.  Clare  to 
telephone  companies  and  to  so-called  interconnect  companies  who  resold  them 
to  customers  of  the  telephone  companies. 

From  January  1968  to  August  1970  I  was  a  System  Engineer  for  telephone 
systems  for  C.  P.  Clare  &  Company.  During  this  period  I  was  involved  in 
the  design  of  auxiliary  telephone  systems,  including  common  control  systems 
and  toll  ticketing  equipment  for  use  in  telephone  company  central  offices. 

From  January  1966  to  January  1968  I  was  employed  as  an  engineer  with 
the  Western  Electric  Company  in  Chicago,  Illinois.  I  was  responsible  for  ap- 
plications engineering  of  Bell  System  toll  and  dial  central  office  equipment.  From 
January  1962  to  January  1966  I  worked  as  a  group  engineer  with  the  Design 
Service  Company,  Chicago,  Illinois,  which  was  a  contractor  to  the  Western 
Electric  Company.  My  duties  there  were  the  same  as  my  duties  with  the 
Western  Electric  Company. 

From  April  1961  to  January  1962  I  was  employed  as  an  engineer  with  the 
Automatic  Electric  Company.  Xorth  Lake,  Illinois,  the  equipment  manufacturer 
for  the  General  Telephone  Company.  In  this  job  I  was  responsible  for  applica- 
tions engineering  of  Automatic  Electric  Company  central  office  step-by-step 
equipment. 

Question.  Could  you  summarize  the  kind  of  experience  and  knowledge  relat- 
ing to  the  interconnection  of  station  and  peripheral  telephone  equipment  with 
the  public  telephone  network  which  these   employments   provided? 

Answer.  My  employment  with  these  companies  required  that  I  familiarize 
myself  with  the  operation  and  design  requirements  of  equipment  presently  in- 
stalled in  telephone  company  central  offices.  Furthermore,  during  these  em- 
ployments I  was  engaged  in  the  design,  development,  manufacturing  and  in- 
stallation of  telephone  station  equipment — including  PBX  and  key  telephone 
systems — and  associated  peripheral  equipment.  This  included  the  design  and 
supervision  of  construction  of  station  equipment  arranged  for  direct  connection 
to  the  telephone  network. 

Question.  What  is  your  educational  background? 

Answer.  I  was  graduated  from  Illinois  Institute  of  Technology  with  a 
Bachelor  of  Science  degree   in   Industrial   Engineering. 

Question  Based  on  your  experience  and  knowledge  relating  to  the  design 
and  operation  of  telephone  company  central  offices  and  the  telephone  network, 
and  your  experience  and  knowledge  relating  to  the  design  and  operation  of  the 
telephone  station  equipment  and  associated  peripheral  devices  installed  by 
Litton  BTS  and  other  interconnect  companies,  is  the  station  and  peripheral 
equipment  compatible  with  direct  connection  to  the  public  telephone  network? 
Answer.  Yes.  The  equipment  installed  by  Litton  BTS  is  of  the  same  type 
of  design  used  by  the  Bell  System,  including  Pacific  Telephone  &  Telegraph 
Co.  The  PABX  equipment  installed  by  Litton  BTS  is  purchased  from  OKI  Elec- 
tronics of  America.  Inc.  and  from  Nippon  Electric  Company,  Inc.  (NEC).  This 
equipment  utilizes  components,  particularly  wire  spring  relays  and  crossbar 
switches,  which  are  made  under  license  from  Western  Electric  and  are  thus 
made  to  Western  Electric  specifications.  The  same  models  of  PBX  equipment 
manufactured  by  these  companies  are  presently,  and  have  been  for  a  number  of 
years,  installed  by  operating  companies  of  the  Bell  and  General  Telephone  sys- 
tems, and  by  independent  telephone  companies  in  the  United  States,  and  in 
these  installations  this  equipment  is,  and  has  been,  directly  connected  to  the 
telephone  network  without  interface  devices.  Among  the  operating  companies 
installing  this  equipment  are :  Pacific  Telephone  and  Telegraph  Company  in- 
stalls the  NA4-09  PBX  manufactured  by  NEC :  General  Telephone  of  California 
installs  the  NG4-03— a  somewhat  larger  PBX  than  the  NA4-09  but  utilizing  the 
same  basic  design  and  components— also  manufactured  by  NEC :  Rochester 
Telephone  Company  and  Mid  Continent  Telephone  Company— 2  independent 
telephone  companies— install  the  AC120  type  of  PBX  manufactured  by  OKI.  In 
fact,  we  are  informed  that  over  half  of  NEC's  total  sales  of  PBX  equipment 
in  the  United  States  is  to  telephone  companies  and  that  New  York  Telephone 
and  Southern  New  England  Telephone — both  Bell  System  affiliate.s — are  among 
NEC's  largest  purchasers  of  PBX  equipment  of  the  same  type  installed  by 
Litton  BTS  and  other  interconnect  companies. 
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Question.  Does  the  same  situation  hold  true  with  respect  to  the  key  tele- 
phone equipment  installed  by  Litton  BTS? 

Answer.  Yes.  Litton  BTS— as  well  as  other  interconnect  companies— sells 
and  installs  key  equipment  commonly  referred  to  as  the  1A2  type.  The  1A2 
type  is  a  designation  used  by  Western  Electric  to  denote  a  particular  design. 
In  other  words,  the  key  equipment  installed  by  Litton  BTS— and  other  inter- 
connect companies— of  the  1A2  Type  is  of  the  same  design  as  used  by  Western 
Electric.  The  key  equipment  installed  by  Litton  BTS  is  manufactured  by  ITT, 
Northern  Electric,  Stromberg  Carlson  and  the  Automatic  Electric  Division  of 
General  Telephone  Company.  This  equipment  is  manufactured  under  license 
from  Western  Electric  and  conforms  to  Western  Electric  designs.  This  is 
true  as  to  both  circuit  design  of  the  equipment  and  component  design  used 
in  the  equipment.  Equipment  of  the  same  type  that  Litton  BTS  purchases 
from  these  companies  is  also  purchased  by  operating  companies  of  the  General 
telephone  system  and  independent  telephone  companies  throughout  the  United 
States  and  "is  directly  connected  to  the  public  telephone  network  without  any 
interface  devices. 

Question.  What  is  the  situation  with  respect  to  the  compatibility  of  the 
Litton  BTS  key  equipment  referred  to  as  LITRE Y®  for  direct  connection  to 
the  public  telephone  network? 

Answer.  Litton  BTS's  LITKEY®  equipment  is  manufactured  for  Litton  BTS 
by  TIE/Communications.  Inc.  The  LITKEY®  telephone  system  contains  more 
features  than  that  commonly  provided  by  the  key  equipment  available  from  the 
telephone  operating  companies ;  however,  the  addition  of  the  features  does  not 
affect  the  abilitv  of  the  LITKEY®  telephone  system  to  connect  directly  to  the 
telephone  network.  The  relays  used  in  the  LITKEY®  telephone  system  which 
perform  the  switching  functions,  are  Western  Electric  MB  type  and  are  manu- 
factured under  license  from  Western  Electric;  and  the  basic  LITKEY®  tele- 
phone system  is  the  same  as  that  sold  by  TIE  to  independent  telephone  com- 
panies in  the  United  States  and  is  connected  by  them  directly  to  the  public 
telephone  system  without  any  interface  devices. 

Question.'  la  there  a  need  for  interface  devices  between  Litton  BTS'  station 
equipment  and  the  public  network  to  protect  the  network  from  harm  caused 
by  direct  connection  of  the  equipment? 
Answer.  No. 

Question.  Would  you  explain? 

Answer.  In  the  first  place,  as  I  have  just  testified,  telephone  operating  com- 
panies of  the  Bell  and  General  Telephone  Systems,  and  independent  telephone 
companies,  for  a  number  of  years  have  been,  and  are  today,  connecting  equip- 
ment of  the  same  type  as  that  sold  by  Litton  BTS  and  other  interconnect  com- 
panies to  the  public  network  without  interface  devices  and,  obviously,  without 
harm. 

As  to  the  possibility  of  introducing  extraneous  power  or  power  surges  into 
the  telephone  network,  which  is  n  possibility  often  alleged  by  the  telephone 
companies,  the  power  equipment— that  is.  the  rectifiers,  ringing  supplies,  etc.— 
used  in  our  equipment  operates  on  the  same  120  volt  commercial  AC  power 
line  used  by  telephone  companies  to  power  their  station  equipment.  In  all  of  this 
equipment— the  telephone  company's  and  Litton  BTS'— the  120  volt  AC  input  is 
rectified  and  converted  to  direct  current,  or  is  stepped  down  to  a  lower 
voltage  alternating  current,  which  is  used  to  power  the  equipment.  Thus,  the 
potential  for  applying  higher  than  normal  voltages  to  the  telephone  network  by 
virtue  of  this  equipment  is  extremely  remote  and  in  any  event  is^  the  same 
with  respect  to  the  telephone  companies'  equipment  as  it  is  with  Litton  BTS' 
equipment. 

Question.  How  does  Litton  BTS'  equipment  compare  with  the  telephone  com- 
pany equipment  with  respect  to  the  possibility  of  generating  improper  dial 
pulses  and  signal  levels? 

An.swer.  Improper  dial  pulses  are  caused  by  improperly  adjusted  or  worn 
rotary  dial  equipment,  and  these  problems  have  the  same  likelihood  of  occur- 
ring with  telephone  company  equipment  as  with  Litton  BTS'  or  anybody  else's 
equipment.  With  respect  to  touch  tone  signals,  the  tone  pad,  which  contains 
the  oscillators,  used  in  Litton  BTS'  equipment  are  made  to  the  same  standards 
used  by  the  Bell  System  and  are  manufactured  under  license  from  Western 
Electric.  Thus,  the  potential  for  frequency  error  is  no  different  from  the  poten- 


3795 

tial  with  respect  to  the  telephone  company's  own  equipment.  With  regard  to 
signal  level.  Litton  BTS'  installations  do  not  normally  have  amplification  equip- 
ment, thus  if  Litton's  equipment  were  directly  connected  to  the  telephone  net- 
work, the  likelihood  of  higher  than  normal  signal  level  would  be  extremely  re- 
mote. In  fact,  in  the  ca.se  of  Litton's  key  equipment,  a  higher  than  normal  signal 
level  would  be  impossible  because  in  direct  connection  to  the  telephone  net- 
work the  power  for  transmission  would  be  obtained  from  the  telephone  com- 
pany's line. 

Question.  Do  the  interface  devices  installed  by  the  telephone  companies  cause 
problems? 

Answer.  Yes. 

Question.  Would  you  explain? 

Answer.  One  of  the  most  often  cited  problems  caused  by  the  telephone  com- 
pany interface  devices  is  the  reduction  in  transmission  level.  The  insertiola  of 
the  interface  device  between  the  telephone  company  lines  and  the  customer's 
equipment  inherently  introduces  some  transmission  loss.  However,  an  addi- 
tional loss  is  caused  by  the  arbitrary  and  overly  complex  design  of  the  most 
common  interface  devices  supplied  by  Pacific  Telephone  and  General  Telephone 
(that  is,  the  CDH,  C2ACP,  and  others).  To  explain,  the  circuit  from  the  tele- 
phone companies'  central  offices  consists  of  two  wires.  These  two  wires  carry 
the  voice  transmission  and  tone  signalling:  service  request,  answer/disconnect, 
and  DC  pulsing;  and  incoming  ringing  (105  volts.  20  Hertz  alternating  currents) 
functions.  The  most  commonly  supplied  interface  devices,  however,  convert 
the  two-wire  circuit  to  basically  a  six-wire  circuit.  But  the  six-wire  circuit 
performs  only  the  same  functions  originally  performed  by  the  incoming  two- 
wire  circuit.  Since  Litton's  telephone  station  equipment — like  the  telephone 
companies'  own  corresponding  equipment — is  not  arranged  to  work  on  six 
wires,  the  six-wires  output  of  the  interface  devices  must  be  converted  back  to 
two  wires.  This  requires  the  installation  of  additional  equipment  on  the  cus- 
tomers' premises  which  causes  further  loss  of  signal  level.  Thus,  the  unneces- 
sary and  overly  complicated  design  of  the  interface  devices  further  impairs 
transmission  level  and  creates  additional  potential  for  service  problems.  Ob- 
viously, this  additional  and  unnecessary  service  and  maintenance  problem  is 
unfavorable  from  the  standpoint  of  the  customer  as  well  as  the  telephone  com- 
pany and  the  interconnect  company — like  Litton  BTS — for  it  is  not  difficult  to 
envision  the  problem  of  determining  where  a  particular  trouble  lie.s — in  the 
telephone  company's  equipment  or  in  the  customer's  equipment.  Whenever  this 
trouble  occurs,  and  it  does  all  too  often,  the  customer,  the  telephone  company 
and  the  interconnect  company  all  suffer  while  the  trouble  is  being  located  and 
repaired.  Troubles  such  as  this,  caused  by  unnecessary  interface  equipment, 
are  certainly  not  in  the  public  interest. 

Question.  Do  the  interface  devices  cause  any  other  problems? 

Answer.  Yes.  There  is  a  problem  of  coordination  between  the  Interconnect 
companies  and  the  telephone  companies  with  respect  to  installing  the  interface 
devices  properly  and  on  time,  in  order  to  provide  trouble  free  service  connec- 
tion for  the  customer.  The  specific  problems  are  that  the  interface  devices,  on 
occasion,  are  not  installed  liy  the  telephone  companies  in  time  for  the  cus- 
tomer's scheduled  in-service  date.  In  other  cases,  interface  devices  are  in- 
stalled on  time  but  do  not  work  due  to  improper  installation  or  simply  faulty 
devices.  To  alleviate  the  latter  problem,  Litton's  own  installation  personnel 
frequently  have  had  to  install  the  telephone  company's  own  interface  devices 
or  have  had  to  reinstall  the  devices  where  they  have  been  improperly  installed 
in  the  first  place  by  telephone  company  personnel.  On  other  occasions,  Litton's 
installers  have  had  to  locate  the  problem  in  faulty  interface  devices  and  to 
assist  telephone  company  personnel  in  making  the  necessary  repairs,  or  in 
some  cases  have  had  to  make  the  necessary  repairs  themselves. 

Question.  How  serious  are  the  problems  created  by  the  telephone  companies' 
interface  devices? 

Answer.  So  serious  that  in  a  number  of  instances  the  telephone  company 
has  not  been  able  to  correct  the  prol)lem  in  their  interface  devices  and  we  have 
hard-wired  our  equipment  directly  to  the  telephone  network  around  the  in- 
terface device  with  the  tacit  approval  of  the  local  telephone  company  personnel. 
LTsually  these  instances  of  hard-wiring  have  been  of  only  a  few  months'  dura- 
tion, but  in  some  instances,  our  equipment  has  remained  hard-wired  for  con- 
siderably longer  periods. 


3796 

Question.  Has  any  instance  of  harm  been  found  in  any  of  Litton  BTS'  hard- 
wired installations? 

Answer.  Not  to  my  knowledge. 

Question.  Do  these  operational  problems  of  the  interface  devices  cause  trou- 
ble for  customers? 

Answer.  Yes.  but  not  only  for  the  customers  but  for  the  telephone  company 
and  for  Litton  BTS  as  well.  For  one  thing,  the  customer  is  inconvenienced  by 
telephone  company  service  personnel  and  our  own  service  personnel  coming 
and  going  on  his  premises.  In  addition,  the  mere  fact  that  additional  problems 
occur  because  of  the  unnecessary  and  overly  complex  design  of  the  interface 
devices  causes  additional  expense  for  the  telephone  company,  ourselves,  and 
occasionally  for  the  customer.  Sometimes,  many  service  calls  are  required 
by  both  telephone  company  personnel  and  ourselves  to  locate  and  correct  the 
trouble.  Occasionally,  also,  the  customer  is  charged  for  service  calls  due  to 
erroneous  or  incorrect  assessment  of  whose  equipment — the  telephone  com- 
pany's or  the  customer's — is  at  fault. 

Question.  What  in  your  experience  has  been  the  effect  of  the  interface  de- 
vices on  the  ability  of  Litton  BTS  to  compete  with  Pacific  Telephone  and 
General  Telephone  in  the  telephone  station   equipment  market? 

Answer.  Because  the  monthly  rates  for  these  devices  are  high,  especially  in 
the  General  Telephone  Company  areas,  the  requirment  of  the  interface  devices 
tends  to  eliminate  competition.  In  many  sizes  of  installations  they  completely 
eliminate  competition.  Secondly,  by  introducing  complexity  to  what  is  simply 
a  two-wire  circuit  they  increase  the  service  and  maintenance  costs  to  cus- 
tomer-owned systems.  This  results  in  a  further  elimination  of  competition. 
Since  Litton  BTS  and  other  interconnect  companies  are  not  assured  a  profit  at 
the  end  of  the  year,  the  requirement  of  these  devices  seriously  affects  our 
business. 

Question.  Based  on  your  training  as  an  engineer  and  your  experience  in  the 
telephone  industry,  if  the  devices  were  eliminated,  what  would  be  the  effect 
on  the  telephone  network? 

Answer.  Based  on  the  equipment  that  we  at  Litton  BTS  install,  and  the 
procedures  that  we  use  in  our  installation  and  maintenance,  elimination  of  in- 
ter devices  would  have  no  harmful  effect  on  the  public  telephone  network.  As 
I  have  explained  in  my  testimonv.  our  eqtiipment  is  made  to  standards,  spe- 
cifications, and  designs  that  are  fully  compatible  with  the  design  requirements 
of  the  public  telephone  network  and  if  directly  connected  would  have  no  more 
potential  for  causing  harm  than  the  similar  equipment  installed  by  the  tele- 
phone companies.  Further,  our  equipment  is  installed  and  maintained  by 
trained  and  qualified  personnel,  many  of  whom  are  experienced  former  tele- 
phone company  personnel. 

Question.  Have  you  studied  the  proposed  general  order  relatinc  to  rules  for 
the  connection  of  customer-provided  enuipment  filed  by  the  staff  of  the  com- 
mission in  this  case  on  May  17.  1974? 

Answer.   Yes. 

Question.  Based  on  your  experience  with,  and  knowledge  of.  the  telephone 
network,  is  this  an  optimum  proposal? 

Answer.  Not  in  my  opinion. 

Question.  Why  not? 

Answer.  The  staff  proposal  contains  a  eood  compilation  of  the  operational 
and  design  parameters  of  the  public  telephone  network  which  station  equip- 
ment must  meet  in  order  to  work  properlv  when  connected  to  the  network. 
However,  there  are  several  critical  omissions  and  excesses  in  the  proposal.  In 
the  first  place  there  is  no  provision  for  the  proposed  rules  induced  noise  or 
cross-talk,  incorrect  dial  pni.sinsr.  fnilure  of  supervision,  false  answer,  in- 
correct billins'.  absence  of  voice  b.ind  tran«mission  path  for  call  progress  sig- 
nals, and  loss  of  capability  to  answer  an  incoming  call." 

Quef>tion.  What  is  wrona:  with  this  definition? 

Answer.  It  is  incorrect  to  include  induced  noise  or  cross-talk  because  these 
cause  neither  iniurv  to  personnel,  dnmosrp  to  thp  telephone  network,  or  even  a 
tie-up  of  central  oflSce  eouinment.  Tt  is  incorrpct  to  classify  "hazards  to  per- 
sonnel" as  "harm"  since  a  hazard  is  onlv  a  potential  harm,  not  actual  harm. 
Further,  the  reference  to  faiUirp  of  supervision  is  not  clear  as  to  whether  it 
refers   to    supervision    over   employees    or    supervision    in    the   technical    sense 
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which  means  on-  and  off-hook  indication.  Also,  the  invlusion  of  impairment  of 
service  to  persons  other  than  the  user  is  overly  broad  and  indefinite  in  that 
it  could  include  any  kind  of  occurrence  that  ties  up  central  oflSce  equipment, 
even  though  only  temporarily. 

Question.  What  is  wrong  with  including  these  occurrences  in  the  definition 
of  harm? 

Answer.  In  my  experience,  harm  to  the  network  does  not  include  incorrect 
dial  pulsing,  failure  of  supervision  in  the  sense  of  failure  to  indicate  on-  or 
off-hook  condition,  false  answer,  absence  of  voice  band  transmission  path  for 
call  progress  signals,  or  loss  of  capability  to  answer  an  incoming  call,  all  of 
which  are  included  in  the  staff's  proposed  rules.  The  reason  why,  in  my  ex- 
perience, these  occurrences  do  not  constitute  harm  is  that  they  do  not  cause 
physical  or  electrical  damage  to  the  network  or  harm  to  personnel ;  they  only 
cause  a  temporary  tie-up  of  small  portions  of  central  office  equipment.  In 
practice,  these  conditions,  at  most,  cause  only  temporary  inconvenience  to  the 
customer  until  they  are  corrected  by  a  service  call,  and  their  effect  on  the  net- 
work by  tying  up  central  office  equipment  is  not  substantial.  Furthermore, 
these  conditions  occur — and  have  since  the  beginning  of  the  telephone  system — 
whenever  station  equipment  becomes  worn  or  out  of  adjustment.  This  can 
happen  with  telephone  company-supplied  equipment  as  well  as  with  customer- 
owned  and  maintained  equipment. 

Question.  In  your  experience  with  the  telephone  network,  what  is  the  correct 
definition  of  harm? 

Answer.  In  my  experience,  harm  to  the  network  encompasses  only  actual 
harm  or  injury  to  telephone  personnel  or  actual  physical  or  electrical  damage 
to  the  network  which  must  be  repaired. 

Question.  In  your  experience,  is  the  method  of  certification  provided  in  the 
proposed  rules  an  optimum  proposal? 
Answer.    No. 
Question.  Why  not? 

Answer.  In  my  experience,  the  method  of  certification  proposed  in  the  rules 
which  requires  licensed  professional  engineers  to  certify  each  piece  of  equip- 
ment is  unnecessary,  and  would  create  excessive  costs. 
Question.  Why  is  that  so? 

Answer.  In  the  first  place,  it  is  unnecessary  to  have  the  Public  Utilities 
Commission  specify  the  operational  parameters  of  the  public  telephone  net- 
work which  station  equipment  must  meet  in  order  to  qualify  for  direct  con- 
nection to  the  network.  The  design  and  performance  standards  of  the  tele- 
phone network  have  never  been  secret.  They  have  been  published  a  number 
of  times  over  the  years  and  are  readily  available.  For  example,  the  Rural 
Electrification  Administration  (REA)  has  published  a  set  of  standards  for 
all  types  of  telephone  equipment  directly  connected  with  the  telephone  network. 
Staff  witness  Bevc  admitted  in  his  testimony  (pages  14-17)  that  his  proposed 
rules  were  taken  from  existing  sources  of  such  information. 

Secondly,  it  is  not  necessary  to  require  that  station  equipment  be  certified 
by  a  licensed  professional  engineer  as  meeting  the  operational  parameters  of 
the  public  network.  Obviously,  if  station  equipment  does  not  meet  the  opera- 
tional requirements  of  the  telephone  network,  it  will  not  serve  the  customer 
properly  and  will  have  no  market.  Therefore,  any  manufacturer  desiring  to 
manufacture  station  equipment  for  connection  to  the  telephone  network  simply 
must  design  and  manufacture  that  equipment  so  it  will  work  properly  with 
transmission,  or  loss  of  capability  to  answer  calls,  would  result  in  failure  of 
the  customer's  equipment  to  operate  properly,  resulting  in  a  customer  com- 
plaint and  a  service  call  to  repair,  the  problem.  Thus,  problems  of  this  nature 
are  self-correcting  in  a  competitive  market,  because  if  certain  makes  of  equip- 
ment do  not  operate  satisfactorily  for  the  customer,  that  equipment  will  not 
sell ;  or  if  the  customer  is  dissatisfied  wih  the  maintenance  of  his  equipment, 
he  will  go  to  another  company  for  service.  In  short,  the  normal  interplay  of 
competition  would  mean  that  the  equipment  and  service  which  was  satisfactory 
to  the  customer  would  survive  in  the  market  and  equipment  and  service  which 
was  unsatisfactory  would  not.  In  addition,  if  trouble  of  a  type  causing  actual 
harm  consisting  of  hazards  to  personnel  or  serious  degradation  of  service  by 
the  network  persisted,  the  protection  of  disconnection  proposed  in  section 
3.6  of  the  proposed  rules  would  apply. 
Thank  you  Mr.  Fitzpatrick. 
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Exhibit   6. — Position   Statement   of  Litton  Systems   Before    California   Puhlic 
Utilities  Commission  Interfaee  Investigation 

Before  the  Public  Utilities  Commission  of  the  State  of  California 

Case  No.  9625  (Filed  October  24,  1973) 

Investigation  on  tlie  Commission's  own  motion  into  the  .promulgation  of  a 
General  Order  providing  for  tlie  procedures  and  standards  to  be  followed 
for  the  interconnection  of  customer-provided  communications  terminal 
equipment  to  the  telecommunications  facilities  of  intrastate  telephone 
utilities. 

Statement  of  Position  of  Litton  Business  Telephone  Systems  Division  of 
Litton  Systems,  Inc.,  Accompanying  Prepared  Testimony  of  Frank  E. 
FiTZPATRicK  Regarding  Relevance  of  Certain  Issues  to  Commission's 
Investigation 

1.  Unlike  PT&T,  whose  prepared  testimony  goes  only  to  the  issue  of  economic 
harm,  Litton  BTS  is  not  submitting  testimony  on  this  issue  for  the  reason  that 
the  issue  of  economic  harm  is  irrelevant  to  this  proceeding. 

The  issue  of  economic  harm  can  involve  only  two  questions:  (1)  whether 
interconnection  is  to  be  completely  prohibited,  or  (2)  if  interconnection  is  to 
be  allowed,  whether  the  existing  tariff  structure  is  to  be  changed  so  as  to 
recompense  the  telephone  companies  for  any  revenues  lost  to  interconnect  com- 
petition. 

The  issue  of  allowing  or  prohibiting  the  interconnect  of  customer-owned  and 
maintained  telephone  terminal  equipment  is  obviously  not  before  this  Commis- 
sion because  that  issue  has  been  preempted  by  the  Federal  Communications 
Commission  and  has  been  decisively  decided  in  favor  of  interconnection.  This 
was  reaffiffirmed  just  recently  by  the  FCC  in  Telerent  LeaMng  Corp.  et  al.. 
Docket  No.  19808.  FCC  74-109  (39  Fed.  Reg.  4942,  February  8,  1974).  In  this 
ruling,  the  FCC  declared  that  it  has  paramount  and  controlling  authority  to 
regulate  interconnection  of  subscriber-furnished  equipment  to  the  public  tele- 
phone network.  The  FCC  also  held  that  any  restriction  on  the  freedom  of  tele- 
phone customers  to  obtain  their  own  systems  from  either  the  telephone  com- 
pany or  non-telephone  company  sources  and  to  interconnect  such  systems  with 
the  telephone  network,  subject  only  to  reasonable  requirements  to  prevent 
harm  to  the  network,  is  in  conflict  with  Federal  policy.  Thus,  the  California 
Public  Utilities  Commission  has  no  authority  over  allowing  or  prohibiting  the 
interconnection  of  customer-owned  and  maintained  equipment  except  when 
such  equipment  causes  actual  harm  to  the  network. 

Since  the  PUC  cannot  completely  prohibit  interconnection  of  customer-owned 
equipment,  all  this  commission  can  do  with  respect  to  economic  harm  is  to 
adjust  telephone  rate  structures  in  the  State  of  California  to  make  up  for 
any  revenues  lost  by  the  telephone  companies  due  to  loss  of  telephone  terminal 
equipment  business  to  interconnect  competitors.  Clearly,  the  question  of  whether 
such  rate  adjustments  are  in  the  public  interest,^  and  how  any  necessary  rate 
adjustment  will  be  made,  is  an  issue  that  is  outside  the  realm  of  this  pro- 
ceeding. 

2.  Litton  BTS  submits  the  attached  prepared  testimony  of  Frank  E.  Fitz- 
patrick  on  the  issue  of  technical  harm  to  the  public  telephone  network  from 
customer-provided  and  maintained  equipment  only  at  the  request  of  the  Com- 
mis.sion  and  of  the  Hearing  Examiner  in  this  case. 

The  submission  of  this  testimony  is  not  an  admission  by  Litton  BTS  that 
it,  or  any  interconnect  company,  has  the  burden  of  proving  that  the  present 
interface  requirements  are  unnecessary  or  unlawful.  To  the  contrary,  the 
California  Supreme  Court  in  its  recent  decision  in  Phonetele  v.  P.U.C.,  11  Cal. 


^  In  view  of  the  evidence  before  this  Commission  showing  the  degree  to  which  PT&T 
loses  money  on  their  telephone  terminal  equipment  business — see  Opening  Brief  of  Litton 
BTS,  dated  February  1.  1974.  in  the  PT&T  general  rate  increase  proceeding  (Applica- 
tion Numbers  .5.3587' and  51774;  Case  Numbers  9504.  950.S^ — it  is  seriously  questionable 
whether  it  is  in  the  public  interest  to  allow  the  telephone  companies  to  stay  in  this 
business  at  such  substantial  expense  to  the  general  ratepayers  in  the  form  of  subsidies 
to  support  the  business. 
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3rd  125  (April  8,  1974)  has  clearly  held  that  the  telephone  utility  has  the  burden 
of  proving  that  the  interface  devices  are  necessary  and  lawful.^  Moreover,  in 
the  Phonetele  decision,  the  Supreme  Court  held  that  a  protective  device  may 
be  required  "only  if  it  is  shown  that  the  instrument  in  question  will  have  a 
substantial  actual  or  probable  adverse  effect  on  the  telephone  network  as  a 
whole.  Thus,  the  Supreme  Court  held  that  the  telephone  utilities  must  show 
that  interface  devices  are  necessary  to  prevent  substantial  actual  or  probable 
harm  before  they  can  require  or  charge  for  such  devices.  11  Cal.  3rd  at  129-130. 
3.  The  standards  established  by  the  California  Supreme  Court  in  the  Phone- 
tele  case,  combined  with  the  fact  that  all  telephone  terminal  equipment — tele- 
phone company-supplied  as  well  as  customer-owned  and  maintained — has  the 
same  potential  for  causing  harm  to  the  telephone  network  (see  attached  ^:esti- 
mony  of  Frank  E.  Fitzpatrick),  require  that  any  certification  program  adopted 
by  the  Commission  must  apply  equally  to  the  equipment  supplied  by  telephone 
utilities  as  well  as  to  equipment  supplied  by  interconnect  companies. 

The  Supreme  Court  in  Phonetele  held  that  the  Commission  may  adopt  stand- 
ards to  prevent  harm  to  the  network  from  customer-owned  equipment,  but 
also  held  that  where  a  ruling  in  favor  of  the  utilities  would  result  in  a  potential 
threat  to  free  competion,  the  Commission  "must  be  particularly  solicitous"  to 
assure  that  its  determination  is  "warranted  by  the  need  to  safeguard  the  tele- 
phone network  as  a  whole."  11  Cal.  3rd  at  132.  It  follows,  therefore,  that  this 
Commission  cannot  apply  to  customer-provided  equipment  a  certification  pro- 
gram which  imposes  a  substantial  burden  of  compliance  unless  the  program 
is  imposed  on  all  equipment  that  has  the  same  potential  for  causing  harm  to 
the  network  "as  a  whole."  Anything  short  of  applying  the  program  to  equipment 
supplied  by  utilities  which  has  the  same  potential  for  causing  harm  to  the  net- 
work would  be  discriminatory  and  unlawful. 

In  this  regard,  it  should  be  noted  that  the  arbitrary  imposing,  or  withhold- 
ing, of  industry  testing  or  certification  programs  with  the  effect  of  restraining 
or  eliminating  competition  is  a  recognized  anticompetitive  practice.  See  Radiant 
Burners,  Inc.  v.  Peoples  Gas  Light  d  Coke  Co.,  364  U.S.  656  (1965)  ;  Associated 
Press  V.  United  States,  326  U.S.  1  (1945)  ;  Structural  Laminates.  Inc.  v.  Douglas 
Fir  Plyivood  Assn.,  261  F.  Supp.  154  (D.  Ore.  1966)  ;  United  States  v.  Johns- 
Manville  Corp.,  259  F.  Supp.  440  (E.D.  Pa.  1967).  The  California  Supreme 
Court  has  held  that  this  Commission  must  consider  anticompetitive  effects  in 
carrying  out  its  responsil)ility  to  act  in  the  public  interest.  Northern  California 
Power  Agency  v.  Public  Utilities  Commission,  5  Cal.  3rd  370,  379  (1971)  ; 
Phonetele,  supra,  at  11. 
Respectfully   submitted. 

Theodobe    F.    Cbaveb, 
Laeby  L.  Yetteb 
Kelley  V.  Rea 
Attorneys  for  Business  Telephone  Systems  Division  of  Litton  Systems,  Inc. 


Exhibit  7. — New  York  Public  Service  Commission  Staff  Report  on  Rochester 
Telephone  Corp.  Interconnect  Device 

State  of  New  Yoek  Public  Seevice  Commission 

June  3,  1974. 
TO :  The  Commission 
FROM :  Communications  Division 

SUBJECT :  Report  on  Rochester  Telephone  Corporation's  Interconnect  Offering 
(Case  26064) 
This  memorandum  is  presented  for  the  information  of  the  Commission.  No. 
action  is  required. 

Opinion  No.  71-18  in  Case  26064,  dated  August  21.  1972,  required  Rochester 
Telephone  Corporation    (RTC)    to  submit  a  quarterly  report  on  the  operation 


2  The  Supreme  Court  stated  :  ".  .  .  since  damage  to  the  telephone  system  has  not  been 
demonstrated,  telephone  subscribers  who  choose  to  use  the  Phonemaster  should  be  per- 
mitted to  do  so  without  incurring  additional  charges  for  connecting  devices."  11  Cal. 
3rd  at  132. 


3800 

and  results  of  the  company's  interconnection  tariff  which  became  effective  on 
February  6,  1973.  This  memorandum  provides  a  review  of  the  operation  and 
results  for  the  first  full  year  plus  two  months  of  the  company's  offering. 

DISCUSSION 

Attached  as  an  Appendix  are  RTC's  most  recent  quarterly  report  for  the 
quarter  ending  March  31,  1974,  and  charts  summarizing  pertinent  data  in  the 
reports.  Chart  #1  shows  the  growth  of  interconnected  lines  with  a  division 
for  lines  equipped  with  NPD's  and  a  division  for  lines  equipped  with  Bell-type 
connecting  arrangements.  It  is  apparent  that  the  preponderance  of  customers 
desiring  to  connect  their  own  equipment  to  the  network  choose  the  NPD 
method  as  opposed  to  Bell-type  connecting  arrangements.  It  also  appears  that 
after  the  first  eight  months  of  the  interconnect  offering  the  growth  rate  of 
interconnect  lines  is  settling  down  to  approximately  eight  (8)  percent  per  quar- 
ter. The  single  largest  increase  in  interconnected  lines  occurred  in  June,  1973, 
when  the  Eastman  Kodak  Company  negotiated  the  purchase  on-premises  tele- 
phone equipment  as  approved  by  tliis  Commission  in  separate  Case  26424.  The 
969  lines  with  interconnected  equipment  are  relatively  insignificant  (0.34%) 
when  compared  to  the  total  289.500  lines  served  by  the  Rochester  Company.  In 
fact,  if  tlie  eight  percent  growth  rate  persists  it  will  be  more  than  five  years 
hence  before  one  percent  of  the  RTC  lines  have  interconnected  equipment.  It  is 
also  interesting  to  note  that,  with  the  exception  of  automatic  answering  de- 
vices (offered  under  a  separate  tariff  provision),  only  five  residence  lines  have 
customer-provided   equipment. 

Conclusions  on  investment,  expense,  and  economic  impact  factors  are  diflBcult 
to  compile  at  this  early  stage  of  experience.  The  Division  is  planning  to  con- 
duct an  economic  impact  study  in  this  area  after  more  data  is  available. 

The  qualitative  measures  of  service  show  no  detrimental  impact  on  the  over- 
all service  provided  by  RTC.  Customer  trouble  reports  are  the  prime  measure- 
ment in  this  area.  In  order  to  provide  comparative  measurements,  and  because 
RTC  does  not  have  a  station  count  on  interconnected  lines,  Chart  #2  presents 
trouble  reports  per  100  lines  rather  than  the  conventional  reports  per  stations. 
One  division  shows  total  company  reports  adjusted  to  remove  station  troubles, 
thus  making  it  more  closely  comparable  to  the  division  showing  reports  on 
interconnect  lines.  This  comparison  shows  that  customer  trouble  reports  to 
RTC  are  lower  on  lines  with  interconnected  equipment  than  on  lines  with  RTC- 
provided  terminal  equipment.  Further,  as  an  overall  indicator,  the  total  com- 
pany customer  trouble  reports  per  100  stations  since  October  1973,  has  im- 
proved upon  the  objectives  stated  in  the  Commission  Service  Standards  in  five 
of  the  six  months  reported  (i.e.  average  4.0). 

The  company  stated  at  the  NARUC  Communications  Committee  investigation 
that  "no  specific  cases  of  improper  signal  levels,  hazardous  voltages  or  impro- 
per line  voltages  have  been  detected  to  date  by  RTC"  and  that  the  company 
is  aware  of  "no  instance  where  a  privately-owned  system  has  failed." 

CONCLUSION 

The  RTC  interconnect  offering,  when  reviewed  using  available  indicators, 
appears  to  be  acceptable  thusfar  to  RTC,  to  its  customers,  and  to  the  other 
parties  involved.  However,  data  is  fragmentary  and  cannot  be  viewed  as  con- 
clusive. The  only  complaints  received  by  the  Division  in  this  matter  have  been 
to  request  implementation  of  the  RTC  method  in  other  telephone  companies. 
We  do  not  believe  that  sufficient  experience  has  been  gathered  to  require  other 
companies  to  use  the  RTC  method. 

The  Communications  Division  will,   of  course,   continue  to  monitor  the  of- 
fering and  report  our  conclusions  and  recommendations  to  the  Commission. 
Respectfully  submitted. 

Roger  L.  Sutliff, 
Chief  System  Planner. 
Approved. 

Neil  A.  Swift, 
Director  of  Communications  Division, 
Attachment : 
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ROCHESTER  TELEPHONE  CORP. 

Quarterly  Interconnection  Report  Number 

(Quarterly  report  dealing  with  operation  and  results  of  Interconnect  tariff  friing  effective  February  6,  1973;  submitted  in 
accordance  with  the  Commission's  Order  in  Case  26064) 

Cumulative  totals 

January        February  March     through  March  31, 

1974  1974  1974  1974 

QUANTITATIVE  MEASURES 

A.  Number  of  lines  interconnected: 

1.  N.P.O,— main  (access)  line— 

a.  Business: 

(1)  Voice-switching  systems 0                 22                   2  484 

(2)  Voice-station  equipment  only 18                 18                  13  163 

(3)  Data.. 1  .-. --  33 

b.  Residence  1  1 

2.  N. P.O.— Extension— 

a.  Business: 

(1)  Voice 71 

(2)  Data 2  3 

b.  Residence 4 

3.  Leased  Channels  for  voice  (2  NPD's  required) 134 

4.  N.P.D.-total  in  service 836                875                893  893 

5.  Bell  type  interface— 

a.  Business: 

(1)  Voice— switching  systems -..  14 

(2)  Voice— station  equipment  only. 0 

(3)  Data - 62 

b.  Residence 0 

6.  Bell  type— Total  in  Service 76                 76                 76  76 

7.  Totailines  with  interconnected  service.. 912                952                969  969 

B.  Investment: 

1.  Equipment  in  service— 

a.  N.P.D  -$309  $2,043  $1,935  $65,799 

b.  Bell  type  interface $876  $641  $1,635  $20,944 

2.  Equipment  inventory  or  held  for  future  use: 

a.  N.P.D $11,418         $12,591  $11,838        

b.  Bell  type  interface $2,408  $3,494  $2,355        

C.  Expense: 

1.  Certification  expense— 

a.  Switching  systems.. $172 $1,586 

b.  Station  equipment $188  $57  $28  $937 

2.  Inspection  expense— 

a.  Initial  installation  inspection: 

(1)  Switching  systems... $87  $1,820 

(2)  Station  equipment.. $126  $54                 $9  $845 

b.  Periodic  inspections... $113                 $8  $580 

3.  Test  desk  expense  on  interconnected  lines— 

a.  Telco  troubles $45  $20  $15  $120 

b.  COAME  troubles $10  $15  $15  $183 

c.  Undetermined  troubles $20  $35  $35  $140 

4.  Repair  expense  (dispatched)  on  interconn.  lines— 

a.  Telco  troubles $136  $310              $105  $1,189 

b.  COAME  troubles.... $44  $105 $825 

c.  Undetermined  troubles $160  $100                $32  $568 

D.  Certification: 

1.  Technical  reviews— 

a.  Quantity  and  man-hours  of  technical  reviews: 

(1)  Switching  systems '1/7.50 UO/69.  50 

(2)  Station  equipment.. '5/3.75         '12/6.50  '1/0.50  '36/39.25 

b.  Charges  made  to  customers: 

(1)  Switching  systems $172 $1,527 

(2)  Station  equipment... $91  $137  $13  $577 

2.  Initial  inspections  for  certification— 

a.  Quantity  and  man-hours  of  initial  inspections: 

(1)  Switching  systems... '1/5.00  '15/91.75 

(2)  Station  equipment '5/7.00         '11/6.25  '1/0.50  '37/51.05 

b.  Charges  made  to  customers: 

(1)  Switching  systems $87 $1,784 

(2)  Station  equipment.. -....         $69  $84  $5  $672 

E.  Periodic  Inspection: 

1.  Quantity  of  periodic  inspections— 

a.  Business 4  1  35 

b.  Residence " 

2.  Incidence  of  trouble  or  non-compliance  found— 

a.  Business 1  i 

b.  Residence - 0 

See  footnotes  at  end  of  table,  p.  3805. 
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ROCHESTER  TELEPHONE  CORP.— Continued 
Quarterly  Interconnection  Report  Number— Continued 


January        February  March 

1974  1974  1974 


Cumulative  totals 

through  March  31, 

1974 


QUANTITATIVE  MEASURES-Continued 

F.  Maintenance  of  Service  Charges: 

1.  Testboard  charges— quantity   of    occurrences    and 

dollars  billed— 

a.  Business  (NPD) --- 

(1)  Main  (access)  line.. 

(2)  Extension  (mixed) 

b.  Residence  (NPD) 

(1)  Main  (access)  line 

(2)  Extension  (mixed). 

2.  Dispatch  charges— quantity  of  occurrences  and  dollars 

billed— 

a.  Business  (NPD) 

(1)  Switching  systems 

(2)  Station  equipment - 

b.  Business  (Bell  type  interface) 

c.  Residence  (NPO)_ 

d.  Residence  (Bell  type  interface). 

G.  Illegal  Connections: 

1.  Number  of  services  suspended  for  non-compliance 

with  tariff 

2.  Number  of  cases  of  decertification  due  to  non-com- 

pliance with  standards.. 

H.  Investment  data-equipment  removed  from  service: 

1.  Account  231- 

a.  Original  cost 

b.  Depreciation  reserve  requirement 

c.  Salvage: 

(1)  Reused 

(2)  Sale  to  customer 

(3)  Junked... _ 

d.  Cost  of  removal -- 

2.  Account  232- 

a.  Original  cost 

b.  Depreciation  reserve  requirement 

c.  Salvage: 


23/$92 


l/$4 


1/$10 


$13,678 
$3,414 


$2,  683 
$1,082 


$1,227 


$1,305 
$548 


$1,  305 


$3,461 
$122 


$4,  499 
$20 


(1)  Reused. 
(2): 


Sale  to  customer. .-. 

(3)  Junked. 

d.  Cost  of  removal 

3.  Account  234- 

a.  Original  cost 

b.  Depreciation  reserve  requirement 

c.  Salvage: 

(1)  Reused - 

(2)  Sale  to  customer 

(3)  Junked 

d.  Cost  of  removal 

4.  Account  242- 

a.  Original  cost 

b.  Depreciation  reserve  requirement 

c.  Salvage: 

(1)  Reused 

(2)  Sale  to  customer 

(3)  Junked .-- 

d.  Cost  of  removal 

Revenue  loss— equipment  removed  from  service. 


$1,175 


J.   Number  of  stations  removed  from  service. 
QUALITATIVE  MEASURES 


$269 
20 


Customer  Reports  per  hundred  lines  COAME  vs.  reports 

per  hundred  lines  Telco  equipment: 
1.  Including  Telco  station  troubles 2.08/7.15 


2.  Excluding  Telco  station  troubles. 

B.  Interconnected  service: 

1.  Total  trouble  reports 

2.  Trouble  in  Telco  facility  or  equipment 

3.  Trouble  in  COAME 

4.  Tested  or  found  OK... 

C.  Use  of  remote  test  feature  (NPD)— number  of  reports 

where  use  of  remote  test  feature: 

1.  Isolated  trouble  to  COAME 

2.  Isolated  trouble  to  Telco  facility  or  equipment. 

3.  Could  not  determine  trouble  location  (including  test 

OK) - — 

See  footnotes  at  end  of  table,  p.  3805. 


2. 08/3. 15 

19 
9 
2 
8 


$188 
72 


2.  42/8. 14 
2. 42/3. 71 


1. 96/7. 42 
1. 96/3.  46 


0 

51/$198 
l/$4 

0 
0 


31/$448 

0 

3/$48 

0 

0 


$1,399,655 
$411,010 

$110,242 

$698, 053 

$96 


$1,654,981 
$11,098 


$1,275,019 

0 

$33,  563 

$63,  478 
$12,418 

$19,409 
0 

$4 
$1,633 

$19,010 
$5,  248 

0 

$1,467 

0 

$4,  680 

$777,612 

15,671 


21. 75/8. 
n.  75/3. 


3805 

ROCHESTER  TELEPHONE  CORP.— Continued 
Quarterly  Interconnection  Report  Number — Continued 


Cumulative  totals 

IVIarch    through  March  31, 

1974  1974 


QUALITATIVE  MEASURE— Continued 
t).  N.P.D.  failures: 

1.  Number  of  occasions  where  NPD  was  source  of 
trouble  requiring—  .    .,„„ 

a.  Replacement  of  components  m  NPD -  0  0  1  5 

b    Complete  replacement  of  NPD 0  0  0  0 

2   Total  hours  lines  out  of  service  as  a  result  of  NPD 

■      failures 0  0  33.75  39.2^ 

E.   Bell  type  interface  failures: 

1.  Number  of  occasions  where  interface  was  source  of 
trouble  requiring— 

a.  replacement  of  components 0  0  0  0 

b.  complete  replacement  of  device 0  0  0  0 

2   Total  hours  lines  out  of  service  as  a  result  of  interface 

failures 0  0  0  0 

1  Man-hours. 

2  Average  reports,  12  months  thru  Mar.  31,  1974. 

3  Hours. 

AFTERXOOX    SESSIOX 

Senator  Hart.  The  committee  will  be  in  order. 

The  next  witness  is  Cyrus  J.  Colter,  former  commissioner,  Illinois 
Commerce  Commission. 

Mr.  Colter,  your  statement  will  be  received  for  the  record.  You 
may  proceed. 

STATEMENT    OF    CYEUS    J.     COLTER,    FORMER    COMMISSIONER, 
ILLINOIS  COMMERCE  COMMISSION 

Mr.  Colter.  Thank  you  very  much. 

[Mr.  Colter's  prepared  statement  appears  as  exhibit  1  at  the  end 
of  his  oral  testimony.] 

Mr.  Colter.  First  of  all,  I  want  to  refer  to  a  matter  raised  this 
morning  by  one  of  the  reporters  during  one  of  the  breaks.  He  asked 
me  how  I  came  to  be  here,  if  A.T.  &  T.  went  to  me  and  asked  me  to 
prepare  some  testimony,  come  down  here,  and  testify. 

I  am  here  on  my  own  initiative.  I  read  about  this  proceeding;  and 
as  a  faculty  member  of  Northwestern  University,  I  had  occasion  on 
a  university  matter  to  talk  with  one  of  the  trustees,  who  happens 
to  be  a  partner  in  Sidlcy  &  Austin  which  represents  A.T.  &  T.  I  asked 
him  what  is  going  on  down  there.  This  is  a  very  disturbing  thing 
to  all  of  us  who  have  been  in  regulations. 

I  was  fortified  in  this  when  I  heard  Mr.  Craver  speak  this  morning 
about  the  attitude  of  Chairman  Ben  Wiggins  of  Georgia,  whom  I 
know  very  well.  I  can  understand  how  he  was  upset.  I  can  hear  him 
say  what  Mr.  Craver  said  that  he  said  about  the  difficulties  he  sees 
in  this  proposal  at  it  relates  to  the  capacity  of  the  State  regulator  to 
deal  with  the  practical  problems  that  he  faces  in  dealing  with  rate 
cases  in  this  State  jurisdiction. 

So  I  Avrote  this  testimony  that  will  be  in  the  record,  wrote  every 
Avord  of  it.  It  is  mv  statement. 
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I  want  to  take  just  a  few  moments  to  describe  for  the  record  what 
a  State  commissioner  goes  through  in  dealing  with  the  rate  case. 
Yon  all  know  that  the  first  task  the  commission  has  is  to  determine 
the  earnings  requirement  of  the  company  before  it;  and  that  tends 
to  be  a  rather  inelastic  procedure,  because  the  statutes  furnish  guid- 
ance on  that  as  construed  by  the  courts :  but  when  that  determination 
has  been  made,  that  is  only  one  part  of  the  problem,  maybe  not  the 
major  part,  because  once  the  number  of  dollars  which  the  company 
must  be  given  in  addition  to  the  gross  revenues  it  is  at  that  time 
experiencing,  deriving  from  its  operation,  it  has  got  the  very  impor- 
tant function  of  determining  where  those  dollars  are  going  to  be 
spread,  from  what  classes  and  categories  of  customers  will  the  com- 
mission require  these  dollars  to  be  raised. 

And  that  is  a  very  real  problem  for  all  State  commissions.  Mr. 
Craver  remarked  at  length  this  morning  about  the  attitudes  that 
he  has  seen  on  the  part  of  some  State  commissions  throughout  the 
country  about  their  disinclination,  as  it  seemed  to  him,  to  disturb 
the  present  situation;  and  I  gleaned — maybe  Mr.  Craver  will  not 
go  along  with  me  on  this — but  I  seem  to  get  the  reaction  from  his 
statement  this  morning  that  there  could  conceivably  be  some  scienter, 
or  some  bad  motives  in  these  attitudes  on  the  part  of  State  com- 
missions. 

It  is  not  at  all.  It  is  a  very  realistic  problem  they  face.  Under  the 
present  system,  a  State  regulator  wants  to  have  some  dollars  to 
play  with,  to  put  it  very  crassly,  when  the  time  comes  to  spread 
these  rates  among  the  various  categories  of  customers. 

His  presentation  this  morning  did  demonstrate  some  cleverness 
and  acumen  on  his  part.  He  chose  a  given  segment  of  an  operation; 
for  instance,  in  this  complex  pricing  picture  there  are  many  types  of 
services  that  a  company  affords  to  its  customers,  both  residents  and 
business  customers.  It  is  perhaps  astute  on  the  part  of  someone 
urging  his  point  of  view  to  look  over  this  whole  picture  and  to  select 
certain  narrow  categories  of  customers  that  may  not  be  charging  the 
customer  what  it  requires  on  the  part  of  the  company  to  furnish 
this  service;  but  I  urge  this  committee,  before  this  record  is  closed, 
to  insist  that  this  record  show  the  complete  cost  of  service  required 
to  give  every  category  of  service,  and  then  make  a  determination 
as  to  whether  or  not  this  board  vista,  whether  or  not  it  can  be  said 
about  this  entire  pricing  picture,  that  netwise,  that  it  is  not  paying 
its  own  way.  I  am  talking  now  about  the  service  that  is  nonresidential, 
because  listening  to  Mr.  Craver  this  morning  it  could  easily  have 
been  deduced  by  this  committee  that  the  main  point  that  State  rejru- 
lators  are  trying  to  get  across  to  this  committee  is  not  true.  What 
people  who  believe  like  me  are  trying  to  get  the  committee  to  see 
is  that  here  is  one  inescapable  result  of  his  proposal :  and  I  am  not 
presmning  to  advise  this  committee  on  the  overall  public  policy 
question  that  it  deals  with  here,  involved  in  S.  1167.  I  merely  am 
trying  to  point  out  to  the  committee  that  there  is  one  inescapable 
result  from  this  proposal :  and  that  is  that  the  State  bodies  in  dealing 
with  the  revenues  and  the  revenues  requirements  of  these  companies 
are  no  longer  going  to  be  able  to  afford  the  "luxury"  that  they  had 
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heretofore  in  trying  to  keep  the  rates  down  for  the  people  who  have 
one  telephone,  for  the  poor  people,  the  blacks,  the  Latinos,  the  aged, 
the  people  on  pensions  who  do  not  have  any  hedges  against  inflation. 

Now,  Mr.  Graver  spoke  this  morning  about  competition  as  if  he 
regarded  it  in  the  same  category  with  motherhood.  We  have  got  to 
be  more  definitive  than  that.  Competition  is  good,  and  it  is  desirable 
in  many  phases;  but  there  are  some  phases,  if  we  are  selective  and 
definitive  about  it,  in  which  competition  can  be  antisocial. 

For  instance,  Mr.  Graver  conceded  this  morning  that  it  was  his 
position  that  there  ought  to  be  total  deregulation;  no  Federal  regu- 
lation, no  State  regulation.  That  would  leave  the  mechanistic  forces 
of  competition  in  charge  of  the  whole  picture. 

It  is  my  firm  belief  that  this  can  operate  in  a  most  heartless  way 
to  the  citizens  of  this  countrj^  who  are  farthest  down  the  economic 
ladder.  They  have  no  one  to  speak  for  them.  Who  is  thinking  about 
the  poor  American  citizen  who  can  barely  make  his  way  now  when  we 
have  this  great  controversy  between  these  giant  corporations; 
A.  T.  &  T.  on  the  one  hand  and  Litton  Industries  and  all  of  these 
other  big  corporations? 

It  is  my  fear  that  the  man  in  the  street  is  going  to  get  caught  in 
the  switches  if  someone  does  not  make  clear  to  the  committee,  which 
must  resolve  these  basic  problems,  that  not  presuming  to  speak  in 
a  way  that  would  dispose  of  the  big  issue — I  repeat  that — but  to  point 
out  and  urge  on  the  committee  that  there  is  at  least  one  area  in 
which  the  pricing  of  telephone  service  to  the  residential  customers 
is  going  to  be  in  a  very  different  posture  than  it  is  now  in. 

I  could  go  into  the  question  of  quality  of  service.  It  is  for  those 
of  you  who  have  traveled  over  the  world,  when  we  think  of  the 
quality  of  telephone  service  that  we  have  here — and  I  speak — anyone 
who  knows  my  record  in  Illinois  would  not  characterize  me  as  a 
tool  of  the  utilities.  They  certainly  don't  think  that. 

But  I  have  no  hesitancy  at  all  in  saying  that  we  in  this  country 
have  the  best  telephone  service  in  the  world. 

Now  if  this  proposal  is  adopted  by  the  Gongress  we  can  be  sure 
of  one  thing :  That  the  Bell  system  is  going  to  be  in  a  very  different 
situation  than  it  is  now. 

Many  people  would  say,  well,  preferably,  we  hope  so;  but  we  all 
must  concede  that  it  is  going  to  be  very  different.  There  will  be  basic 
changes  made. 

All  of  us  who  are  interested  in  this  problem  have  got  to  try  to 
assess  what  the  nature  of  the  changes  are  going  to  be  and  how  the 
public  interest  will  be  affected,  pro  or  con. 

I  am  sure  this  committee  is  going  to  do  that.  I  am  sure  it  is  not 
going  to  rush  into  something  as  important  as  this  simply  because  the 
word  "monopoly"  has  a  bad  connotation.  There  are  good  monopolies 
and  bad  monopolies.  If  someone  were  to  ask  me  the  question :  "Are 
you  in  favor  of  A.T.  &  T.  being  permitted  to  go  on  with  this  terrific 
power  that  it  has  got?"  and  that  sort  of  thing,  I  would  say  I  am 
not  competent  to  give  an  answer  to  that. 

I  am  here  trying  to  urge  certain  points  of  view  on  this  committee 
within  the  very  narrow  role  in  which  I  have  played  in  regulation. 
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Give  me  an  opportunity  to  go  over  these  notes  I  have  scribbled 
here  as  I  listened  to  Mv.  Graver. 

He  speaks  about  the  difficulties  that  these  would-be  competitors 
have  Avhen  they  go  before  the  State  commissions,  and  that  there  is 
evidence  in  the  record  that  in  so  many  cases  the  Bell  companies 
furnish  services  to  business  customers  which  do  not  pay  their  own 
way. 

I  M^sh  the  committee  could  listen  to  some  of  the  intervening  busi- 
ness customers  in  some  of  the  rate  cases  that  are  held  before  the 
State  commissions.  The  business  customers  come  in  and  complain 
bitterly  that  historically  the  commission  has  been  unfair  to  them  in 
burdening  them  with  tliis  distorted  rate  picture.  There  is  much  merit 
in  what  they  say.  The  commission  has  the  problem  of  making  these 
judgments  according  to  what  it  sees  to  be  in  the  public  interest; 
but  nevertheless,  the  business  customers  come  in  and  they  fight 
those  cases  bitterly ;  and  they  complain  that  the  commission  is  biased 
and  that  they  are  imposing  rates  on  them  that  are  burdensome,  that 
are  unfair  aiid  they  exhort  the  commission — ^in  the  spreading  of  these 
rates — to  not  be  so  tough  on  the  business  customer. 

Another  factor  that  I  think  is  important  in  this  is  that  many, 
manv  times  the  Bell  operating  company  itself  complains  that  it 
does  riOt  want  it  to  be  made.  Now  we  have  heard  testimony  this  morn- 
ing to  the  effect  that  the  commissions  tend  to  be  supine  with  the  Bell 
operating  companies,  and  that  it  is  the  Bell  operating  companies  that 
have,  for  all  intents  and  purposes,  the  last  say  on  what  the  rate 
structure  is  going  to  be. 

This,  I  want  to  make  clear  to  the  committee,  is  not  the  case.  Many 
times  the  Bell  operating  companies  themselves  object  to  the  proposals 
that  the  commission  has  in  mind  to  place  many  of  these  required 
dollars  on  the  shoulder  of  the  business  customers. 

I  will  close  by  citing  a  case,  the  last  Bell  case  that  the  Illinois 
Commerce  Commission  decided  before  I  retired  from  the  commission 
in  1973.  Tt  was  a  case  in  which  Bell,  I  think,  asked  for  some  $80  mil- 
lion in  increased  gross  revenues.  The  commerce  commission,  after 
lengthy  hearings,  decided  that  Bell  was  entitled  to  a  rate  increase, 
instead  of  maybe  $8.5  million,  $44  million;  but  not  one  penny  of 
that  increase  of  $44  million  went  to  residential  customers.  For  the 
service  itself — and  I  am  talking  about  the  commodity  charge — not 
one  penny  of  that  $44  million  increase  went  to  household  customers. 

Tt  all  went  to  other  categories  of  service.  It  seems  to  me  that  flies 
in  the  teeth  of  Mr.  Graver's  viewpoint  here  this  morning  that  this 
is  a  terrible  thing  because  the  State  commissions  are  so  supine  and 
so  unable  to  deal  with  patent  evil  like  that.  It  is  not  true. 

So  if  the  volume  of  business  is  taken  away  from  A.T.  &  T.,  if  other 
competition  is  permitted  to  enter  into  this  field,  the  Illinois  Com- 
merce Commission  would  not  have  been  able  to  do  that.  If  it  had 
decided  that  Illinois  Bell  Avas  entitled  to  an  increase  of  ifi44  million 
it  could  not  have  let  the  household  customers  get  away  in  that  sit- 
uation with  no  increase  at  all. 

So  that,  in  a  very  short  period  of  time,  is  how  this  problem  works. 
It  is  a  very,  very  serious  problem.  I  urge  on  the  committee,  when 
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it  oets  to  the  point  where  it  must  resolve  the  overall  basic  public 
policy  question,  that  it  merely  keep  what  I  have  tried  to  urge  here 
in  innul:  that  it  is  a  much  more  difficult  questioii  and  that  it  is  not 
nearly  as  simplistic  as  Mr.  Graver  would  have  you  believe — that  the 
absence  of  competition  is  bad:  therefore,  our  only  job  is  to  examine 
the  record  to  determine  whetlier  or  not  there  is  an  absence  of  competi- 
tion ;  and  if  we  find  that  then  we  oiight  to  extirpate  it. 

Thank  you  very  much. 

Mr.  CiiuistBRis.  Thank  you  very  much. 

Senator  Hart.  Thank  you  for  your  attention. 

The  hearings  will  stand  adjourned  until  9:30  a.m.,  Tuesday, 
July  9. 

[Whereui)on.  at  4:25  p.m.,  the  hearing  was  adjourned,  to  recon- 
vene at  9:80  a.m..  on  Tuesday,  July  9,  1974,  in  room  2228,  Dirksen 
Senate  Office  Building.] 

[The  following  was  received  for  the  record.  Testimony  resumes  on 
p.  3837.] 

:yrATERIAL  RELATING  TO  THE  TESTIMONY  OF  CYRUS  J.  COLTER 

Exhibit  1. — Prrpitrcd  Statement  of  Mi:  Colter 

Statement   of   Cyrus   .7.   Colter.   Former   CoMMissioNr.R.   Illinois   Commerce 
Commission 

Mr.  Clininiian  and  Mcuihers  of  the  Committtp :  ily  name  is  Cyrus  J.  Colter. 
My  address  is  601  East  32nd  Street.  (Miica.L().  lUinois.  I  appreciate  the  oppor- 
tunity to  appear  before  this  honorable  committee.  I  am  here  in  the  interest 
of  consumers — or,  as  some  prefer,  the  average  telephone  user,  or  "the  man  in 
the  street",  or  "the  little  guy."  I  have  had  some  experience  in  this  area  and 
what  I'm  going  to  say  about  such  (pialifications  as  I  may  have  to  be  here 
may  at  first  seem  boasting  but  I  hope  the  Committee  will  understand  my  motive 
is  to  demonstrate  my  long-time  involvement  with  public  utility  customer  pro- 
tection, especially  for  the  customer  far  down  on  the  economic  ladder. 

I  served  four  years  in  the  military  in  World  War  II.  attained  the  rank  of 
Captain  in  tlie  Field  Artillery,  and  saw  combat  in  Italy  in  the  .5th  Army  under 
General  Mark  Clark.  I  am  a  lawyer  by  profession,  and  for  a  time,  both  before 
and  after  military  service,  practiced  law  in  the  black  community  in  Chicago 
until  1950. 

Last  September.  I  became  Professor  of  African-American  Studies  at  North- 
western L^niversity,  Evanston.  Illinois.  To  accept  this  post,  I  resigned,  effective 
July  31,  1973.  as  a  commissioner  on  the  Illinois  Commerce  Commission,  the 
five-member  state  agency  which  regulates  the  public  utility  companies  doing 
business  in  Illinois.  Coming  from  Chicago's  l)lack  community,  which  now  num- 
bers almost  lyo  million  people,  I  was  first  appointed  to  the  Commission  in 
1950  by  the  late  Adlai  E.  Stevenson,  then  Governor  of  Illinois.  I  too  am  a  Demo- 
crat. I  have  served  under  each  Illinois  governor.  Democrat  and  Republican, 
since  that  time — six  in  all.  At  the  time  of  my  resignation,  my  service  had 
spanned  23  years  and  5  months,  the  longest  tenure  a  commissioner  has  had  on 
that  103-year-old  body. 

During  my  years  on  the  Commission  I  carried  out.  in  addition  to  m.y  regular 
duties,  a  number  of  other  governmental  assignments,  nonsalaried  in  nature. 
Mention  of  two  here  will  sulBce.  In  1962  President  Kennedy,  by  executive  order, 
estaltlished  the  Administrative  Conference  of  the  United  States,  whose  mis- 
sion was  to  study  the  administrative  agencies  and  executive  departments  of 
the  federal  government  and  render  a  report.  I  was  appointed  a  member  of 
this  Conference,  which  regularly  held  its  meetings,  plenary  and  committee,  here 
in  Washington.  The  other  assignment  I  shall  mention  came  in  1963  when  the 
Governor  of  Illinois  appointed  me  to  be  CWiairman  of  the  Illinois  Emergency 
Transport  Board.  The  function  of  this  board  is  to  achieve  and  maintain  a  state 
of  readiness  in  the  transportation  industry  in  Illinois  in  the  event  of  a  national 
emergency  or  nuclear  attack. 
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Except  Governor  Stevenson,  all  of  the  governors  in  vv'hose  administrations  I 
served  are  living.  On  my  resignation  from  the  Commission  last  year  (I  was 
serving  my  fifth  .l-year  term — which  runs  to  1976),  each  of  these  gentlemen 
communicated  with  me  to  -commend  me  for  my  state  service  and  wish  me 
well  in  the  academic  world.  The  Attorney  General  of  Illinois,  a  Republican, 
said  in  a  letter  to  me :  "For  more  than  twenty-three  years  you  have  represented 
the  eleven  million  citizens  of  Illinois  by  protecting  their  consumer  interests 
against  overindulgence  by  some  of  the  largest  economic  interests  in  the  world. 
A  debt  of  gratitude  is  due  you  for  an  overwhelmingly  distinguished  record  of 
service  in  the  public  interest." 

The  present  governor,  Daniel  Walker,  on  accepting  my  resignation,  presented 
me  with  a  generous  plaque,  which  read  in  part :  "A  Tribute  to  Cyrus  J.  Colter, 
Commissioner,  Illinois  Commerce  Commission,  from  1950  to  1973.  For  over 
two  decades  you  have  enriched  the  lives  of  the  people  of  Illinois  by  your 
dedication  to  the  highest  principles  of  public  service  and  trust.  In  apprecia- 
tion therefor,  and  on  behalf  of  all  the  people  of  Illinois,  we  gratefully  present 
this  tribute.    (Signed)    Dan  Walker,   Governor." 

Both  the  House  and  the  Senate  of  the  Illinois  General  Assembly — at  the 
behest  of  the  black  members  of  those  bodies — passed  unanimous  resolutions 
commending  me  for  what  the  Senate  termed  "energetic  and  faithful  service 
to  tlie  public." 

I  thank  the  Chairman  for  his  forbearance  in  allowing  me  to  go  into  this 
detail  and  hope  it  hasn't  struck  the  Committee  as  entirely  self-serving.  I 
have  wanted  to  show  that  for  many  years  I  have  been  actively  involved  at 
the  grass  roots  with  some  of  the  questions  the  Committee  faces  in  its  considera- 
tion of  S.  1167.  This  is  especially  true,  I  believe,  of  the  aspect  of  the  inquiry  in- 
volving the  pricing  of  Bell  telephone  service  at  the  state  level.  I've  also  wanted 
to  reassure  the  Committee  I  have  no  axe  to  grind,  no  reproach  to  fear,  no 
favor  to  curry,  in  appearing  here.  The  statement  I  make  here  is  mine.  I  pre- 
pared it.  I  wrote  it.  I  feel  privileged  to  make  it  because  it  assesses  certain  of 
the  proposals  before  you  which,  directly  or  indirectly,  affect  the  ability  of 
state  commissions  to  do  the  difficult  job  of  pricing  Bell  service. 

I  appreciate  the  complexity  of  the  phase  of  these  hearings  dealing  with 
the  Bell  System.  Because  I've  dealt  with  the  issues  only  from  one  state's 
vantage  ground.  I  would  not  dare  presume  to  urge  final  solutions.  My  role  will 
be  limited  to  pointing  out,  based  on  my  experience,  the  areas  of  concern  I 
have  about  some  of  the  proposals  which  have  been  presented  to  this  Committee. 

I  have  known  many  state  regulators  and  have  served  with  twenty-one  of 
them  on  the  Illinois  Commerce  Commission  alone.  Also,  through  meetings  and 
committee  work  in  the  National  Association  of  Regulatory  Utility  Commis- 
sioners (NARUC)  over  the  years,  I've  liad  frequent  contact,  conversations, 
comparison  of  notes,  with  many  more  regulators  across  the  country.  Some  of 
them,  for  whatever  reasons,  have  been  wliat  may  be  called,  for  want  of  a  more 
accurate  expression,  "anti-Bell."  I  stress  some  of  them,  and  I  would  charac- 
terize their  feelings  as  more  suspicious  in  nature  than  hostile.  This  results 
from  a  fear  that  AT&T,  in  watching  the  dividend  performances  of  its  various 
operating  companies,  ma.v  seek  to  make  up  in  the  rate  cases  in  the  so-called 
"fair-treatment"  jurisdictions  earnings  deficiencies  caused  by  the  "unfair" 
treatment  it  thinks  it  received  in  some  of  the  other  jurisdictions.  Accordingly, 
these  regulators  are  watchful  of  other  state  commissions  and  how  they  handle 
their  Bell  companies.  In  this  way  they  try  to  protect  their  states  from  becom- 
ing dupes  of  other  jurisdictions.  I  must  say  I  consider  myself  to  have  been 
one  of  this  group  of  regulators.  Yet,  I  never  thought  of  myself  in  any  real 
sense  as  "anti-Bell" — though,  by  some  of  my  votes  and  dissents,  Illinois  Bell 
Telephone  Company  officials  may  have  on  occasion  so  regarded  me. 

I  say  this  to  try  to  show  that,  regarding  the  Bell  System,  there  was  no 
clear  consensus  among  state  regulators.  This  is  not  to  say,  however,  there  are 
no  areas  of  solid  consensus.  For  instance,  among  generally  all  state  regulators, 
from  what  they  have  learned  from  their  regulatory  experience,  is  the  pervading 
and  to  them  gratifying  belief  that  (1)  Bell  System  service  is  the  best  in  the 
world,  and  has  the  highest  degree  of  availability,  and  (2)  that  while  over  the 
years  prices  on  almost  all  consumer  items  have  greatly  escalated.  Bell  Sys- 
tem charges  to  its  customers,  especially  its  household  customers,  have  lagged 
dramatically  behind.  The  fact  that  both  the  Bell  System  and  the  regulatory 
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community  take  credit  for  tliis  condition  is  of  limited  importance,  for  the 
solid  fact  is  there. 

I  don't  thinic  it's  unreasonable  to  say  that  most  resiulators  want  this  salu- 
tary situation  to  ct)ntinue — good  service  with  wide  availability,  and  reasonable 
rates.  They  believe,  too,  they  know  some  of  the  reasons  this  condition  prevails. 
They  also  think  they  know  what  could  destroy  it.  The  latter  concerns  them 
considerably. 

How  is  Bell  System's  good  service  possible?  There  are  of  course  so  many, 
varied  reasons  that  System  people  themselves  couklu't  isolate  them  all.  Yet 
some  of  the  major  ones  can  rather  clearly  be  seen  if  for  no  other  reason  than 
that  they  are  major.  One  is  that  the  System  is  a  single,  integrated  enterprise 
with  the  sole  mission  of  providing  nationwide  telecommunications  service.  It 
has  its  own  research  and  development  department  where  some  of  the  world's 
best  scientists  are  searching  for  new  and  more  eflBcient  ways  to  provide  servfce. 
It  also  has  its  own  manufacturing  unit  where  the  researches  of  the  scientists 
become  the  actual  hardware  eventually  used  in  rendering  service.  Then  comes 
the  geographical  extension,  the  far-flung  presence,  across  the  country  of  the 
total  carrier  facilities.  Tliese  are  the  System's  Long  Lines  Department  and  the 
twenty-three  regional,  operating  Bell  Telephone  companies.  It  is  a  totally  inte- 
grated system,  a  network,  and  because  of  this  is  able,  in  my  opinion,  to  at- 
tain an  efficiency,  and  a  cost  control,  together  with  a  symmetry  and  logic  of 
effort,  that  an  unintegrated,  indeed  dismembered,  system  could  never  hope  to 
attain. 

The  Bell  System  is  of  course  monopolistic.  But  monopolistic  for  whose  bene- 
fit? Or,  asked  another  way,  is  it  a  bad  or  a  good  monopoly?  Although  having 
observed  the  enterprise  only  through  one  state's  experience,  abeit  it  a  populous 
state's,  I'm  no  less  convinced  that,  on  balance.  Bell's  single,  integrated  opera- 
tion is  overwhelmingly  the  best  arrangement  for  the  greatest  number  of 
ordinary  telephone  users  across  the  country.  This  of  course  is  not  to  say 
it's  the  best  arrangement  for  the  specialized  common  carriers  that  would  like, 
in  certain  selected,  lucrative  areas,  to  compete  with  Bell ;  it's  not  the  best  for 
the  unregulated  makers  of  customer-used  equipment  who  seek  interconnection 
for  their  equipment  into  Bell's  network:  nor  certainly  is  it  best  for  the  special 
interest  entities  that  would  like  to  take  over  Bell's  research  and  development 
efforts  and  its  manufacturing  business.  To  these  people  it  is  in  fact  a  bad 
monopoly.  But,  in  my  opinion,  it's  best  for  the  general  public. 

State  regulators  are  concerned  over  the  threat  to  the  quality  of  service  from 
unrestricted  connection  of  customer-provided  equipment  into  the  System's  net- 
work. I  am  gratified  to  say  that  when  Carterfone  was  pending  before  the  F.C.C., 
the  Illinois  Commerce  Commission  supported  the  NARUC's  po.sition  opposing 
the  authorization  of  any  t.vpe  of  interconnection  not  provided  by  Bell  because 
of  the  threat  to  existing  service  standards. 

But,  as  I  have  already  intimated,  it  is  in  the  vital  area  of  the  pricing  of 
telephone  service  to  the  millions  of  Bell  customers  in  the  various  states  that 
the  state  regulator's  greatest  fears  arise^more  than  ever  when  he  studies  the 
current  proposals  urging  more  competition  in  the  telecommunications  industry. 
This  is  especially  true  of  regulators  who  come  from  the  economically  deprived 
areas  of  their  states  and  who  care  about  the  plight  of  the  poor.  I  realize  there 
may  he  a  question  of  propriety  in  looking  upon  a  commissioner  as  having  a 
special  constituency,  especially  one  based  on  income,  for  his  statutory  respon- 
sibilities are  statewide,  embracing  all  economic  elements  and  interests.  But 
the  practical  fact  of  the  matter  is  that  a  regulatory  bod.v  is  the  creature  of 
the  legislature  and  the  legislators  themselves  do  have  constituencies.  The 
points  of  view  and  predilections  of  these  constituencies,  as  reflected  by  the 
legislators  from  the  area,  the  area  from  which  the  regulator  may  also  come, 
are  often  brought  graphically,  forcefully  to  his  attention.  In  short,  depending 
on  what  general  economic  milieu  he  hails  from,  the  regulator  may  sometimes 
find  himself  articulating  this  concern  rather  than  that,  or  emphasizing  certain 
aspects  of  his  responsibility  more  than  he  does  others.  It  serves  to  remind  us 
that  state  utility  commissions  are  created  to  implement  the  more  basic  legis- 
lative policies  or  tendencies  and  are  in  this  sense  quasi-legislative.  But  this 
is  democracy  at  work  and  needs  no  defense.  It  is  also  a  fact  of  life. 

This  means  not  only  that  the  poor — Blacks.  Latins,  Chicanos,  Appalachians, 
and  others — are  getting  serious  consideration  of  their  problems,  but  also  that 
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the  plight  of  the  chronically  ill  citizens,  and  their  families,  burdened  by  out- 
landish medical  costs,  and  the  pensioners,  with  none  of  the  hedges  against 
inflation,  are  getting  attention.  Directly  or  indirectly,  there  are  many  millions 
of  such  people  affected.  These  are  the  people  who  are  of  primary  concern  to  an 
ever-increasing  number  of  state  regulators  when  they  must  establish  rates  for 
public  utility  service.  Nor  are  they  so  unsophisticated  as  to  be  oblivious  of  the 
real  danger,  despite  its  guise  of  social  benefactor — they  fear  talk  of  competition. 

We  shall  see  in  a  situation  or  two  how  this  works.  In  a  telephone  rate  case, 
the  regulator's  first  task  is  to  ascertain  the  company's  overall  revenue  require- 
ments. The  technique,  though  not  simple,  is  rather  inelastic  in  that  it  is  more 
or  less  fixed  by  statue  as  construed  by  the  courts.  This  requires  that  the  com- 
mission, after  Validating  the  company's  revenue  and  expense  claims,  allow  the 
company,  with  absolute  fairness— this  is  important— the  dollars  of  operating 
revenues  which  will  afford  it  the  opportunity  at  least  to  earn  a  fair  rate  of 
return  on  the  capital  investment  committed  to  public  utility  service.  If  com- 
petition has  dried  up  some  of  the  company's  former  sources  of  revenue,  this 
fact  will  immediately  surface  in  the  form  of  abnormal  revenue  deficiencies,  i.e., 
deficiencies  caused  by  outright  loss  of  business,  or  at  least  by  depressed 
volume  of  business.  The  commission  must  then  as  a  result  raise  its  sights  and 
begin  thinking,  to  some  extent  certainly,  in  terms  of  across-the-board  increases 
— i.e.,  increases  for  everybody — in  order  to  make  up  this  lost  revenue  so  as  to 
meet  the  company's  total  revenue  requirements. 

But  even  after  the  commission  has  cleared  this  first  hurdle,  i.e.,  determining 
revenue  requirements,  it  is  by  no  means,  to  use  the  vernacular,  out  of  the 
woods ;  it  still  isn't  free  of  the  problems  competition  can  make  for  it.  Once  the 
dollar  figure  of  revenue  requirement  lias  been  duly  arrived  at,  the  commis- 
sion stili  faces  tlie  tliorny  question  of  how  it  will  spread  the  dollars  of  re- 
({uirement  among  the  various  categories  of  customers.  This  is  the  crucial  point 
in  the  rate-making  process,  the  point  at  which  the  regulator  needs  all  of  the 
resourcefulness  and  latitude  he  can  muster— plus  the  wisdom  of  Solomon. 

It  too  is  the  point  at  which  social  and  philosophical  considerations  inevitably 
enter  into  the  process.  Much  skill,  plus  the  highest  motivation,  are  required 
of  the  regulator  if  finally  he  is  to  give  effect  to  the  broader,  more  humane, 
public  interest  dictates.  Yet  this  is  also  the  point  at  which  he  encounters  the 
various  proposals  of  special  interest  industries  which,  in  the  guise  of  fighting 
unnatural  monopoly,  in  the  name  of  competition,  and  enhanced  price-earnings 
ratios,  see  opportunities  to  selectively  skim  the  cream  off  certain  of  Bell's 
operations  which  heretofore  have  been  made  use  of  by  the  regulator  to 
moderate  telephone  charges  to  the  average  household  telephone  user. 

These  special  interest  entities  propose,  for  example,  that  the  interconnect 
industry  be  given  free  rein  to  connect  customer-provided  equipment  into  the 
Bell  network;  that  specialized  common  carriers  be  permitted  to  compete  with 
Bell  in  the  furnishing  of  private  line  services  to  the  large,  lucrative  communica- 
tions users :  that  AT&T  be  made  to  spin  off  Western  Electric  and  Bell  Labora- 
tories. Tlie  fears  of  the  state  regulator  are  understandable.  He  sees  that  these 
insistent,  and  highly  selective,  proposals  can  very  well  result  in  killing  the 
goose  that  for  all  these  years  has  been  laying  the  golden  eggs  for  the  "little 
guy."  The  regulator  up  to  now  has  had  at  least  some  latitude  in  setting  rates 
for  the  various  classes  of  customers,  but  if  Bell  is  now  forced  into  a  com- 
petitive situation  with  various  special  interest  industries,  there  is  almost 
certain  to  follow  he  necessity  to  realign  rates  for  the  different  categories  of 
customers,  which  can  only  mean  disproportionate  rate  increases  to  the  poor 
and  other  small  users. 

At  present,  the  state  regulator  is  able  to  design  rates  in  a  way  that  the 
charge  for  the  basic  services — i.e..  for  the  use  of  his  telephone  by  the  average 
householder — is  held  low,  while  other  charges,  such  as  for  terminal  facilities, 
extensions.  PBX's.  etc..  are  kept  higher.  Also,  residential  rates  are  invariably 
kept  lower  than  business  rates.  These  rate  policies  are  not  new,  but  historical, 
and  have  served  the  nation  well. 

But  now  these  new — and  I  can  only  call  them  selfish — interests  have  ap- 
peared with  the  clear  intention  of  under-pricing  in  those  special  areas  in  which 
regulators  have  heretofore  kept  the  prices  higher:  kept  them  higher  in  order 
to  provide  lower,  though  reasonable,  charges  for  the  great  body  of  household 
telephone  users  across  the  country.   Such  competition  may  be  good  for  these 
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special  interest  entities  wliicli  are  not  at  all  averse  to  competing  with  a  regu- 
lated system.  But  it  is  not  good,  in  my  opinion,  for  the  American  public,  espe- 
cially the  part  of  it  which  is  economically  disadvantaged — the  unfortunate.  It 
ties  the  regulator's  hands  as  he  attempts  to  set  rates  which  will  meet  over- 
all public  interest  standards — and  especially  the  needs  of  the  poor,  the  elderly, 
and  the  ill. 

To  allow  selective  entry  into  this  market  by,  for  example,  the  specialized 
common  carrier  can  only  result  in  a  further  dislocation  of  present  tenuous 
regulatory  rate  options.  Regulators  would  then  have  no  choice  but  to  give 
greater  weight  than  formerly  to  the  cost  of  serving  each  class  of  customer, 
with  the  result  that  a  steeper  rate  of  increase  to  the  lower-income  telephone 
user  would  be  inescapable.  Some  may  ask,  "What's  wrong  with  that?  This 
customer  is  only  being  asked  to  pay  his  fair  share — what  it  costs  to  se;rve 
him.'  What,  in  my  opinion,  is  wrong  with  it  is  that  it  lacks  the  input  of 
responsible  government  with  a  social  conscience — without  which  a  government 
will  not  long  be  governing. 

The  Bell  System  is  big.  Moreover,  it  is  run  by  human  beings  and  is  there- 
fore fallible.  Government,  itself  not  infallible,  should  scrutinize  it — constantly. 
Government  regulators  are  responsible  for  the  present  pricing  structure  of 
teleiihone  rates  in  the  interest  of  all  the  people  and,  indeed,  regulators  are  re- 
sponsible for  the  relatively  higher  rates  to  big  business  that  make  the  Bell 
System   so  vulnerable   to   selective   competitors. 

In  addition  to  telephone  rates  themselves,  regulators  are  responsible  for  re- 
viewing the  reasonableness  of  the  profits  of  the  Western  Electric  Company 
and  the  prices  Western  charges  to  the  telephone  operating  companies.  I  would 
deny  the  contention  of  a  witness  who  appeared  before  this  Committee  on 
August  1  of  last  year  (Mr.  Vlachos)  that  regulators  have  confiscated  Western 
eiirnings.  But  I  readily  admit,  and  am  proud  to  admit,  tliat  Mr.  Vlachos  is  cor- 
rect in  his  statement  that  regulation  has  been  effective  in  holding  down 
Western's  profits.  If  Western  Electric  were  divested  from  the  Bell  System,  as 
proi-osed  by  several  witnesses  before  this  Committee,  regulators  would  lose 
their  presently  effective  control  of  Western  profits.  Telephone  rates  would  in- 
evitably rise,  as  Western  prices  and  profits  rise,  for  we  would  have  no  more 
control  over  the  prices  paid  by  a  telephone  operating  company  to  an  un- 
affiliated Western  Electric  than  we  now  have  over  the  price  paid  for  trucks, 
buildings  and  other  purchases  by  the  telephone  companies  from  unaffiliated 
suppliers. 

All  things  considered,  experience  as  a  regulator  has  given  me  the  firm 
opinion  that  it  would  be  contrary  to  the  interest  of  the  public  to  open  up  to 
selective  competitors  the  intercity  private  line  business,  to  allow  interconnec- 
tion into  the  Bell  System  network  by  customer-provided  equipment  and  systems 
manufactured  by  unregulated  competitors,  and,  most  serious  of  all,  to  require 
Bell  to  divest  itself  of  both  its  research  and  manufacturing  arms.  It  should 
not  l>e  overlooked  that  if  the  proposed  action  were  indicated,  and  taken,  we 
shall  be  left  with  a  radically  different  Bell  System  from  that  we  have  known — 
the  System  which,  whatever  its  faults,  gave  us  the  world's  best  telephone  serv- 
ice, with  the  widest  availability  ever,  and,  under  enlightened  regulation  at 
the  state  level,  at  modest  rates.  I  urge  you  gentlemen  to  consider  the  interest 
of  file  general  public — ^\\  telephone  users,  large  and  small — in  your  considera- 
tion of  the  dangerous  proposals  before  your  Committee.  Thank  you,  Mr. 
Chairman. 


Exhibit   2. — Stiidif   of    W.    K.   Jones   Re   Interconnection   of    Customer-Owned 
Equipment  With  Telephone  Network 

Intercoxnectio:n-    of    CT-STO^tER    OwxED    Equipment    With    the    Telephone 

Network 

William  K.  Jones.  Deputy  Chairman  and  Commissioner,  New  York  State  Puh- 
lic  Service  Commission  (Presented  to  a  Seminar  of  the  International  Communi- 
cations Association,  Phoenix,  Ariz.,  January  25, 1973). 

State  regulatory  oflScials  are  not  united  on  a  single  approach  to  the  question 
of  interconnection  of  customer  owned  equipment  with  the  telephone  network. 


3814 

Even  within  a  single  agency — f=ucli  as  the  New  York  Public  Service  Com- 
mission, of  which  I  am  a  member — there  is  a  significant  diversity  of  view- 
points among  the  various  commissioners  and  staff  members.  In  view  of  the 
complexity  of  the  subject  matter,  and  the  substantial  changes  that  may  be 
wrought  by  the  interconnection  of  large  quantities  of  customer  owned  equip- 
ment with  the  telephone  network,  it  is  not  surprising  that  such  a  diversity 
of  viewpoints  has  developed. 

THE  GENERAL  PERSPECTIVE 

Before  discussing  specific  issues,  I  wish  to  touch  on  the  matter  of  general 
outlook,  which  bears  heavily  on  the  way  in  which  specific  issues  are  initially 
presented  and  ultimately  resolved. 

One  point  of  view^ — which  I  will  denominate  the  "free  market"  approach — 
begins  with  the  proposition  that,  as  a  general  matter,  the  economy  will  prosper 
and  the  welfare  of  consumers  will  be  advanced  if  business  firms  are  afforded 
maximum  latitude  in  competing  with  one  another  in  seeking  to  satisfy  the 
needs  and  desires  of  particular  customers.  The  regulation  of  public  utilities  is 
seen  as  an  exception  to  this  general  approach,  an  exception  made  necessary 
by  the  inevitably  monopolistic  character  of  major  aspects  of  public  utility 
operations.  But — say  the  free  market  exponents — the  exception  should  be  no 
broader  than  the  conditions  which  make  it  necessary :  to  the  extent  that  some 
portion  of  a  public  utility  operation  may  be  conducted  under  competitive  con- 
ditions, that  segment  should  be  removed  from  the  regulatory  sphere  and  made 
the  subject  of  customer  choice  among  competing  firms.  The  "free  market" 
.school  of  thought  generally  is  enthusiastic  in  its  endorsement  of  the  Carter- 
fone  decision,  favors  the  liberalization  of  interconnection  standards,  and  views 
as  desirable  the  transition  of  telephonic  terminal  equipment  from  the  regulated 
sector  of  the  economy  to  tlie  competitive  sphere. 

The  opposing  point  of  view — which  I  will  describe  as  the  "traditional  regu- 
latory" approach — begins  with  the  telephone  network  as  it  is  presently  operated 
and  regulated.  It  concludes  that  the  present  system  is  functioning  satisfactorily, 
in  most  if  not  all  aspects,  and  that  any  disruption  of  the  present  system  is 
therefore  more  likely  to  be  harmful  than  beneficial.  Accordingly,  the  "tradi- 
tional regulatory"  attitude  is  generally  hostile  to  the  Carterfone  decision,  Is 
concerned  with  possibly  harmful  technical  and  economic  consequences  which 
may  ensue  if  the  interconnection  of  customer  owned  equipment  with  the  tele- 
phone network  becomes  extensive,  and  is  generally  protective  of  the  status  quo. 

My  own  point  of  view,  in  spite  of  the  fact  that  I  am  a  regulatory  official,  is 
closer  to  the  "free  market"  philosophy  than  the  "traditional  regulatory"  phi- 
losophy. My  outlook  is  strongly  influenced  by  the  beliefs  that : 

(1)  Regulation,  even  when  it  is  functioning  well,  is  less  than  an  adequate 
substitute  f<n-  the  competitive  market  in  encouraging  producers  to  meet  con- 
sumer demands  with  maximum  responsiveness,  efficiency  and  innovation. 

(2)  Regulation,  and  particularly  the  regulation  of  telephone  companies,  often 
does  not  function  well — for  the  reason,  among  others,  that  the  volume  of  work 
to  be  done  simply  exceeds  the  capacity  of  most  regulatory  agencies  to  meet 
the  numerous  and  complex  problems  that  are  presented  in  a  timely  and 
effective  manner.  * 

(3)  Even  when  a  public  utility  (such  as  the  telephone  company)  performs 
reasonably  well,  there  is  no  means  of  making  a  persuasive  showing  that  it 
could  not  have  done  a  better  job.  In  the  absence  of  multiple  producers  who 
provide  a  measure  of  comparison  with  one  another,  regulation  has  an  unavoid- 
able "credibility  gap"  which  is  a  hindrance  to  effective  public  administration. 

Having  made  manifest  my  general  outlook — or  prejudices  if  you  prefer — let 
me  proceed  to  some  of  the  specific  issues. 

TECHNICAL  STANDARDS 

There  is  general  agreement,  among  both  schools  of  thought,  that  the  tele- 
phone network  should  be  protected  from  degradation  resulting  from  the  inter- 
connection of  improperly  designed,  manufactured,  installed  or  maintained  cus- 
tomer owned  equipment.  There  also  seems  to  be  widespread  agreement  that, 
through  use  of  an  interface  device,  an  acceptable  level  of  protection  can  be 
achieved  against  most  kinds  of  technical  harm  to  the  network  and  that,  in  some 
circumstances  at  least,  something  other  than  an  interface  device  will  suffice. 
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The  '"free  market"  exponents  have  tended  to  press  for  greater  reliance  on  certi- 
fication and  inspection  of  customer  owned  equipment,  rather  than  interface  de- 
vices, to  assure  conformity  with  proper  technical  standards.  The  "traditional 
regulatory"  approacli  has  been  to  resist  any  such  movement  and  to  insist  on  the 
continued  presence  of  the  interface  device.  Volumes  have  been  written  on  rela- 
tively narrow  facets  of  the  problem  of  technical  standards,  and  I  could  not 
hope  to  rival  the  extensive  studies  of  others  in  this  field.  However,  I  do  have 
some  general  observations : 

First,  there  is  a  strong  case  for  proceeding  cautiously  in  view  of  the  serious- 
ness of  the  threat  of  degradation  of  the  telephone  network  and  the  great 
diflJculty  of  remedying  a  condition  of  network  degradation  after  substantial 
quantities  of  offending  equipment  are  owned  by  interconnecting  telephone  sub- 
scribers. ^ 

Second,  caution  is  not  synonymous  with  paralysis.  If  certification  is  not  per- 
mitted been  use  its  effectiveness  as  a  safeguard  is  not  proven,  and  if  effective- 
ness of  certification  cannot  be  proven  because  its  use  is  not  permitted,  ob- 
viously we  are  caught  in  a  circle  which  leads  nowhere.  The  solution,  it  seems 
to  me,  is  to  proceed  experimentally  in  limited  areas,  or  with  respect  to  specific 
types  of^apparatus,  and  to  tailor  future  programs  in  light  of  the  experience 
gained  in  tlie  initial  efforts.  The  Fedeml  Communications  Commission,  working 
in  conjunction  with  State  regulatory  officials,  is  concentrating  on  standards 
for  specific  types  of  apparatus  (such  as  PBX  equipment).  The  New  York  Com- 
mission, at  the  behest  of  Rochester  Telephone  Corporation,  is  examining  the 
feasibility  of  a  liberalized  form  of  interconnection  in  a  limited  geographical 
area.  From  the  vantage  point  of  technical  standards.  I  believe  that  such 
piecemeal  moves  are  appropriate  responses  in  an  area  where  both  caution  and 
experimentation  are  necessary. 

Third,  some  care  must  be  taken  in  the  development  of  technical  standards 
to  preclude  their  use,  intended  or  unintended,  for  anticompetitive  purposes.  In 
connection  with  the  recent  Rochester  Telephone  tariff  filing  in  New  York,  sev- 
eral provisions  presenting  a  possibility  of  anticompetitive  abuse  were  con- 
sidered. For  example,  Rochester  Telephone  proposed  to  ban  the  mixture  of 
company-owned  and  customer-owned  terminal  equipment  on  the  same  telephone 
access  line,  advancing  a  justification  related  to  technical  ease  in  testing  for 
equipment  defects ;  the  New  York  Commission  considered  the  justification  to 
be  insufficient  to  pi-eclude  the  severe  limitation  on  customer  flexibility  which 
the  "no  mix"  restriction  VA'Ould  have  imposed.  Further,  Rochester  Telephone 
did  not  propose  to  offer  standard  interface  devices  that  would  obviate  the 
need  to  resort  to  the  Company's  proposal  requiring  certification  and  insiiection 
of  customer  owned  equipment;  some  customers  and  equipment  suppliers  feared 
tliat  Rochester  Telephone,  in  exercising  discretion  with  respect  to  certification 
and  inspection,  might  discriminate  against  customer  owned  equipment  in  order 
to  favor  its  own  equipment  offerings.  The  New  York  Commission  ordered  that 
the  more  commonly  used  interface  devices  be  offered  by  Rochester  Telephone. 
Rut  the  Commission  also  recognized  that  some  discretion  had  to  remain  with 
the  telephone  company  in  allowing  or  disallowing  interconnection  of  customer 
owned  equipment  with  tlie  telephone  network,  and  that  regulatory  surveillance 
would  be  necessary  to  safeguard  against  abuse  of  this  discretion.  As  in  the  case 
of  technical  standards  generally,  some  experience  is  necessary  in  order  to  judge 
the  magnitude  of  these  problems  and  the  most  appropriate  means  of  affording 
protection. 

This  raises  <ine  of  the  main  questions  pertaining  to  certification  and  in- 
snection:  who  is  to  nerform  this  function?  A  regulatory  body,  state  or  federal, 
should  have  the  final  word  on  any  general  policy  issue  concerning  the  propriety 
of  certification  or  inspection.  But  there  is  a  legitimate  question,  in  my  view, 
whetlier  tlie  initial  responsibility  should  be  exercised  by  the  telephone  com- 
pany, in  order  to  centralize  responsibility  for  maintaining  a  high  quality  of 
telephone  service,  or  whether  the  initial  responsibility  should  be  vested  in 
some  independent  testing  organization,  in  order  to  avoid  the  potential  for 
discrimination  by  the  telephone  company  against  terminal  equipment  not  owned 
by  the  telephone  company.  My  present  inclination  is  to  favor  placing  initial 
responsibility  with  the  telephone  company  as  opposed  to  the  independent  test- 
ing organization  because  I  regard  the  centr.ilization  of  responsibility  for  tele- 
phone network  quality  to  be  more  important  than  possible  instances  of  telephone 
company  discrimination  which  might  escape  regulatory  correction.  But  I  am 
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prepared  to  accept  a  different  ordering  of  priorities  if  tlie  problem  of  teleptione 
company  discrimination  proves  to  be  larger  and  less  manageable  than  I  anti- 
cipate. And  it  is  entirely  conceivable  tliat  independent  laboratories  and  type 
certification  may  be  used  for  some  purposes  and  telephone  company  standards 
and  inspections  for  other  purposes. 

ECONOMIC  IMPACT 

Critics  of  extensive  interconnection  of  customer  owned  equipment  with  the 
telephone  network  perceive  several  kinds  of  adverse  economic  impact  upon 
the  telephone  company  and  its  customers  resulting  from  such  interconnection. 
I  will  designate  these  as  the  subsidy  argument,  the  obsolescence  argument, 
and  the  risk  argument. 

(1)  The  suhsidy  argument. — The  subsidy  argument  runs  as  follows:  Tele- 
phone company  charges  for  specialized  terminal  equipment  return  a  higher 
profit  to  the  company  than  telephone  company  charges  for  other,  more  basic 
and  conventional  services.  If  the  extensive  interconnection  of  customer  owned 
equipment  deprives  the  telephone  company  of  the  "high"  return  from  terminal 
equipment,  charges  will  have  to  be  raised  on  other  services  providing  a  "low" 
return  in  order  to  make  up  the  deficit.  In  short,  provision  of  intercoanection 
opportunities  to  the  more  sophisticated  elements  of  the  business  community 
will  occur  at  the  expense  of  residential  and  other  smaller,  more  ordinary  tele- 
phone customers. 

I  do  not  find  the  subsidy  argument  to  be  at  all  persuasive.  Accepting  the 
proposition  that  the  return  on  telephone  company  terminal  equipment  is  higher 
than  the  return  on  basic  services  (despite  some  inadequacies  in  available  data), 
I  hove  the  following  problems:    , 

(a)  It  is  not  clear  to  me  that  users  of  sophisticated  terminal  equipment — 
business,  government  or  other — should  be  subsidizing  other  classes  of  telephone 
users.  If  this  were  a  subsidy  of  some  significance,  I  would  assume  that  various 
participants  in  the  debate  would  have  a  much  clearer  idea  than  has  been  ex- 
pressed to  date  as  to  the  magnitude  of  the  .subsidy  and  its  significance  to 
various  classes  of  supposed  beneficiaries.  Why,  for  example,  should  a  hospital 
in  Harlem,  using  company-owned  terminal  equipment,  be  called  upon  to  sub- 
sidize residential  service  for  a  subscriber  in  Scarsdale? 

(b)  Assuming  that  it  is  desirable  to  subsidize  one  class  of  telephone  sub- 
scribers f>y  charging  higher  rates  to  another  class,  it  is  not  clear  to  me  why 
competition  in  the  terminal  equipment  market  has  to  be  impeded  in  order  to 
accomplish  this  objective.  Business  customers  can  be  charged  higher  access 
rates,  or  other  premium  charges,  if  this  is  considered  good  social  policy — with- 
ovt  regard  to  whose  terminal  equipment  they  may  be  using.  Incidentally,  high 
charges  to  business  users  may  w^ell  be  justified  on  straight  cost  causation 
grounds — because  of  their  contribution  to  peaking  problems  on  telephone 
switching  and  trunking  facilities.  But  the  nature  of  these  higher  charges, 
whether  determined  by  classification  of  customer  or  time  of  usage,  has  only  a 
remote  relation  to  the  presence  or  absence  of  sophisticated  terminal  equipment 
on  the  customer's  premises.  An  entirely  different  kind  of  inquiry  is  needed. 

(c)  As  a  general  matter,  I  consider  subsidies  to  be  poor  public  policy.  More 
often  than  not,  the  beneficiaries  are  other  than  those  intended  to  be  benefited, 
C"  are  persons  for  whom  privileged  treatment  is  hard  to  justify.  And  even 
when  subsidies  are  sound  at  the  time  they  are  initially  conceived,  they  often 
are  difficult  to  remove  after  their  justification  has  been  erased  by  the  passage 
of  time.  Hidden  subsidies  are  even  more  obnoxious,  because  their  covert  charac- 
ter makes  it  even  more  likely  that  their  effects  will  be  less  closely  monitored  and 
that  any  proposed  change  will  be  met  by  fierce  resistance,  which,  as  in  the 
case  of  telephone  terminal  equipment,  appears  to  be  fed  by  fear  of  the  un- 
known. Resistance  to  change,  of  course,  can  mean  resistance  to  progress- 
particularly,  where  the  resistance  is  rooted  in  economic  self-interest  and  is 
impervious  to  any  attempt  at  a  dispassionate  view  of  the  merits.  I  would  re- 
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mind  iliose  who  slough  off  innovations  in  terminal  equipment  as  mere  "luxuries," 
or  gadjietry  of  use  only  to  the  affluent  or  the  business  community,  that  all  of 
the  major  utility  services — gas,  electricity,  telephone — began  as  "luxuries," 
with  only  a  few  visionaries  then  contemplating  the  widespread  use  of  these 
services  by  I  he  ordinary  citizen. 

I  agree  that  every  effort  should  be  made  to  keep  charges  for  basic  telephone 
service  down  in  order  to  encourage  the  universal  availability  of  the  telephone. 
But  I  disiiute  the  proposition  tliat  maintenance  of  a  telephone  company  mo- 
nopoly ()\er  terminal  equipment  is  either  necessary  or  appropriate  for  this 
purpose. 

2.  The  ohxolcsecncc  aroument.- — The  obsolescence  argument  is  both  more 
technical  and  more  practical.  Critics  of  extensive  interconnection  of  customer 
owned  equipment  with  the  telephone  network  fear  that,  in  the  short  run,  tele- 
phone companies  will  find  themselves  with  excessive  inventories  of  terminal 
equipment  supplanted  by  customer  owned  devices,  and,  in  the  long  run.  will 
experience  shorter  service  lives  on  terminal  equipment  because  of  the  more 
ready  substitution  of  customer  owned  equipment. 

With  respect  to  the  short  run.  I  note  that  the  Carterfone  decision  was 
handed'down  over  four  and  one  half  years  ago,  and  there  is  as  yet  no  indica- 
tion that  the  telephone  companies  are  burdened  with  significant  quantities  of 
obsolete  inventories.  Particularly  in  view  of  the  gradualism  which  is  likely  to 
prevail  because  of  the  complexities  intrinsic  in  developing  appropriate  technical 
standards,  I  seriously  doubt  that  the  telephone  companies  will  be  able  to  claim 
surprise  as  to  the  growth  of  customer  owned  equipment  either  now  or  in  the 
near  future.  Most  likely,  the  si'owtli  of  customer  owned  terminal  equipment 
will  be  matched  by  a  reduction  in  the  growth  of  new  telephone  company  term- 
inal equipment,  rather  than  a  sudden  absolute  decline  in  attachments  of  tele- 
phone company  terminal  equipment. 

As  in  the  case  of  central  office  e(iuii)nient,  outside  plant  is  not  affected  signi- 
ficantly by  degree  of  subscriber  use — i.e.,  it  is  not  consumed  by  such  use.  Out- 
side plant  is  replaced  when  it  is  rendered  obsolete  by  growth  or  by  technical 
change  or  when  it  is  destroyed  or  deteriorated  as  a  result  of  exposure  to  the 
elements,  vandalism,  fires,  floods,  and  the  like.  Accordingly,  no  portion  of  outside 
plant  is  allocated  to  customer  nsage  unrelated  to  demand.  The  trunking  por- 
tion is  allocated  to  the  demand- related  aspect  of  general  exchange  purposes. 
The  subscriber  loops  portion  is  allocated  to  the  customer-related  aspect  of 
general  exchange  purposes. 

Allocation  of  the  revenue  requirement  associated  with  outside  plant  among 
various  cost  functions  yields  the  following  results : 

General  ccnnpany  purposes  (1.25  percent) $5,954,000 

Special  services  (12.30  percent) 58,584,000 

Exchange  purposes : 

Demand  related  (15.89  percent) 75,684,000 

Customer  related    (70.56  percent) 336,076,000 

Total    (100   percent) 476,298,000 

C.  Station  (ipparatus  and  connections.  From  Table  4,  it  is  seen  that  $536,699,000 
in  revenue  requirement  is  associated  with  station  apparatus  and  connections.  The 
Cost  of  Service  study  submitted  in  Case  26080  indicates  that  64.04  percent  of 
station  apparatus  and  equipment  is  used  for  special  services  (including  coin 
telephones),  1.93  percent  as  a  result  of  unanticipated  obsolescence — should  be 
written  off  below  the  line  rather  than  recovered  from  telephone  company 
subscribers. 

In  saying  this,  I  do  not  wish  to  fQreclose  the  possibility  of  adopting  a  mid- 
dle course  involving  the  creation  of  a  "floating"  reserve  against  obsolescence, 
w^hich  might  apply  to  a  broad  range  of  telephone  company  terminal  equipment 
offerings,  and  which  might  be  tapped  in  the  event  any  particular  line  of  term- 
inal equipment  became  obsolete  prior  to  the  accrual  of  a  sufficient  deprecia- 
tion reserve  applicable  to  that  particular  line.  The  reserve  would  be  built  by 
small  additional  depreciation  accruals   applicable   to  all   competitive  terminal 
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equipment  offerings,  and,  once  again.  I  would  be  inclined  to  leave  with  tele- 
phone company  management  sub.stantial  discretion  as  to  the  existence  and 
size  of  such  a  reserve — as  long  as  it  is  clearly  limited  in  scope  to  competitive 
product  lines. 

THE  RISK  ARGUMENT 

This  brings  me  to  the  risk  argument.  If  a  substantial  portion  of  the  telephone 
company's  business  is  to  be  exposed  to  competitive  pressures,  will  it  not  be  a 
riskier  business  and  will  this  not  have  an  adverse  impact  on  the  cost  of  raising 
capital  for  all  telephone  company  operations,  competitive  and  non-competitive 
alike?  This  point  appears  to  me  to  have  greater  merit  than  either  of  the 
preceding,  and  in  fact  is  strengthened  by  my  suggestion  that  any  losses  incurred 
as  a  result  of  inadequate  depreciation  reserves  pertaining  to  obsolete  telephone 
company  terminal  equipment  should  be  written  off  below  the  line  rather  than 
charged  to  subscribers  of  non-competitive  services.  Even  so,  the  nature  and 
extent  of  this  risk  should  not  be  exaggerated.  For  although  telephone  company 
investments  in  terminal  equipment  may  be  riskier  than  previously,  the  financial 
soundness  of  the  telephone  utility  should  not  be  threatened.  And  the  degree 
of  risk  associated  with  competitive  terminal  equipment  may  be  held  within 
reasonable  bounds  by  judicious  telephone  company  management,  and,  if  neces- 
sary, by  regulatory  intervention  to  curb  clearly  reckless  courses  of  action  by 
must  be  paid  in  order  to  provide  customers  with  a  choice  among  competitive 
telephone  companies.  But  some  increase  in  risk  is  the  unavoidable  price  that 
suppliers.  Progress  frequently  has  its  price,  and,  in  the  case  of  telephone  term- 
inal equipment,  the  price  to  the  general  telephone  subscriber  is  most  likely 
to  appear  in  the  form  of  a  slightly  higher  cost  of  capital  to  the  telephone 
company.  Yet  even  this  result  is  not  certain.  Much  depends  on  the  course  of 
action  chosen  by  telephone  company  management,  the  success  or  failure  of  such 
action,  the  regulatory  response  in  the  event  of  costly  failures,  and  the  pos- 
sibly offsetting  gain  to  the  telephone  companies  (assuming  extensive  intercon- 
nections of  customer  owned  equipment)  of  having  to  raise  lesser  volumes  of 
capital  in  periods  of  capital  scarcity. 

The  problem  of  economic  impact  has  many  additional  ramifications— the  pos- 
sible need  to  revise  interstate  separations  techniques  and  toll  settlement  ar- 
rangements to  reduce  or  eliminate  reliance  on  telephone  company  terminal 
equipment  investment  in  developing  criteria  for  revenue  requirements ;  the 
possibility  that  some  activities  of  the  telephone  companies,  such  as  mainte- 
nance cr  sales,  may  become  more  or  less  expensive ;  possible  difiiculties  in  lo- 
cating the  source  of  service  deficiencies,  when  either  subscriber  owned  equip- 
ment or  telephone  company  equipment  may  be  at  fault.  Some  of  these  may 
be  proven  to  be  more  troublesome  than  I  presently  anticipate,  and  other  mat- 
ters not  now  thought  to  be  important  may  loom  larger  in  the  future  than  any 
of  the  arguments  that  I  have  discussed.  But  all  change  involves  some  measure 
of  risk.  The  risks  involved  here  do  not  appear  to  be  unusually  large  or  unman- 
ageable, particularly  in  view  of  the  fact  that  the  transition  to  subscriber  owned 
equipment  is  likely  to  be  gradual  and  closely  monitored. 

RESPONSIVE  PRICING 

There  is,  of  course,  the  substantial  prospect  that  telephone  companies,  con- 
fronted with  competition  in  the  terminal  equipment  market,  will  rise  to  the 
challenge  and,  by  providing  appropriate  combinations  of  price  and  quality, 
maintain  a  major  share  of  the  market.  It  would  not  surprise  me  if  this  should 
prove  to  be  the  case.  But  the  response  of  the  telephone  company  to  competition 
in  the  terminal  equipment  market  poses  significant  problems  for  regulators. 
And  unlike  the  questions  of  technical  standards  and  extent  of  permissible  sub- 
scriber interconnection,  where  federally  promulgated  standards  are  likely  to 
be  dominant,  if  not  determinative,  most  responsive  pricing  by  telephone  com- 
panies will  come  in  the  form  of  tariff  filings  with  state  agencies  involving 
intrastate  rates  for  carrier-supplied  terminal  equipment. 


3819 

The  problem,  here,  is  to  walk  a  line  between  permitting  the  telephone  com- 
pany freedom  to  exploit  any  advantage  of  quality  or  price  it  might  have  in 
relation  to  an  independent  equipment  supplier,  while,  at  the  same  time,  pre- 
cluding if  from  relying  on  its  noncompetitive  services  to  subsidize  noncom- 
pensatory pricing  in  tlie  competitive  sector.  We  shall  be  hearing  a  good  deal 
about  incremental  cost  pricing,  and  I  am  inclined  to  agree  that  competitive 
ofterings  should  be  permitted  by  the  telephone  company  at  any  price  that  does 
not  cast  a  burden  on  subscribers  to  monopoly  services.  But  I  am  suspicious  of 
price  justitications  that  assume  that  all  of  the  overhead  of  the  telephone  com- 
pany is  attributable  to  other  traffic  and  none  (or  very  little)  should  be  charged 
to  the  particular  competitive  offering  under  consideration.  In  the  absence  of 
justification  for  a  different  approach,  I  would  insist  that  prices  for  competitive 
as  well  as  noncompetitive  offering  bear  their  pro  rata  share  of  overheads  not 
otherwise  allocable  (in  proportion  to  revenues  in  the  absence  of  some  otiier, 
more  appropriate  standard). 

I  have  already  mentioned  the  need  for  consideration,  in  telephone  company 
pricing,  of  a  reserve  for  premature  obsolescence  of  competitive  equipment.  I 
expect,  furthermore,  that  the  impetus  provided  by  competition  will  greatly 
sharpen  the  analysis  of  costs  for  particular  services  in  the  telephone  industry, 
a  development  which  is  long  overdue.  But  in  doubtful  cases,  I  would  be  inclined 
to  permit  the  telephone  companies  more  rather  than  less  freedom  to  compete 
in  price  with  respect  to  terminal  equipment  offerings. 

In  the  matter  of  i-espousive  pricing,  procedures  can  be  as  important  as  sub- 
stantive standards.  It  is  of  benefit  neither  to  the  telephone  company  nor  its 
■customers  for  a  commission  to  sanction  a  proposed  rate  reduction  on  a  competi- 
tive offering  if,  while  the  legality  of  the  reduction  is  being  litigated,  the  pro- 
posed reduced  rate  is  suspended  for  a  year  or  more.  The  Nevp  York  Commission, 
in  another  case  involving  Rochester  Telephone — in  this  instance,  its  charges 
for  a  competitive  paging  service — expressed  a  policy  which  I  believe  to  be 
appropriate : 

(a)  Suspension  of  a  proposed  rate  reduction  on  a  competitive  offering  should 
be  considered  only  when  "there  is  a  substantial  probability  that  the  rates  are 
noncompensatory"  and  "there  is  a  substantial  danger  that  a  competition  will 
be  eliminated  if  the  reduced  rates  are  put  in  effect."  Unless  both  conditions  are 
met,  the  reduced  rates  should  be  permitted  to  remain  in  effect  while  their 
legality  is  being  scrutinized. 

(b)  If  upon  extended  examination,  it  appears  that  the  reduced  rates  are 
noncompensatory  or  otherwise  improper,  they  may  be  revised  for  the  future. 
The  public  is  adequately  protected  as  long  as  any  revenue  loss  attributable  to 
the  reduced  rates  is  not  permitted  to  be  imposed  on  other  telephone  subscribers. 
This  is  consistent  with  the  view  I  have  previously  expressed  with  respect  to 
reserves  for  obsolescence  of  competitive  equipment,  and  will  increase  the  need 
for  careful  cost  analysis  in  general  rate  proceedings  as  well  as  in  contests 
over  particular  competitive  rates. 

In  sum,  I  consider  it  preferable  to  run  the  risk  of  having  a  telephone  com- 
pany occasionally  charge  a  noncompensatory  rate  than  to  restrict  unduly  the 
ability  of  telephone  companies  to  compete.  Indeed,  since  the  most  critical  fac- 
tors in  determining  the  compensatory  character  of  a  competitive  rate  are  likely 
not  to  be  ascertainable  in  advance  with  any  degree  of  precision — i.e.,  the  extent 
of  market  penetration  to  be  achieved  and  the  rapidity  of  obsolescence  to  be 
experienced — some  noncompensatory  rates  are  a  near  certainty.  But  the  an- 
swer, in  my  view,  is  not  to  encumber  unduly  the  competitive  price  responses 
of  the  telephone  companies,  but  to  assure,  through  careful  cost  analysis  in  gen- 
eral rate  procedings,  that  telephone  company  losses  incurred  in  the  competitive 
sector  are  not  thrust  upon  subscribers  to  monopoly  services.  This  will  increase 
the  risk  to  stockholders,  and  possit)ly  the  cost  of  capital  to  telephone  com- 
panies; but  I  have  previously  indicated  that  I  consider  this  to  be  a  reasonable 
price  to  pay  for  progress  in  the  terminal  equipment  market. 
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CONCLUSION 

I  believe  that  the  competitive  process  can  and  does  bring  progress.  I  concur 
in  the  view  of  the  New  Yorlv  Comniissiun.  expressed  in  the  Rocliester  Telephone 
interconnection  case,  that  "free  competition  will  afford  subscribers  a  wider 
choice  of  eijuipment  suited  to  their  needs,  will  stimulate  innovation  by  increas- 
ing the  number  of  participating  equipment  suppliers,  and  will  promote  reduc- 
tion in  cost,  especially  for  those  subscribers  who  require  equipment  less 
elaborate  than  that  provided  l>y  the  telephone  company."  I  consider  this  to  be 
a  realistic  expectation,  and,  if  the  past  is  any  guide,  innovations  first  developed 
to  serve  the  sf)phisticated  business  user,  or  the  more  affluent  customer,  ulti- 
mately will  be  adapted  to  the  needs  of  the  mass  market  for  the  benefit  of  the 
pultlic  at  large. 

In  the  interim.  I  do  not  consider  that  improvements  in  business  efficiency — 
whether  gained  through  more  effective  use  of  telecommunications  or  other 
appropriate  means — to  be  a  matter  of  small  moment.  Tlie  dispei-sion  of  benefits 
is  sometimes  delayed  by  market  rigidities  or  anticompetitive  practices,  liut  I 
believe  that  over  the  long  run  (and  perhaps  in  the  short  run  as  well)  market 
forces  will  reiiuire  that  independent  e<juipment  manufacturers,  and  the  business 
purchasers  of  Iheir  equipment.  pa.ss  on  to  the  general  public,  through  lower 
prices  or  improved  service,  the  l)enefits  that  rebound  from  greater  innovation 
and  efficiency  in  the  business  sector.  Given  the  economic  climate  both  at  home 
and  abroad,  our  society  urgently  needs  all  of  the  gains  in  productivity  and 
improved  performance  that  our  business  community  can  provide  consistent  with 
other  social  goals. 

TECHNICAL  NOTE 

Attached  is  a  "Preliminary  Memorandum  on  the  Nature  of  Telephone  Com- 
pany Costs."  This  Memorandum  may  be  of  interest  in  considering  problems 
presented  by  the  interconnection  of  customer  owned  equipment  with  the 
telephone  network  because: 

(1)  It  indicates,  in  a  general  way.  the  kind  of  approach  that  might  be  em- 
ployed in  developing  a  cost  of  service  study  for  use  in  evaluating  telephone 
company  pricing  practice.?. 

(2)  With  some  adjustments,  it  indicates  the  extent  of  telephone  company 
operations  likely  to  be  subjected  to  competition  in  the  near  term.  The  28.42% 
of  allocated  telephone  company  revenue  requirements  associated  with  ".special 
services"  encompasses  charges  for  terminal  equipment,  subject  to  competition 
from  private  equipment  manufacturers,  and  charges  for  private  lines,  subject 
to  competition  from  specialized  carriers.  But  "special  services,"  as  used  in  the 
attached  memorandum,  also  includes  coin  telephones.  Yellow  Page  advertising, 
and  residential  extensions,  areas  where  competitive  inroads  are  likely  to  be 
slight.  Deducting  for  these  items  (accounting  for  6.67%  of  allocated  telephone 
company  revenue  requirements)  leaves  21.75%  potentially  subject  to  com- 
petition. 

Preliminary  Memoraxduil  on  the  Nature  of  Telephone  Company  Costs 

Since  previous  telephone  cost  of  service  studies  have  not  proved  very  illuminat- 
ing in  disclosing  the  nature  of  telephone  company  costs,  an  effort  is  made  in  this 
memorandum  to  iniicate,  in  a  tentative  and  preliminary  manner,  what  a  tele- 
phone cost  of  service  study  might  show. 

This  study  draws  principally  on  New  York  Telephone  Company's  Annual  Report 
to  the  Commission  for  1971,  and  a  Cost  of  Service  Study  submitted  in  Case  26080 
by  the  Telephone  Company  (based  mostly  on  1969  data)  at  the  request  of  the 
Commission's  Staff.  The  present  study  attempts  to  answer  this  question  :  On  a 
company-wide  basis,  to  what  extent  are  New  York  Telephone  Company's  costs 
incurred  (a)  to  provide  special  serWces  (b)  to  provide  basic  equipment  to  the 
ordinai'y  subscriber,  (c)  to  provide  facilities  required  to  meet  peak  demands  on 
Company  switching  and  trunking  facilities,  and  (d)  to  permit  use  of  the  telephone 
company  network  by  general  subscribers  in  both  peak  as  well  as  non-peak  periods. 

The  study  concludes  that,  if  the  9.19  percent  of  total  Company  expense  which 
is  not  allocable  to  any  of  the  above  headings  is  placed  to  one  side,  allocable 
Company  expenses  may  be  classified  as  follows  : 
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Percent 

Special   services 2"^.  42 

General  exchange  (iucluding  toll)  : 

Customer  related 31  24 

Demand   related 26.  06 

Use  related II_™_I~I_  14. 28 

The  varions  assumptions  and  estimates  used  in  reaching  these  conclusions  are 
indicated  at  various  points  in  the  study.  The  final  section  sets  forth  a  number  of 
limitations  under  which  this  study  was  prepared,  and  the  types  of  adjustments 
and  refinements  that  would  be  necessary  in  order  to  prepare  a  cost  of  service 
study  which  would  be  helpful  in  judging  the  appropriateness  of  the  Company's 
pricing  policies  in  the  light  of  underlying  costs. 

I.    COMPANYWIDE     FINANCIAL     STATISTICS     FOR     1971      (AS     ADJUSTED) 

Financial  data  for  the  calendar  year  1971.  taken  from  the  Company's  most 
recent  Annual  Report  to  the  Commission,  were  used  as  a  point  of  departure. 
In  order  to  adjust  for  a  depressed  rate  of  return  for  1971  (5.23%),  revenues 
were  increased  $322,205  (adjustment  1)  and  correspondiuir  changes  were  made 
in  expenses  related  to  revenue  or  income:  Acct.  674  (AT&T  license  fee,  adjust- 
ment 2)  ;  Acct.  306  (Federal  Income  Taxes— Operating,  adjustment  3)  ;  and 
Acct.  307  (Other  Operating  Taxes— Revenue  Taxes,  adjustment  4). 

TABLE  1 
|ln  thousands] 


Per  books 

Adjusted 

Pro  forma 

■  $322,  205 
^,222 
s  11,277    ; 

$2,  565,  504 

1,  603,  095 

318,  378 

~  '        (35,698) 

Operating  expenses 

1*599' 873 

Operating  taxes 

Interest  during  construction— Cr 

307,101 
(35,698).._.. 

Balance  for  return  before  Federal  income  taxes  .. 
Federal  income  taxes. _. 

372,023 
94,443 

307,  706 
U47,699 

679,  729 
242, 142 

277,580 

160.  007 

437,  587 

1  Adjustment  revenues  increased. 

2  Adjustment  for  license  fee,  account  674.  fe^ 

s  Adjustment  for  operating  and  revenue  taxes,  account  307. 

*  Adjustment  for  Federal  income  taxes  and  operating,  account  306. 

The  rate  base  for  1971  was  computed  on  the  basis  of  an  average  of  the  balances 
on  January  1,  1971  and  December  31,  1971,  as  shown  in  the  Company's  1971 
Annual  Report  to  the  Commission  : 

Table  2 

[In  thousands] 

Telephone  plant  in  service $6  314  r^jo 

Depreciation   reserve (l' 573* 383) 

Telephone  plant  under  construction '  432  877 

Property  held  for  future  use ~_1"  16*  517 

Accumulated  investment  credit ~_         (70435) 

Deferred  income  taxes 2_I II         (26*  653) 

Material  and  supplies ~"  ~  44'  4^^ 

Prepayments  1 I__III_IIIII  ''(/  954 

Cash  working  capital  ^ gg'  qqq 

Rate   base ___     5,303,522 

1  Cash  working  capital  was  computed  as  follows  ; 

Total  operating  expenses 

Less :  Amortization  and  depreciation 334  07(5  OOO 


Total  operating  expenses ' «ti    con  070  nnn 


Allowance  for  lag  days  ' ^'  ^^^'  ^^^^  O^? 


07 


Cash  working  capital _  cc  o^f.  «f,n 

»  Weighted  requirement  equivalent  to  25.3  days  computed  ln~case26080T" 
39  -887— 74— Pt.  5 70 
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The  pro  forma  balance  for  return  is  equal  to  8.25%  of  the  average  rate  base 
for  1971. 

II.    COMPANY  WIDE   INVESTMENT   ACCOUNTS   FOB    1971 

The  Company's  investment  in  plant,  as  reported  in  its  1971  Annual  Report, 
is  divided  into  a  number  of  plan  accounts  which,  for  present  purposes,  may  be 
grouped  as  follows : 

TABLE  3 
[In  thousands] 

Average  balance 


Depreciation  Average  net 

reserve  plant  balance 


Land  and  buildings  (accounts  211  and  212) $500,444  $118,528  $481,916 

Central  office  equipment  (account  221) 2,302,835  777,370  1,525,465 

Station  apparatus  and  connections  (accounts  231  and  232).-.  1,366,695  204,839  1,161,856 

Large  PBX  (account  234) -  322,431  52,701  269,730 

Outdoor  plant  (accounts  241,  242,  243,  and  244).. 1,590,456  326,174  1,264,282 

Furniture  and  office  equipment  (account  261). 51,626  10,617  41,009 

Vehicles  and  work  equipment  (account  264).... 79,865  21,353  58,512 

Miscellaneous  minor  adjustments  (account  276  and  unallo- 
cated depreciation  reserve) 220  61,801  (61,581) 

Telephone  plant  total. 6,314,572  1,573,383  4,741,189 

Working  capital  (from  table  2) 160,027 


"    Total  net  plant  Inservice  and  working  capital.. 4,901,216 

III.   CAPITAL  ASSOCIATED  KEVENUE  REQUIREMENTS   (COMPANY- WIDE) 

Allocation  of  telephone  plant  in  service  among  different  cost  categories  is 
the  important  initial  step  in  any  meaningful  cost  allocation  study  because,  as 
illustrated  by  the  following  tabulation,  $1,918,007,000  of  the  $2,565,504,000  rev- 
enue requirement  for  1971 — or  almost  75  percent — is  traceable  in  a  fairly  direct 
manner  to  the  Company's  investment  accounts. 

Column  (1)  of  Table  4  is  the  revenue  required  from  each  investment  category 
in  order  to  provide  the  balance  required  for  return  and  federal  income  taxes. 
From  Table  1  it  is  seen  that  companywide  revenues  required  for  return  and 
federal  income  taxes,  less  credit  for  interest  during  construction,  is  $644,031,000. 
From  Table  3  it  is  seen  that  the  sum  of  telephone  net  plant  in  service  in  1971, 
plus  an  allowance  for  working  capital,  is  $4,901,216,000.  The  ratio  of  the 
stated  revenue  requirement  to  this  investment  is  13.14  percent.  The  figures  in 
Column  (1)  of  Table  4  are  derived  by  multiplying  each  average  net  plant 
balance  in  Table  4  by  13.14%.  Allocation  of  income  taxes  may  be  subject  to 
further  refinement  not  undertaken  in  this  study. 

Column  (2)  of  Table  4  is  depreciation  expense  associated  with  each  of 
the  investment  accounts.  These  figures  are  taken  from  the  Company's  1971 
Annual  Report  to  the  Commission. 

Column  (3)  of  Table  4  is  repair  and  maintenance  expense  associated  with 
each  of  the  investment  accounts.  The  figures  are  taken  from  the  Company's 
1971  Annual  Report  to  the  Commission.  The  single  figure  given  in  the  Report 
for  "Repairs  of  Station  Equipment"  ($166,841,000)  was  divided  between  "Sta- 
tion Apparatus  and  Connections''  and  "Large  PBX"  in  proportion  to  the  capital 
balances  in  the  two  accounts.  "Test  Desk"  expenses  were  included  under  out- 
side plant  and  expenses  of  "Maintaining  Transmission  Power"  were  Included 
under  central  ofllce  equipment.^ 


1  A  more  refined  study  would  classify  "Test  Desk"  expenses  specifically  in  accordance 
■with  the  cause  for  their  incurrence  :  outside  plant ;  station  apparatus  and  connections ; 
large  PBX  ;  and  perhaps  central  office  equipment. 
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Column  (4)  of  Table  4  is  the  relief,  pension  and  social  security  expense  asso- 
ciated with  the  wages  included  in  the  repair  and  maintenance  expense  of 
Column  (3).  In  1971,  relief  and  pension  expense  amounted  to  $142,162,000. 
Social  security  payments  charged  to  operating  expenses  amounted  to  $31,313,000. 
Total  payroll  charged  to  operating  expenses  during  1971  was  estimated  at 
$7.j8,000,6oO.  The  sum  of  relief,  pensions  and  social  security  payments  ($173,- 
47r..0U0)   divided  by  total  payroll  is  22.89  percent. 

From  the  cost  of  service  study  submitted  in  Case  26080,  it  appears  that  the 
following  proportions  of  various  repair  and  maintenance  accounts  are  wages 
and  salaries.  When  these  proportions  are  multiplied  by  22.89%,  the  resulting 
percentage  may  be  applied  to  the  repair  and  maintenance  figures  in  Column 
(3)  in  order  to  derive  the  appropriate  charges  for  relief,  pensions  and  social 
security :  > 


Proportion 

charged  to 

wages  and 

salaries 


IVIultlplied 
by  22.89 
percent 


Outside  plant 

Test  desk  (associated  with  outside  plant) 

Central  office  equipment -.- 

Station  equipment  (also  used  for  large  PBX) 

Buildings  and  grounds 

Unallocated 


$71.32 

16.33 

88.53 

20.26 

74.37 

17.02 

60.23 

13.79 

32.88 

7.53 

54.82 

12.55 

Column  (5)  of  Table  4  is  ad  valorem  taxes  associated  with  each  of  the  invest- 
ment accounts.  From  the  Company's  1971  Annual  Report,  ad  valorem  taxes 
charged  to  operations  amounted  to  $195,920,000.  Net  telephone  plant  in  service  in 
1971  (exclusive  of  furniture,  ofiice  equipment,  vehicles  and  other  equipment) 
totaled  .$4,464,668,000.  The  ratio  of  ad  valorem  taxes  to  property  subject  to  tax 
is  4.22  percent.  Application  of  this  percentage  to  the  pertinent  property  accounts 
in  Table  3  yields  the  results  in  Column  (5)  of  Table  4.^ 

Column  (6)  of  Table  4  divides  the  operating  rents  paid  by  the  Company  in 
1971  among  appropriate  investment  accounts.  These  expenditures  were  for  the 
use  of  property  of  others  in  lieu  of  the  Company's  own  property. 

Column  (7)  of  Table  4  is  the  sum  of  amounts  included  for  each  investment  ac- 
count in  columns  (1)  through  (6). 

Column  (8)  of  Table  4  is  the  additional  revenue  required  for  the  AT&T  license 
fee  (based  on  gross  revenues)  and  revenue  taxes  associated  with  the  revenue 
requirements  summarized  in  Column  (6).  The  amounts  are  computed  as  follows  : 

License  fee  (1971  annual  report) $21, 159,  000 

Pro  forma  adjustment  (table  1) 3,  222,  000 

Revenue  taxes  (1971  annual  report) _ 79, 191,000 

Pro  foi-ma  adjustment  (table  1) 11,277,000 

Total  114,  849,  000 

Pro  forma  1971  gross  revenues  (table  1) 2,565,504,000 

Total  revenue-related  expenses 114,  849,  000 

Gross  revenues  less  revenue-related  expenses 2,  450,  655,  000 

Note.— Ratio  to  be  applied  to  column  (7)  is  114,849,000,  over  2,450,655,000 
equals  4.69  percent. 

Column  (9)  of  Table  4  provides  the  total  revenue  requirement  associated  with 
each  group  of  plant  accounts. 


a  Property  taxes  are  more  closely  related  to  gross  plant  than  to  net  plant,  but  any 
distortion  resulting  from  use  of  net  plant  probably  is  not  significant. 
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IV.    ALLOCATION  OF  COMPANY-WIDE  CAPITAL-ASSOCIATED  REVENUE  BEQUIBEMENTS 

From  the  preceding  table  it  is  seen  that  $1,918,007,000  of  the  Company's 
1971  revenue  requirement  is  associated,  in  a  rather  direct  manner,  with  various 
capital  plant  accounts.  Using  data  i)rovided  in  the  Cost  of  Service  study  sub- 
mitted in  Case  26080,  it  is  possible  to  allocate  this  revenue  requirement  among 
broad  classes  of  cost  categories :  general  company  purposes ;  special  services ; " 
and  general  subscriber  service,  subdivided  into  (a)  customer-related  costs  (costs 
associated  with  the  addition  of  customers  without  regard  to  customer  usage), 
(b)  use-related  costs  (co.sts  related  to  customer  usage  without  regard  to  when 
the  usage  occurs)  and.  (c)  demand-related  costs  (cost  related  to  customer 
usage  during  periods  of  peak  demand).  Some  costs  are  not  susceptible  to  such 
classiiication  at  this  stage ;  they  are  reserved  for  future  disposition  in  con- 
junction with  categories  of  revenue  requirements  not  primarily  associated 
with  Company  investments. 

A.  Ventral  Office  Equipmcni. — From  Table  4,  it  is  seen  that  $619,447,000  in 
revenue  requirement  is  associated  with  central  office  equipment.  The  Cost  of 
Service  study  submitted  in  Case  26080  indicates  that  6.77  percent  of  such  equip- 
ment is  used  for  specialized  services,  2.0.5  percent  for  general  company  purposes, 
and   the  remaining  91.18  percent  for  general  exchange  purposes. 

Central  oflice  equipment  is  not  significantly  affected  by  degree  of  subscriber 
use — i.e.,  it  is  not  consumed  l»y  such  use.  Such  equipment  is  replaced  when  it 
is  rendered  obsolete  by  growth  or  by  technical  change  rather  than  as  a  con- 
sequence of  deterioration  attributable  to  usage.  Accordingly,  no  portion  of 
central   office  equipment  is  allocated  to  customer  usage  unrelated  to  demand. 

Obviously,  the  most  critical  feature  affecting  the  design  of  central  office 
equii)ment  is  the  volume  of  switched  traffic  under  conditions  of  peak  demand. 
However,  some  aspects  of  central  office  design  (main  frame  and  customer 
terminals)  are  related  to  the  number  of  customers  served  by  the  central  office. 
In  tlie  absence  of  more  detinitive  information,  it  is  assumed  that  80  percent 
of  the  general  exchange  portion  of  central  office  equipment  is  demand-related 
(72.94%  of  total)  and  20  percent  of  the  general  exchange  portion  of  central 
office  equipment  is  customer-related    (18.24%  of  total). 

Allocation  of  the  revenue  requirement  associated  with  central  office  equip- 
ment among  various  cost  functions  yields  the  following  results: 

General  company  purposes   (2.05  percent) 12,699,000 

Special  services  (6.77  percent) 41,936,000 

Exchange  purposes : 

Demand  related  (72.94  percent) 451,825,000 

Customer  related  (18.24  percent) 112,987,000 

Total  (100.00  percent) 619,447,000 

B.  Outside  Plant. — From  Table  4,  it  is  seen  that  $476,298,000  in  revenue  re- 
quirement is  associated  with  outside  plant.  The  Cost  of  Service  Study  submitted 
in  Case  26080  indicates  that  15.89  pei'cent  of  outside  plant  is  used  for  trunking 
puiposes,  70.56  percent  is  used  for  subscriber  loops,  12.30  percent  is  used  for 
specialized  services  and  1.25  percent  is  used  for  general  company  purposes. 

As  in  the  case  of  central  office  equipment,  outside  plant  is  not  affected  signifi- 
cantly by  degree  of  subscriber  use — i.e.,  it  is  not  consumed  by  such  use.  Outside 
plant  is  replaced  when  it  is  rendered  obsolete  by  growth  or  by  technical  change 
or  when  it  is  desti'oyed  or  deteriorated  as  a  result  of  exposure  to  the  elements, 
vandalism,  fires,  floods,  and  the  like.  Accordingly,  no  portion  of  outside  plant  is 
allocated  to  customer  usage  unrelated  to  demand.  The  trunking  portion  is  al- 
located to  the  demand-related  aspect  of  general  exchange  purposes.  The  subscriber 
loops  portion  is  allocated  to  the  customer-related  aspect  of  general  exchange 
purposes. 

Allocation  of  the  revenue  requirement  associated  with  outside  plant  among 
various  cost  functions  yields  the  following  results  : 

General  company  purposes  (1.25  percent) 5,954,000 

Special  services  (12.30  percent) 58,584,000 

Exchange  purposes : 

Demand  related  (15.89  percent) 75,684,000 

Customer  related    (70..56  percent) 336,076,000 

Total  (100.00  percent) 476,298,000 

3  For  purposes  of  this  study,  as  indicated  hereafter,  "special  services"  Include  private 
line  !<ervices,  vertical  services,  Yellow  Pages  and  coin  telephone. 
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C.  station  Apparatus  and  Connections. — From  Table  4,  it  is  seeu  tliat  $536,- 
699,000  in  revenue  requirement  is  associated  with  station  apparatus  and  connec- 
tions. The  Cost  of  Service  study  submitted  in  Case  26080  indicates  that  64.04 
percent  of  station  apparatus  and  equipment  is  used  for  special  services  (includ- 
ing coin  telephones),  1.93  percent  is  used  for  general  company  purposes,  and 
34.03  percent  is  used  for  ordinary  exchange  purposes. 

As  in  the  case  of  central  office  equipment  and  outside  plant,  station  apparatus 
and  connections  are  not  affected  significantly  by  subscriber  use — i.e.,  they  are 
not  consumed  by  such  use.  Station  apparatus  and  equipment  are  replaced  vphen 
rendered  obsolete,  or  when  damaged  (for  reasons  normally  unrelated  to  degree 
of  use),  or  when  the  subscriber's  requirements  change.  Accordingly,  no  portion 
of  this  investment  is  allocated  to  customer  usage  unrelated  to  demand.  Obviously, 
the  costs  involved  are  customer-related  in  that  they  are  incurred  without  regard 
to  the  extent  or  timing  of  customer  usage. 

Allocation  of  the  revenue  requirement  associated  with  station  apparatus  and 
connections  among  the  various  cost  categories  yields  the  following  results : 

General  company  purposes  (1.93  percent) 10,358,0.00 

Special  services  (64.04  percent) 343,702,000 

Exchange  (customer  related)    (34.03  percent) 182,6.39,000 

Exchange  (customer  related)    (34.03  percent) 182,639,000 

Total  (100.00  percent) 536,699,000 

D.  Large  PBX's.— From  Table  4,  it  is  seen  that  ^107,062,000  in  revenue  re- 
quirement is  associated  with  large  PBX's.  The  Cost  of  Service  study  submitted  in 
Case  26080  indicates  that  96.46  percent  of  large  PBX's  are  employed  for  special 
services  and  3.54  percent  for  general  company  purposes.  Accordingly,  the  revenue 
requirement  associated  with  large  PBX's  is  allocated  among  the  various  cost 
categories  as  follows : 

General  company  purposes  (3.54  percent) 3,790,000 

Si>ecial  services  (96.46  percent) 103,272,000 

Total  (100.00  percent) 107,062,000 

E.  Land  and  Buildings. — From  Table  4,  it  is  seen  that  $147,894,000  in  revenue 
requirement  is  associated  with  land  and  buildings.  The  Cost  of  Service  study 
submitted  in  Case  26080  indicates  that  14.05  percent  of  Company  land  and  build- 
ings is  used  for  general  company  purposes,  .'3.49  percent  is  used  for  operator 
quarters  and  general  traffic,  4.35  percent  is  u.sed  by  the  commercial  department, 
2.89  percent  is  used  for  revenue  accounting,  3.16  percent  is  used  for  garages, 
storage  areas  and  the  like,  and  72.06  percent  is  used  for  central  office  equipment. 
Investments  in  space  used  for  operator  quarters  and  general  traffic,  for  the  com- 
mercial department,  and  for  revenue  accounting  are  reserved  for  future  disposi- 
tion. The  space  used  for  garages,  storage  and  the  like  is  considered  to  be  sup- 
portive of  outside  plant  and  is  assigned  on  the  same  basis  as  outside  plant  (1.25% 
general  company  purposes.  12.30%  special  services,  15.89%  demand-related  ex- 
change purposes,  70.56  customer-related  exchange  purposes).  The  space  used  for 
central  office  equipment  is  assigned  on  the  same  basis  as  the  central  office  equip- 
ment (6.77%  general  company  puii^oses,  2.05%  special  services,  72.94%  demand- 
related  exchange  purjioses,  18.24%  customer-related  exchange  pur^joses). 

The  initial  computation  is  as  follows  : 

General  company  purposes  (14.05  percent) 20,  779,  000 

Operator  quarters,  etc.  (3.49  percent) 5, 162,  000 

Commercial  Department  (4.35  percent) 6,  433,  000 

Revenue  Accounting  (2.89  percent) 4,  274,  000 

Garages,  storage,  etc. : 

General  company  purposes  (0.04  percent) 59,  000 

Special  services  (0.39  percent) 577,000 

Exchange  (demand)    (0.50  percent) 740,000 

Exchange  (customer)   (2.23  percent) 3,298,000 

Central  office  equipment : 

General  company  purposes  (1.48  percent) 2, 189,  000 

Special  services  (4.88  percent) 7,217,000 

Exchange  (demand)    (52.56  percent) 77,733,000 

Exchange  (customer)   (13.14  percent) 19,433,000 

Total  (100.00  percent) 147,894,000 

Combining  similar  allocations,  the  revenue  requirement  associated  with  laud 
and  buildings  is  allocated  among  the  various  cost  categories  as  follows : 
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General  company  purposes  (15.57  percent) 23,027,000 

Special  services  (5.27  pei-cent) '<'<  "*>4,  000 

Exchange : 

Demand  related  (53.06  percent) 78,473,000 

Customer  related  (15.37  percent) 22,  731,000 

Reserved : 

Operators  quarters,  etc.  (3.49  percent) 5, 1G2,  000 

Commercial  department  (4.35  percent) 6,433,000 

Revenue  accounting  (2.89  percent) 4,  274,  000 

Total  (100.00  percent) 147,894,000 

F.  Furniture  and  Office  Equipment.— From  Table  4,  it  is  seen  that  $7,869,000 
in  revenue  requirement  is  associated  with  furniture  and  office  equipment.  The 
Cost  of  Service  study  submitted  in  Case  26080  indicates  tliat  25.5%  of  furniture 
and  office  equipment  is  used  for  general  corporate  purposes,  12.5%  is  used  by  the 
traffic  department,  25.5%  is  used  by  the  commercial  department,  11.4%  is  used 
for  revenue  accounting,  and  24.8%  is  related  to  use  of  company  plant.  The 
portions  related  to  traffic,  commercial  and  revenue  accounting  activities  will  be 
reserved  for  future  disposition.  The  portion  related  to  plant  is  divided  33.0%  to 
central  office  equipment,  45.7%  to  station  apparatus  on  a  per  customer  basis  and 
21.3%  to  outside  plant.  The  portions  assigned  to  outside  plant  and  central  office 
eiiuipment  are  further  subdivided  as  in  the  case  of  land  and  buildings. 

The  resulting  allocations  to  various  cost  categories  are  as  follows  : 

General  company  purposes  (26.03  percent) 2,048,000 

Special  services  (1.20  percent) 95,000 

Exchange : 

Demand  related   (6.81  percent)—. 536,000 

Customer  related   (16.55  percent) 1,302,000 

Reserved : 

Commercial  department   (25.50  percent) 2,007,000 

Traffic  department   (12.50  percent) 984,000 

Revenue  accounting  (11.40  percent) 897,000 

Total   (100  percent) 7,869,000 

G.  Vehicles  and  Work  Equipment.— -From  Table  4,  it  is  seen  that  $8,049,  000  in 
revenue  requirement  is  associated  with  vehicles  and  other  work  equipment.  The 
Cost  of  Service  study  submitted  in  Case  26080  indicates  that  27.3%  of  this  total 
is  work  equipment  which  should  be  divided  in  the  same  proportion  as  outside 
plant.  The  remaining  72.7%  of  the  account  is  vehicles  consisting  of : 

46.8%  vans  (34.02%  of  total) 

22.1%  construction  vehicles  (16.07%  of  total) 

19.6%  supply  trucks  (14.25%  of  total) 

11.5%  passenger  vehicles  (8.36%  of  total) 
The  construction  vehicles  and  half  of  supply  trucks  (23.20%  of  the  total)  are 
assigned  on  the  basis  of  outside  plant. 

The  vans  and  the  other  half  of  supply  trucks  (41.14%  of  the  total)  are  assigned 
to  stations  on  a  per  customer  basis.  Passenger  vehicles  (8.36%  of  the  total)  are 
assigned  to  general  corporate  purposes. 

Making  the  subdivisions  for  the  outside  plant  allotments,  and  combining  similar 
accounts,  the  following  allocations  result : 

General  company  punioses  (8.99  percent) 724,000 

Special  services  (6.21  i>ercent) 500,000 

Exchange : 

Demand  related  (8.03  percent)— J 646,000 

Customer  related  (76.77  percent) 6,179,000 

Total  (100.00  percent) 8,049,000 

H.  Worlcinff  Capital  and  Miscellaneous. — The  working  capital  revenue  require- 
ment of  $22*013,000  and  the  miscellaneous  negative  revenue  requirement  of 
$7,324,000  are  allocated  to  general  company  purposes.  The  working  capital  reve- 
nue requirement  could  be  allocated  more  specifically  to  other  accounts,  but  this 
would  require  an  additional  detailed  analysis  not  considered  necessary  for 
present  purposes. 

I.  Summary. — The  following  table  indicates  the  results  of  allocating  capital- 
associated  revenue  requirements  among  various  cost  categories. 
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V.  ALLOCATION  OF  COSTS    (COMPANY-WIDE)    NOT  PRIMARILY  ASSOCIATED  WITH  CAPITAL 

INVESTMENT 

A  number  of  broad  categories  of  Company  expense  are  not  prmiarily  associated 
with  capital  investment. 

A.  Traffic  Expensefi. — In  1971,  the  Company  incurred  $199,!>22,(X)0  in  traffic  ex- 
penses and  an  additional  $42,559,000  in  associated  relief,  pension  and  social  secu- 
rity payments.  The  latter  figure  is  based  on  the  premise  (derived  from  the  Case 
2G0.S0  Cost  of  Service  Study)  that  93  percent  of  traffic  expenses  are  wages  and 
salaries ;  the  multiple  of  22.89%  for  relief,  pensions  and  social  security,  developed 
in  conjunction  with  maintenance  expense,  was  applied  to  93%  of  this  account. 
To  the  resulting  figure  of  $242,481,000  must  be  added  $11,372,000  to  cover  the 
AT&T  license  fee  and  revenue  taxes  (using  the  4.69%  multiple  previously  ejn- 
ployed),  for  a  total  of  $253,853,000.  From  the  preceding  section  on  capital-related 
revenue  requirements  an  additional  $7,169,000  is  added,  yielding  total  traffic 
expenses  of  $261,022,000. 

The  Cost  of  Service  Study  submitted  in  Case  26080  indicates  that  96.27  per- 
cent of  traffic  expenses  is  allocable  to  exchange  service,  2.13  percent  to  special 
services,  and  1.60  percent  to  general  company  purposes.  If  pul)lic  telephone  ex- 
pense ($600,348  in  1971)  is  classified  as  a  special  .sei-vice  expenditure,  then 
special  service  expense  would  be  increased  by  0.3  percent  (600,348/199.922,000) 
and  general  exchange  expense  would  be  decreased  by  the  same  amount.  The  ex- 
change expense  here  involved  is  considered  to  be  res^^jonsive  to  customer  usage 
without  regard  to  whether  the  usage  occurs  during  periods  of  peak  demand  or 
not.  (Traffic  engineering  is  perhaps  an  exception. ) 

Traffic  expenses  are  allocated  to  the  various  cost  categories  as  follows: 

General  companv  purposes  (1.60  percent) $4,  176,  000 

Special  services  (2.43  percent) 6,  34.3,  000 

Exchange  (usage)  (95.97  percent) 2.50,  503,  000 

Total  (100  percent) 261,  022,  000 

B.  Commercial  Expenses. — The  Company's  1971  Annual  Report  lists  the  fol- 
lowing commercial  expenses. 

Account: 

640 —  General  commercial  administration $20,  909,  000 

642— Advertising 4,  163,  000 

643— Sales  expense 19,  787,  000 

644 — Connecting  company  relations 141,  000 

64.5 — Local  commercial  expenses 78,  252,  000 

648 — Public  telephone  commissions 14,  307,  000 

649— Directory  expenses 49,  030,  000 

650 — Other  commercial  expenses j. 729,  000 

Total  commercial  expenses 187,  318,  000 

From  the  Cost  of  Service  study  submitted  in  Case  26080,  the  wage  components 
of  each  account  can  be  derived,  and,  to  such  wage  components,  the  multiple  of 
22.89%  for  pensions,  relief  and  social  securit.y  can  be  applied: 

Relief,  pensions,  Share  of  total 

Account  Wage  component  Wages   and  social  security  wages 

640 $0.8525  $17,825,000  $4,080,000  $0.1598 

642 .1815  756,000  173,000  .0068 

643 .9062  17,931,000  4,104,000  .1608 

644 .8801  124,000  28,000  .0011 

645 1.8782  68,721,000  15,730,000  .6162 

648 

649 .1171  5,741,000  1,314,005  .0515 

650 .5743  419,000  96,000  .0038 

»  A  clearly  erroneous  figure  given  in  the  case  26080,  cost  of  service  study  was  recomputed  from  other  data  given  in  that 
study. 

The  various  accounts  must  be  increased  by  the  amounts  indicated  for  relief, 
pensions  and  social  security,  by  the  additional  revenues  required  for  the  AT&T 
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license  fee  and  revenue  taxes,  and  by  a  pro  rata  portion  of  the  revenue  require- 
ment associated  v^^itli  the  capital  investment  related  to  the  commercial  department 
(see  Table  5).  The  latter  apportionment  was  made  in  proportion  to  wages. 

[In  thousands  of  dollars] 


Account 

Book 
expenses 

Relief,  pensions, 
and  social  security 

Subtotal 

Revenue 

addition  (4.69 

percent) 

Pro  rata  share  of 

capital-associated 

revenue 

requirement 

Total 

fiin 

20,909 
4,163 
19,787 
141 
78,  252 
14,  307 
49,  030 
729 

4,080 

173 

4,104 

28 

15,  730 

24,989 
4,336 
23,  891 
169 
93, 982 
14,  307 
50,  344 
825 

26, 161 
4,539 
25,011 

177 
98,  390 
14,  978  . 
52,705 

864 

1,185 

51 

1,193 

8 

4,570 

27, 346 

642.. 
643.. 
644.. 
645.. 
648 

Total.... 

4,590 

26,  204 

185 

102,960 

14,978 

649.. 
650.. 

1,314 
96 

382 
28 

53,  087 
892 

187,  318 

25, 525 

212,843 

222.825 

7,417 

230.242 

In  the  case  of  Aect.  649,  Directory  Expenses,  the  Cost  of  Service  study  sub- 
mitted in  Case  26080  indicates  that  56.01%  of  such  expenses  are  incurred  in  pro- 
ducing the  Yellow  Pages  and  the  remaining  43.99%  in  producing  the  White 
Pages.  The  former  amount.  $29,734,000,  should  be  allocated  to  special  services, 
and  the  latter  amount,  $23,353,000,  should  be  allocated  to  exchange  expense  (cus- 
tomer-related). The  allocation  appears  to  omit  aspects  of  the  White  Pages,  such 
as  bold  face  listings,  which  are  in  the  nature  of  sr>ecial  .'services. 

In  accordance  with  the  prior  treatment  of  coin  telephone  as  a  special  service, 
Acct.  648,  Public  Telephone  Commissions,  should  be  allocated  to  special  services — 
in  the  amount  of  $14,978,000.  The  Cost  of  Service  Study  indicates  that  portions 
of  Acct.  640.  General  Commercial  Administration,  Acct.  643,  Sales  Expense,  and 
Acct.  645,  Local  Commercial  Expenses,  also  pertain  to  coin  telephone. 

[in  thousands  of  dollars] 


Account640.. - 4.05  1,108 

Account  643... 4.40  1,153 

Account  645 4.93  5,076 


Total 7,337 


This  amount  also  should  be  allocated  to  special  services. 

The  balance  of  Acct.  640.  General  Commercial  Administration.  Acct.  644, 
Connecting  Company  Relations,  and  Acct.  650.  Other  Commercial  Expenses,  are 
allocated  to  general  company  purposes : 

Account  640  (balance) $26,238,000 

Account  044 185.  000 

Account  650 892,  000 

Total   27,  315,  000 

Acct.  642,  Advertising,  the  balance  of  Acct.  643,  Sales  Expense,  and  the  balance 
of  Acct.  645,  Local  Commercial  Expenses,  are  not  susceptible  to  any  wholly  satis- 
factory form  of  allocation.  However,  some  weight  should  be  given  to  the  fact 
that  these  expenses  tend  to  be  incurred  to  a  disproportionately  greater  extent 
in  connection  with  special  services,  or  services  associated  with  customer  usage 
(such  as  toll  service  and  specifically  billed  message  units),  than  in  connection 
with  ordinary  equipment  rentals.  Accordingly,  in  the  absence  of  any  better  method 
of  allocation,  these  expenses  are  allocated  one-third  to  special  services,  one-third 
to  exchange  (use-related)  and  one-third  to  exchange  (customer-related)  :* 

*This  is  a  sigBificant  deficiency  and  should  be  remedied  in  future  cost  studies,  perhaps 
by  a  sampling  of  the  manner  in  which  the  time  of  commercial  and  marketing  personnel 
is  actually  employed. 
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Account  642 $4,  590,  000 

Account  643  (balance) 2.".  051,  00() 

Account  645    (balance) 07,884.000 

Total  127,  525,  000 

To  special  services 42,509,000 

To  exchange : 

Use   related 42,  508,  000 

Customer    related 42,  508,  000 

Total   127,  525,  000 

To  summarize,  commercial  expenses  are  allocated  to  the  following  cost  cate- 
gories : 

General  company  purposes 27,315,000 

Special   services 94,  558,000 

Exchange : 

Customer  related 65,  861,  000 

Usage  related 42,  508,  000 

Total  230,  242,  000 

C.  Revenue  Accounting  Expense. — Revenue  accounting  expense  was  not  segre- 
gated from  total  accounting  expense  in  the  Company's  1971  Annual  Report.  But 
company-wide  revenue  accounting  expense  in  1969,  prior  to  any  additions,  was 
$.'i4,926,000.  Accounting  expenses  have  been  increasing  significantly,  so  a  1971 
revenue  accounting  entry  of  $60,000,000  probably  would  be  close  to  the  mark. 
Of  this,  62.347o  would  be  wages  according  to  the  Case  26080  Cost  of  Service 
Study,  increasing  the  expense  to  $68,562,000  ( $60,000,000  X. 6234  X. 2289= 
$8,562,000).  A  further  increase  to  $71,778,000  would  be  necessary  to  account  for 
the  AT&T  license  fee  and  revenue  taxes.  Finally,  the  revenue  requirement  as- 
sociated with  pertinent  Company  investment,  $5,171,000  (from  Table  5),  must  be 
added  for  a  total  revenue  accounting  expense  of  $76,949,000. 

The  Case  26080  Cost  of  Service  Study  indicates  that  35.47  percent  of  revenue 
accounting  is  interstate  toll,  9.95  percent  is  intrastate  toll,  0.12  percent  is  tele- 
gram expense,  5.63  percent  is  local  message  expense,  and  48.83  percent  is  "other 
billing  expense."  Of  the  "other  billing  expense,"  13.99  percent  (6.83%  of  the 
total)  was  allocated  to  special  services,  0.80  percent  (0.39%  of  the  total)  was 
allocated  to  exchange  service,  and  the  remaining  85.21  percent  (41.61%  of  the 
total)  was  assigned  to  general  company  purposes. 

Allocation  of  revenue  accounting  expense,  accordingly,  may  be  summarized 
as  follows: 

General  company  purposes  (41.61  percent) .$32,018,  000 

Specal  services    (6.95  percent) 5,348,000 

Exchange   (usage)    (51.44  percent) 39,583,000 

Total  (100.00  iiercent) 76,  949,  000 

D.  Other  Expenses. — The  remaining  expenses  of  the  Company  are  assigned  to 
general  company  purposes : 

General  office  expenses  (other  than  revenue  accounting) $77,  693,  000 

Insurance 277,  000 

Accidents  and  damages 1.  207,  000 

Reconciliation  of  depreciation  expense 164.  000 

Reconciliation  of  balance  for  return,  (rounding  error) 1,000 

Balance  remaining  in  accounts  for  license  fee,  operating  taxes, 

relief  and  pensions 16,  373,  000 

Other  expenses 15,  440,  000 

Expense  charged  construction — credit (12,  114,  000) 

Total  99,  041,  000 

VI.    SUMMARY  OF   ALL   COST  ALLOCATIONS   AND   REVENUE   REQUIREMENTS 

Combining  the  capital-associated  revenue  requirements  (from  Table  5)  with 
the  allocated  exTpenses  not  primarily  associated  with  capital  requirements  yields 
the  following  results : 
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TABLE  6 
[In  thousands  of  dollars] 


Special 
services 

Exchange 

General 
company 

Source 

Customer 
related 

Use 
related 

Demand 
related 

Total 

Capiial    assoclatsd    revanue    require- 
ment         555,883 

Traffic  expenses 6,343  . 

Commercial  expenses                                     94.  558 

661,914  . 

"'250"503'.. 
42,508  _. 
39,583  .. 

607,  164 

73,  289 
4,176 
27,315 
32,  018 
99,  041 

1,898,250 
261,  022 

65,  861 

230, 242 

Revenue  accounting. _-_ 

5,348  . 

76,  949 

99,  041 

Total.. ___ 

._.        662,132 

727,  775 

332, 594 

607, 164 

235,839 

2,  565,  504 

28.  37 

31.24 

23.  67 

25.06 

12.96 

14.28 

9.19 

The  relative  importance  of  tlie  various  cost  categories  may  be  summarized  as 
follows : 

Percent  of  al- 
Percent  of  total  located  costs 

Special  services. 25.81  28.42 

Exchange: 

Customer  related 

Demand  related 

Use  relatad 

General  company 

Total 


If  telephone  revenues  are  to  be  derived  in  proportion  to  allocable  costs  (i.e., 
uiialldcalile  .is:(iieral  company  expense  is  prorated  among  the  other  categories), 
tlien  approximately  :i8.5%  of  telephone  revenues  should  be  derived  from  spe- 
cial services  (private  lines,  vertical  services,  coin  telephones,  yellow  page 
advertising),  approximately  31%  should  be  derived  from  rentals  of  basic  sub- 
scriber equipment  (including  ancillary  charges  for  installations  and  rearrange- 
ments), and  approximately  40.5%  should  be  derived  from  charges  for  use  of 
telephone  equipment  (toll  charges  and  nie.s.sage  units)."  However,  since  demand- 
related  use  charges  are  1.82  times  the  usage  char,ges  unrelated  to  demand,  the 
differential  between  charges  for  calling  during  peak  periods  and  charges  for 
calling  during  off-peak  periods  could  be  substantial. 

Assume,  for  example,  that  $30,000,000  in  costs  ($20,000,000  demand-related 
and  $10,000,000  use-related)  are  incurred  in  handlin.i;  a  total  of  400,000,000  calls 
(an  average  cost  of  approximately  7.3  cents  per  call).  If  the  period  9:00  a.m.  to 
6:00  p.m.  is  the  peak  period  for  telephone  usage  generally,  and  300,000  calls 
are  made  in  that  period,  the  costs  incurred  would  he  $20,000,000  in  demand- 
related  costs  and  $7,500,000  in  use-related  costs  (75%  of  $10,000,000)  or  $27,- 
500,000.  The  cost  per  call  under  these  assumptions  is  9.17  cents.  By  contrast, 
the  total  costs  for  the  off-peak  period  are  only  $2.-500,000  (25%  of  $10,000,000) 
and  the  cost  per  call  is  2.5  cents  per  call. 

However,  not  all  telephone  company  switching  and  trunking  equipment  has 
the  same  peaking  characteristics.  If  the  same  assumptions  are  used  as  in  the 
preceding  example,  except  that  it  is  assumed  that  80%  of  the  company's 
switching  and  trunking  equipment  has  peaks  coincident  with  the  system  peak 
and  the  remaining  20%  has  peaks  which  occur  at  periods  off  the  system  peak, 
the  costs  would  be  as  follows : 

For  peak  period,  $16,000,000  in  demand-related  costs  (80%  of  $20,000,000) 
and  $7,500,000  is  use-related  costs  (75%  of  $10,000,000)  for  a  total  of  23,500.000 
or  7.83  cents  per  call. 


=  Wherp  flat  rates  are  employed,  some  portion  of  the  flat  rate  charge  may  properly  be 
considered  a  charge  for  average  usage  by  flat  rate  customers. 
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Fur  off-peak  periods,  $4,000,000  in  demand-related  costs  (20%  of  $20,000,000) 
and  $2,500,000  in  use-related  costs  (25%  of  $10,000,000)  for  a  total  of  $6,500,000 
or  0.5  cents  per  call. 

The  relative  costs  of  peak  and  oft"-peak  usage  are  dependent,  therefore,  not 
only  on  the  extent  of  demand-related  costs  associated  with  telephone  service, 
hut  also  on  patterns  of  traffic  and  the  extent  to  which  some  portions  of  the 
system  may  have  peaks  different  from  the  remainder  of  the  system.  Further- 
more, differentials  between  peak  and  off"-peak  charges  may  cause  shifts  in 
traffic  which  in  turn  could  require  revisions  in  costs  and  prices  (although  at 
the  same  time  achieving  more  efficient  utilization  of  the  system  as  a  whole). 

One  final  matter  requires  consideration.  Where  charges  are  made  for  a 
"package"  of  telephone  services  {e.g.,  equipment  rental  plus  50  message  units, 
or  equipment  rental  plus  unrestricted  local  calling),  average  usage  of  the 
.subscriber  to  such  a  "package"  should  be  considered  in  order  to  determirie 
whether  all  exchange  costs  (customer-related,  use-related  and  demand-related) 
are  being  met, 

VII.    LIMITATIONS  ON  THE  STUDY 

This  study  was  prepared  to  obtain  an  approximation  of  the  nature  of  tele- 
phone costs  and  to  suggest  a  means  by  which  revenues  might  be  structured  so 
as  to  be  responsive  to  such  costs.  However,  there  are  a  number  of  important 
restrictions  on  the  direct  use  of  the  study. 

( 1 )  Costs  were  considered  on  a  company-wide  basis.  No  effort  was  made  to 
segregate  appropriate  components  for  Interstate  and  intrastate  toll.  It  is 
recognized  that,  for  present  purposes  at  least,  appropriate  components  for 
interstate  and  intrastate  toll  expense  and  investment  should  be  separated  in 
accordance  with  tlie  Or.ark  Plan  of  Separations.  However,  after  such  com- 
ponents are  separated,  the  methodology  here  employed  could  be  used  in  con- 
nection witli  the  investment  and  expense  balances  which  remain  in  order  to 
assess  the  appropriateness  of  special  service  charges,  basic  equipment  charges, 
and  message  unit  charges  during  peak  and  off-peak  periods. 

(2)  Many  of  the  allocations  made  in  this  study  may  have  to  be  revised  (a) 
because  more  recent  data  indicates  different  proportions  than  earlier  data, 
(b)  because  further  analysis  indicates  that  alternate  methods  of  allocation 
would  be  more  appropriate,  (c)  because  actual  data  is  substituted  for  esti- 
mates, or  (d)  because,  in  the  context  of  a  more  detailed  cost  of  service  study, 
greater  refinement  is  feasible  with  respect  to  certain  expense  and  investment 
items  not  attempted  to  be  allocated  (in  whole  or  in  part)  in  this  prliminary 
study.  In  particular,  the  Case  26080  Cost  of  Service  Study  appears  to  make 
inadequate  allocations  to  "special  services"  at  various  points,  a  tendency  aggra- 
vated by  the  treatment  of  coin  telephone  as  a  special  service  in  this  memoran- 
dum I  no  allocations  for  central  office  equipment  or  outside  plant  were  possi- 
ble in  the  case  of  coin  telephone). 

(3)  The  proper  treatment  of  otherwise  unallocable  overhead  (general  com- 
pany expense)  is  always  troublesome.  Hopefully,  this  amount  may  be  reduced 
by  more  intensive  efforts  at  cost  analysis,  including  the  use  of  estimates  where 
appropriate.  F.ut  allocation  of  the  balance  which  remains  as  otherwise  unal- 
locable overhead  will  require  a  larger  exercise  of  discretion  and  judgment 
than  other  items. 

(4)  In  order  to  determine  prices  in  relation  to  costs,  it  is  necessary  to 
break  down  the  costs  into  more  refined  categories  than  "special  services"  and 
various  aspects  of  exchange  service.  Also,  it  is  desirable  to  determine  costs 
in  relation  to  prices  of  excliange  service  in  major  geographical  areas  of  the 
State.  In  view  of  the  close  relation  of  the  great  bulk  of  telephone  costs  to  plant 
investment,  and  the  manner  in  which  other  major  expense  accounts  are  kept 
(traffic,  commercial  and  revenue  accounting),  a  more  detailed  allocation  should 
be  feasible,  to  a  significant  extent  fi-bm  existing  Company  records. 

(5)  Needless  to  say,  factors  other  than  cost  are  important  in  determining  tele- 
phone rates.  It  is  not  intended,  by  any  views  expressed  in  this  memorandum, 
to  indicate  that  other  factors  should  not  play  an  important  role  in  the  rate- 
making  process. 
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Exhibit  3. — Letter  From  Mountain  Bell  to  El  Paso  Telephone  Co.  Re  Terms 
and  Conditions  For  Providing  STC-List  I4  as  an  Interface  Device 

Mountain  Beix, 

Fl  Paso,  Tex.,  September  7,  1912. 
Jim  Hampton, 
Director  of  Marketing,  El  Paso  Telephone  Co.,  El  Paso,  Tex. 

Dear  Mr.  Hampton  :  Yoii  have  requested  our  company  to  provide  intercon- 
necting units  commonly  referred  to  as  "STC-List  14"  for  tlie  purpose  of  an 
interface  between  tlie  lines  and  facilities  of  Mountain  Bell  and  various  multi- 
line key  system  equipment  being  sold  or  leased  by  your  company  to  third  parties 
for  their  use. 

You  should  be  aware  that  the  STC-List  14  is  not  presently  offered  by  our 
Company  as  one  of  its  regular  tariff  items;  and  particularly  it  is  not  normally 
offered  by  our  Company  under  any  circumstances  an  an  interface  with  key 
systems. 

We  assume  that  you  have  available  to  you  the  Bell  System  Technical  Ref- 
erence PUB  42208,  revised  April,  1972.  We  direct  your  attention  to  Section  1.2 
at  Page  2  and  Section  4.3  at  Page  16.  As  is  there  indicated,  the  STC-List  14 
was  not  designed  for  use  with  key  systems. 

Our  Company  has  experienced  difficulty  in  other  states  where  attempts  have 
been  made  to  use  the  STC-List  14  as  an  interface  with  key  systems.  The  problem 
has  arisen  primarily  in  attempting  to  have  the  STC-List  14  provide  ringing  for 
the  key  equipment.  However,  it  is  possible  that  your  equipment  may  function 
without  causing  any  difficulty. 

If,  despite  the  above  information,  you  insist  on  using  that  device  as  an  inter- 
face, we  will  provide  it  on  the  following  terms  and  conditions : 

1.  This  is  a  temporary,  test  offering  and  not  a  regular  tariff  item.  As  such, 
it  will  be  provided  on  a  special-assembly  basis  only. 

2.  This  test  offering  is  being  made  in  the  State  of  Texas  only.  In  any  other 
state  in  which  Mountain  Bell  operates,  the  STC-List  14  will  only  be  provided 
as  an  interface  for  key  systems  after  an  appropriate  hearing  and  order  from 
the  state  regulatory  commission. 

3.  In  the  event  that  the  use  of  the  STC-List  14  as  an  interface  with  key 
systems  caused  that  interface  to  malfunction,  we  will  no  longer  provide  it  and 
will  withdraw  the  STC-List  14  from  those  customers  than  using  it. 

4.  In  the  event  that  it  does  become  necessary  to  withdraw  the  STC-List  14 
as  an  interface  with  Key  Systems,  customers  then  being  served  by  it  will  have 
to  comply  with  the  then  applicable  Rules  and  Regulations  of  the  FCC  and  any 
tariffs,  rules  and  regulations  on  file  by  this  Company  with  appropriate  regu- 
latory bodies.  At  the  present  time,  these  rules  and  regulations  do  not  permit 
direct  electrical  connection  of  customer-owned  equipment  to  the  Telephone 
Company  facilities  except  through  an  interconnection  device. 

5.  We  will  appraise  our  joint  customers  for  whom  such  devices  are  ordered 
of  our  Company's  position  and  of  the  terms  upon  which  we  are  providing  the 
interconnection  units. 

Wo  will,  to  the  extent  possible,  appraise  you  of  our  experiences  with  the 
STC-List  14  insofar  as  they  concern  any  troubles  related  to  use  as  an  interface 
with  Key  Systems. 

Your  attorney,  Mr.  Sheehey,  in  conversations  with  our  Company  attorney, 
Denis  G.  Stack,  indicated  that  he  had  information  that  Southwestern  Bell  and 
Illinois  Bell  were  using  two  outside  manufacturers  of  the  STC  and  could  pro- 
vide them  within  a  two-week  interval  from  the  date  of  a  firm  order  for  in- 
stallation. We  mention  this  because  it  has  been  our  Company's  experience  that, 
in  fact,  an  interval  of  four  weeks  has  been  more  realistic;  and  recently  supply 
problems  have,  in  some  cases,  increased  that  interval  even  further.  Mr.  Sheehey 
was  very  general  in  his  remarks,  and  we  have  been  attempting  to  ascertain  the 
names  of  the  outside  manufacturers  or  the  names  of  any  persons  in  purchases. 
Inquiries  made  to  date  by  our  General  Office  have  not  shed  any  light  upon 
this  situation.  Our  best  information  is  that  the  System  specifications  is  the 
Elgin  Company  and  that  its  entire  production  is  being  purchased  by  Western 
Electric  who.  in  turn,  supplies  all  of  the  Bell  System  Companies,  including 
Mount:;in  Bell.  Unless  these  units  can  be  obtained  from  some  source  other  than 
Elgin  and  Western  Electric,  you  should  be  aware  that  there  may  be  problems 
meeting  the  interval  of  28  days  or  four  weeks  after  order.  We  would  appreciate 
any  detailed  information  you  can  provide  as  to  outside  suppliers. 
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Please  direct  all  inquiries  concerning  installation  intervals  to  me  at  tele- 
phone number  543-2424,  I  will  have  responsibility  for  coordinating  contacts 
between  Mountain  Bell  and  your  company.  I  will  also  furnish  you  the  current 
prices  for  STC-List  14  equipment. 

If  you  have  any  questions,  please  feel  free  to  call. 
Very  truly  yours, 

Jack  Joyce, 
Marketing  Manager. 
El  Paso  Telephone  Co., 

A  SUBSIDIAEY  OF  SAN  AnTONIO  TELEPHONE  CO.,  INC., 

September  8, 1912. 
Mr.  John  Langfobd, 
El  Paso,  Tex. 

Dear  John  :  As  per  our  personal  telephone  conversation  of  today,  please 
find  enclosed  a  photocopy  of  a  letter  written  September  6,  1972,  by  Mountain 
Bell  Telephone  Company  to  H.   Carroll  Lee  Construction  Company. 

Your  immediate  attention  to  this  matter  will  be  appreciated  as  we  cannot 
let  Bell  continue  this  type  of  harassment. 
Sincerely, 

K.  D.  Wakfield,  President. 

Attachment :  Bell  letter  dated  Sept.  6,  1972. 

Mountain  Bell, 
El  Paso,  Tex.,  September  6, 1972.    ♦ 
H.  Carroll  Lee, 

H.  Carroll  Lee  Construction  Co., 
El  Paso,  Tex. 

Dear  Sir:  We  have  received  an  order  for  three  STC-List  14  interconnect 
devices  from  the  El  Paso  Telephone  Company  acting  as  your  agent.  These 
devices  are  to  be  used  as  an  interface  between  your  multi-line  key  system  tele- 
phone equipment  provided  by  El  Paso  Telephone  Company  and  the  facilities 
of  Mountain  Bell. 

These  devices  are  not  provided  or  offered  by  Mountain  Bell  as  one  of  its 
standard  tariff  items  for  use  with  key  system  telephones.  They  were  not 
technically  designed  to  be  used  as  an  interface  for  key  systems ;  and  you  may 
or  may  not  experience  trouble  with  your  equipment.  However,  we  do  offer  other 
devices  for  use  with  key  systems. 

We  will  provide  these  devices  on  a  special-assembly  basis.  If,  the  use  of  the 
STC-List  14  as  an  interface  with  your  key  system  caused  the  interface  to  mal- 
function, we  will  no  longer  provide  it  and  we  will  withdraw  it  from  those  lines 
which  it  may  be  serving. 

In  the  event  that  it  does  become  necessary  to  withdraw  the  STC-Ust  14  as 
an  interface  with  your  key  system,  you  will  then  have  to  comply  with  the  then 
applicable  Rules  and  Regulations  of  the  FCC  and  any  tariffs,  rules  and  regu- 
lations on  file  by  this  Company  with  appropriate  regulatory  bodies.  At  the 
present  time,  such  rules  and  regulations  do  not  permit  direct  electrical  con- 
nection of  customer-owned  equipment  to  the  Telephone  Company  facilities  ex- 
cept through  an  interconnection  device.  It  will  then  be  necessary  for  you  to 
modify  or  reconfigure  your  equipment  to  meet  whatever  interconnection  devices 
which  would  be  available  at  such  time. 

If  you  have  any  questions  concerning  this  matter,  please  feel  free  to  call 
upon  me.  543-2424 
Sincerely, 

Jack  Joyce, 
Marketing  Manager,  Interconnection  Coordinator. 


Exhibit  4. — Prepared  Statement  of  Frank  Rodio,  Jr. 

Prepared  Statement  of  Frank  Rodio,  Jr.,  Planning  Aide,  Camden  County, 
N.J.,  Planning  Department 

AN  ANALYSIS  AND  CRITIQUE  OF  S.  1167 

Mr.  Chairman  and  distinquished  members  of  the  subcommittee  on  antitrust 
and  monopoly:  The  day  your  Chairman,  the  distinguished  Senator  from  Mich- 
igan, introduced  Senate  Bill  1167  on  the  floor  of  the  United  States  Senate  may 
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well  turn  out  to  be  the  most  eventful  and  fateful  clay  in  the  history  of  the 
erstwhile  American  free  enterprise  system. 

American  capitalist  entrepreneurs  have  overstepped  their  bounds  within  the 
last  decade.  They  were  protected  to  a  certain  extent  by  our  Founding  Fathers 
during  the  long  hot  Philadelphia  summer  of  1787  in  the  drafting  of  the  Con- 
stitution. 

T'ntil  the  twentieth  century's  "Great  Depression"  and  the  advent  of  the 
Keuseyan  economic  philosophy  of  government  intervention  into  and  regulation 
of  the'  erstwhile  American  free  enterprise  system,  a  governmental  policy  of 
laissez-faire  or  "let  it  alone"  existed. 

Responsible  government  officials  realized  such  a  policy  would  not  do.  Also,  as 
we  approach  the  bicentennial  of  United  States  independence,  corrective  legis- 
lative measures  such  as  Senate  Bill  1167— the  "Industrial  Reorganization  Act" 
should  receive  favorable  consideration. 

While  a  "laissez-faire"  governmental  economic  philosophy  and  policy  seemed 
alright  for  an  infant  republic  seeking  its  "Manifest  Destiny,"  the  Founding 
Fathers  of  1787  did  not  reckon  with  a  billion  dollar  gross  national  product  or 
U.S.A.  multinational  corporations. 

Senate  Rill  1167  should  deal  with  the  economic  cancer  of  inflation  as  well 
as  multinational  corporations. 

Thank  you. 
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